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Balances outstanding and interest rates of borgsvfaxcluding letters of credit) under the Compamgvolving committed lines of credit we
as follows as of and for the years ended Decembéddlars in thousands):

2009 2008 2007
Balance outstanding at end of per $ 87,00( $250,00( $ —
Maximum balance outstanding during the pel $275,00( $250,00( $48,00(
Average balance outstanding during the pe $186,47- $ 48,42¢ $ 6,83¢
Average interest rate during the per 0.65% 3.04% 7.91%
Average interest rate at end of per 0.5%% 0.81% — %

Advantage 1Q

Advantage 1Q has a committed credit agreement avitkexpiration date of February 2011. On July 1 92@0e committed amount was
increased from $12.5 million to $15.0 million undlee terms of the credit agreement. Advantage |1Q ahect to increase the credit facility to
$25.0 million under the same agreement. The cegpigement is secured by substantially all of AdagetlQs assets. Balances outstanding
interest rates of borrowings under Advantage |@eslit agreement were as follows as of and for #ery ended December 31 (dollars in
thousands):

2009 2008 2007
Balance outstanding at end of per $5,70( $2,20( $—
Maximum balance outstanding during the pel $9,70( $3,00( $—
Average balance outstanding during the pe $4,09( $1,65¢ $—
Average interest rate during the per 1.42% 3.48% —
Average interest rate at end of per 1.22% 2.08% —
NOTE 15. LONG-TERM DEBT
The following details long-term debt outstandingpé®ecember 31 (dollars in thousands):
Maturity Interest
Year Description Rate 2009 2008
2010 Secured Mediu-Term Notes 6.67%-8.02% $ 35,000 $ 35,00(
2012 Secured Mediur-Term Notes 7.37% 7,00(C 7,00(
2013 First Mortgage Bond 6.13% 45,00( 45,00(
2013 First Mortgage Bond 7.25% 30,00( 30,00(
2018 First Mortgage Bond 5.95% 250,00 250,00(
2018 Secured Mediur-Term Notes 7.39%-7.45% 22,50( 22,50(
2019 First Mortgage Bond 5.45% 90,00( 90,00(
2022 First Mortgage Bonds (1 5.13% 250,00( —
2023 Secured Mediul-Term Notes 7.18%-7.54% 13,50( 13,50(
2028 Secured Mediur-Term Notes 6.37% 25,00( 25,00(
2032 Secured Pollution Control Bonds { (2 66,70( 66,70(
2034 Secured Pollution Control Bonds { 3) 17,00( 17,00(
2035 First Mortgage Bond 6.25% 150,00( 150,00
2037 First Mortgage Bond 5.70% 150,00( 150,00(
Total secured lor-term debi 1,151,701 901,70(
2023 Unsecured Pollution Control Bon 6.00% 4,10( 4,10(
Other lon¢-term debt and capital leas 3,01¢ 3,00¢
Interest rate swag (1,844 (14,129
Unamortized debt discou (1,936) (1,5172)
Total 1,155,03! 893,16!
Secured Pollution Control Bonds held by Avi
Corporation (2) (3 (83,700 (66,700
Current portion of lon-term debt (35,189 (17,207
Total lon¢-term debt $1,036,14!  $809,25¢

(1) In September 2009, the Company issued $250.0 milifcc.125 percent First Mortgage Bonds due in 2

(2) On December 31, 2008, $66.7 million of the Cityrofsyth, Montana Pollution Control Revenue Refugddéonds, Series 1999A (Avis
Corporation Colstrip Project) due 2032 were remi@dteAvista Corp. purchased these Pollution CoBmids and expects that at a later
date, subject to market conditions, these bondseitemarketed to unaffiliated investors or refehdby a new issue. Although Avista
Corp.
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is now the holder of these Pollution Controi8s, the bonds will not be cancelled but will remautstanding under the City of Forsyth'’s
indenture. However, so long as Avista Corp. ishtbleler, the bonds will not be reflected as an amsatliability on Avista Corp.’s
Consolidated Balance She

(3) In December 2008, the City of Forsyth, Montanaéss$17.0 million of its Pollution Control RevenuefBnding Bonds, Series 20
(Avista Corp. Colstrip Project) due 2034 on beladlAvista Corp. The proceeds of the Bonds were ugedfund $17.0 million of
Pollution Control Revenue Refunding Bonds, Ser@39B (Avista Corp. Colstrip Project) issued by @ity of Forsyth, Montana on
behalf of Avista Corp., which were subject to rekeding or refunding on December 31, 2008. In Decem@®09, Avista Corp. purchas
the Bonds and expects that at a later date, sulbjexarket conditions, the bonds will be refundedemnarketed to unaffiliated investors.
Although Avista Corp. is now the holder of thesdiirimn Control Bonds, the bonds will not be camedlbut will remain outstanding
under the City of Forsyth’s indenture. However|atg as Avista Corp. is the holder, the bonds mdlf be reflected as an asset or a
liability on Avista Corp’'s Consolidated Balance She

The following table details future long-term debdtorities including long-term debt to affiliatedists (see Note 16) (dollars in thousands):

2010 2011 _2012 2013 2014 _Thereafter Total
Debt maturities $35,000 $— $7,00C $75,000 $— $1,006,64 $1,123,64

Substantially all utility properties owned by ther@pany are subject to the lien of the Company’stgage indenture. Under the Mortgage and
Deed of Trust securing the Company'’s First MortgBgads (including Secured Medium-Term Notes), thenfany may issue additional First
Mortgage Bonds in an aggregate principal amounaktguthe sum of: 1) 70 percent of the cost oraiue (whichever is lower) of property
additions which have not previously been made #sishof any application under the Mortgage, orr2gqual principal amount of retired First
Mortgage Bonds which have not previously been nthddasis of any application under the Mortgag&)ateposit of cash; provided,
however, that the Company may not issue any adaitibirst Mortgage Bonds (with certain exceptiamshie case of bonds issued on the basis
of retired bonds) unless the Company’s “net eassfiigs defined in the Mortgage) for any period 8fcbnsecutive calendar months out of the
preceding 18 calendar months were at least twie@timual interest requirements on all mortgagergessuat the time outstanding, including
the First Mortgage Bonds to be issued, and omd#btedness of prior rank. As of December 31, 2pfifperty additions and retired bonds
would have entitled the Company to issue $668.5aniin aggregate principal amount of additionalsEMortgage Bonds. However, using an
interest rate of 8 percent on additional First age Bonds, and based on net earnings for the hthsiended December 31, 2009, the net
earnings test would limit the principal amount dflaional bonds the Company could issue to $6071%om

See Note 14 for information regarding First Mortg&pnds issued to secure the Company’s obligatiadsr its $320.0 million and $75.0
million committed line of credit agreements.

NOTE 16. LONG-TERM DEBT TO AFFILIATED TRUSTS

In 2004, the Company issued Junior Subordinated Beburities, with a principal amount of $61.9 ioill to AVA Capital Trust Ill, an
affiliated business trust formed by the Companyn&@uwrently, AVA Capital Trust 1l issued $60.0 niilh of Preferred Trust Securities to third
parties and $1.9 million of Common Trust Securitethe Company. On April 1, 2009, AVA Capital Trlié redeemed all of the Preferred
Trust Securities issued to third parties with aagipal balance of $60.0 million and all of the CoomTrust Securities issued to the Company
with a principal balance of $1.9 million. Concurtlgnthe Company redeemed the total amount outstgraf its Junior Subordinated Debt
Securities, at 100 percent of the principal amd@$61.9 million) plus accrued interest held by AVAfital Trust Ill. The Company’s net
redemption of $60.0 million was funded by borrovengder its $320.0 million committed line of crealjfreement.

In 1997, the Company issued Floating Rate Junibo8linated Deferrable Interest Debentures, SerjegitB a principal amount of $51.5
million to Avista Capital II, an affiliated busingesrust formed by the Company. Avista Capital $uisd $50.0 million of Preferred Trust
Securities with a floating distribution rate of LIER plus 0.875 percent, calculated and reset qlariére annual distribution rate paid during
2009 ranged from 1.22 percent to 3.06 percent.fA3cember 31, 2009, the annual distribution rats W.22 percent. Concurrent with the
issuance of the Preferred Trust Securities, Av@spital Il issued $1.5 million of Common Trust Setes to the Company. These debt
securities may be redeemed at the option of A@stgital Il on or after June 1, 2007 and maturewredl, 2037. In December 2000, the
Company purchased $10.0 million of these Prefefradt Securities.
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The Company has guaranteed the payment of disbiision, and redemption price and liquidation anidoin the Preferred Trust Securities to
the extent that Avista Capital Il has funds avdédbr such payments from the respective debt ggEurUpon maturity or prior redemption of
such debt securities, the Preferred Trust Secsiniti be mandatorily redeemed. The Company do¢snotude these capital trusts in its
consolidated financial statements. As such, the aséets of the capital trusts are $51.5 milliojuior subordinated deferrable interest
debentures of Avista Corp., which are reflectedr@nConsolidated Balance Sheets. Interest experaféiltated trusts in the Consolidated
Statements of Income represents interest expeneesa debentures.

NOTE 17. LEASES

The Company has multiple lease arrangements im@lvarious assets, with minimum terms ranging foora to forty-five years. Rental
expense under operating leases was $5.6 milli@d@9, $4.8 million in 2008 and $4.8 million in 200~uture minimum lease payments
required under operating leases having initialeonaining noncancelable lease terms in excess ojesreas of December 31, 2009 were as
follows (dollars in thousands):

2010 2011 2012 2013 2014 Thereafter Total
Minimum payments require $4,42( $3,96¢ $3,75¢ $3,50¢ $3,52¢ $ 6,75C $25,92°

NOTE 18. GUARANTEES

The Company has guaranteed the payment of distritaion, and redemption price and liquidation anidoin the Preferred Trust Securities
issued by its affiliate, Avista Capital I, to tkee&tent that this entity has funds available forhspayments from its debt securities.

The output from the Lancaster Plant is contraateéiista Turbine Power, Inc. (ATP), an affiliate A¥ista Energy, through 2026 under a
power purchase agreement. Avista Corp. has provi#gddrum Power LLC, the owner of the LancastenP guarantee under which Avista
Corp. has guaranteed AT¥)erformance under the power purchase agreememimajority of the rights and obligations of thigeement wel
conveyed to Shell Energy through the end of 20@®ining in January 2010, the rights and obligationder the power purchase agreement
were conveyed to Avista Utilities.

In connection with the transaction, on June 30,72@ista Energy and its affiliates entered intdeemnification Agreement with Shell
Energy and its affiliates. Under the Indemnificatidgreement, Avista Energy and Shell Energy eacheatp provide indemnification of the
other and the other’s affiliates for certain eveartd matters described in the purchase and saemgnt entered into on April 16, 2007 and
certain other transaction agreements. Such evadtsatters include, but are not limited to, theinef proceedings arising out of the western
energy markets in 2000 and 2001 (see Note 24)timgxiktigation, tax liabilities, and matters redattto storage rights at Jackson Prairie. In
general, such indemnification is not required usik@sd until a party’s claims exceed $150,000 aflichised to an aggregate amount of $30
million and a term of three years (except for agreets or transactions with terms longer than thsses). These limitations do not apply to
certain third party claims.

Avista Energy’s obligations under the IndemnificatiAgreement are guaranteed by Avista Capital @unsto a Guaranty dated June 30, 2007.
This Guaranty is limited to an aggregate amour§t38f million plus certain fees and expenses. The @t will terminate April 30, 2011
except for claims made prior to termination. Ther@any has not recorded any liability related ts tiaranty.

NOTE 19. PREFERRED STOCK-CUMULATIVE (SUBJECT TO MAN DATORY REDEMPTION)

The Company has 10 million authorized shares depred stock. The Company did not have any prefiesteck outstanding as of
December 31, 2009 and 2008. In September 200G dahgany redeemed the 262,500 remaining outstarstiages of preferred stock for
$26.25 million.

NOTE 20. FAIR VALUE

Fair value represents the price that would be veckio sell an asset or paid to transfer a ligh{lin exit price) in an orderly transaction
between market participants at the measurement Tlagecarrying values of cash and cash equivalesgsicted cash, accounts and notes
receivable, accounts payable and short-term bongsvare reasonable estimates of their fair valuasy-term debt (including current portion,
but excluding capital leases) and long-term delatffibated trusts are reported at carrying valuetloe Consolidated Balance Sheets.

89



WPD-6
Screening.Data.Rart.1.0f.2
Page 1044 of 9808

Table of Contents

AVISTA CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The following table sets forth the carrying valuml a&stimated fair value of the Company'’s finaniiatruments not reported at estimated fair
value on the Consolidated Balance Sheets as ofrileme31, 2009 and 2008 (dollars in thousands):

2009 2008
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
Long-term debi $1,072,100 $1,079,85 $839,10( $875,45:
Long-term debt to affiliated trus 51,547 43,53« 113,40 102,02

These estimates of fair value were primarily basedvailable market information.

Energy commodity derivative assets and liabilit@eferred compensation assets, as well as derdgtelated to interest rate swap agreements
and foreign currency exchange contracts, are rep@t estimated fair value on the ConsolidatedB&&heets. U.S. GAAP defines a fair
value hierarchy that prioritizes the inputs usethmasure fair value. The hierarchy gives the higpesrity to unadjusted quoted prices in
active markets for identical assets or liabilifiesvel 1 measurement) and the lowest priority tohgervable inputs (Level 3 measurement).

The three levels of the fair value hierarchy arfingel as follows:

Level 1 — Quoted prices are available in activeketsr for identical assets or liabilities. Active nikets are those in which transactions for
the asset or liability occur with sufficient freaquey and volume to provide pricing information onargoing basis.

Level 2 — Pricing inputs are other than quotedgwiin active markets included in Level 1, which @ither directly or indirectly
observable as of the reporting date. Level 2 inefutthose financial instruments that are valuedgusiadels or other valuation
methodologies. These models are primarily industaprdard models that consider various assumptilecisding quoted forward prices
for commodities, time value, volatility factors,chourrent market and contractual prices for theetlythg instruments, as well as other
relevant economic measures. Substantially all e¢hassumptions are observable in the marketgiemeghout the full term of the
instrument, can be derived from observable data®supported by observable levels at which traimsecare executed in the
marketplace.

Level 3 — Pricing inputs include significant inpthsit are generally unobservable from objectivec®a These inputs may be used with
internally developed methodologies that result anagement’s best estimate of fair value. Levek&iments include those that may be
more structured or otherwise tailored to the Corgfsaneeds.

Financial assets and liabilities are classifiethiir entirety based on the lowest level of infhatttis significant to the fair value measurement.
The Company’s assessment of the significance aftcplar input to the fair value measurement resgijudgment, and may affect the
valuation of fair value assets and liabilities dneir placement within the fair value hierarchydisy The determination of the fair values
incorporates various factors that not only incltitk credit standing of the counterparties involaed the impact of credit enhancements (such
as cash deposits and letters of credit), but &lsanbpact of Avista Corp.’s nonperformance riskitsriiabilities.

The following table discloses by level within ttagrfvalue hierarchy the Company’s assets and timsilmeasured and reported on the
Consolidated Balance Sheets as of December 31,&802008 at fair value on a recurring basis (dsliathousands):

Counterparty

Level 1 Level 2 Level 3 Netting (1) Total

December 31, 200!
Assets:
Energy commodity derivative $ — $11,89¢ $57,27¢ $ (15,939 $53,24(
Deferred compensation asse

Fixed income securities (. 2,011 — — — 2,011

Equity securities (2 5,86: — — — 5,86:
Total $7,87¢ $11,89¢ $57,27¢ $ (15,939 $61,11¢
Liabilities:
Energy commodity derivative $ — $27,08¢ $ 7,806 $ (15,939 $18,95¢
Foreign currency derivative — 50 — — 50
Total $ — $27,13¢ $ 7,80¢ $ (15,939 $19,00¢
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Counterparty
Level 1 Level 2 Level 3 Netting (1) Total

December 31, 200:
Assets:
Energy commodity derivative $ — $40,10¢ $68,047 $ (47,604 $60,54:
Deferred compensation asse

Fixed income securities (. 1,88¢ — — — 1,88¢

Equity securities (2 5,101 — — — 5,101
Interest rate sway — 87t — — 87t
Total $6,99C $ 40,97¢ $68,04° $ (47,609 $68,41:
Liabilities:
Energy commodity derivative $ — $110,120 $16,088 $ (47,609 $78,60:

(1) The Company is permitted to net derivative assatisceerivative liabilities when a legally enforcealphaster netting agreement exi
(2) These assets are trading securi

Avista Utilities enters into forward contracts tarphase or sell a specified amount of energy aeaified time, or during a specified period, in
the future. These contracts are entered into dopawista Utilities’ management of loads and nesmes and certain contracts are considered
derivative instruments. The difference betweenratm@unt of derivative assets and liabilities disetbs respective levels and the amount of
derivative assets and liabilities disclosed onGbeasolidated Balance Sheets is due to netting geraents with certain counterparties. The
Company uses quoted market prices and forward ptinees to estimate the fair value of utility dative commaodity instruments included in
Level 2. In particular, electric derivative valuats are performed using broker quotes, adjustepdiods in between quotable periods. Nat
gas derivative valuations are estimated using Nevk Ylercantile Exchange (NYMEX) pricing for similarstruments, adjusted for basin
differences, using broker quotes. Where obsenvaplgs are available for substantially the fullhteof the contract, the derivative asset or
liability is included in Level 2. The Company alsas certain contracts that, primarily due to tmgtk of the respective contract, require the
of internally developed forward price estimatesjolifinclude significant inputs that may not be aliable or corroborated in the market. Tt
derivative contracts are included in Level 3. RedeNote 7 for further discussion of the Compargriergy commodity derivative assets and
liabilities.

Deferred compensation assets and liabilities remtefsinds held by the Company in a Rabbi TrustfoExecutive Deferral Plan. These funds
consist of actively traded equity and bond fundshwjuoted prices in active markets. The balancelalied in the table above excludes cast
cash equivalents of $1.6 million as of December2BD9 and $1.8 million as of December 31, 2008.

The following table presents activity for energyrooodity derivative assets and (liabilities) meadwatfair value using significant
unobservable inputs (Level 3) for the years endedeinber 31 (dollars in thousands):

Assets Liabilities
2009 2008 2009 2008

Balance as of January $68,04" $ 98,94: $(16,085)  $(36,50¢)
Total gains or losses (realized/unrealize

Included in net incom — — — —

Included in other comprehensive inco — — — —

Included in regulatory assets/liabilities (7,202 (22,58¢) 7,745 18,71¢
Purchases, issuances, and settlement: (3,569 (8,310 532 1,70¢
Transfers to other categori — — — —
Ending balance as of December $57,27¢ $ 68,047 $ (7,806  $(16,08%

(1) The WUTC and the IPUC issued accounting ordatlorizing Avista Utilities to offset commodity rilative assets or liabilities with a
regulatory asset or liability. This accounting treant is intended to defer the recognition of miarknarket gains and losses on energy
commodity transactions until the period of settlam&he orders provide for Avista Utilities to neicognize the unrealized gain or loss
on utility derivative commodity instruments in tBensolidated Statements of Income. Realized gailssees are recognized in the
period of settlement, subject to approval for regguhrough retail rates. Realized gains and Iosadygect to regulatory approval, result
in adjustments to retail rates through purchasedcgat adjustments, the ERM in Washington, the R@&&hanism in Idaho, and periodic
general rates case
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NOTE 21. COMMON STOCK

The Company has a Direct Stock Purchase and Digli€sinvestment Plan under which the Company’s $isdders may automatically
reinvest their dividends and make optional cashpays for the purchase of the Company’s commorkstbcurrent market value. Shares
issued under this plan in 2009, 2008 and 2007 iactoded in the Consolidated Statements of Equity.

The payment of dividends on common stock is resiliby provisions of certain covenants applicablpreferred stock contained in the
Company'’s Articles of Incorporation, as amended.

In December 2009, the Company entered into an aeteadd restated sales agency agreement with aaggdasto issue up to 1.25 million
shares of its common stock from time to time. Tlen@any originally entered into a sales agency ageed to issue up to 2 million shares of
its common stock in December 2006. In 2008, the @amy issued 750,000 shares of its common stockruhidesales agency agreement. The
Company did not issue any shares under this sgkygcg agreement in 2009 and 2007.

NOTE 22. EARNINGS PER COMMON SHARE ATTRIBUTABLE TO AVISTA CORPORATION

The following table presents the computation ofibaad diluted earnings per common share attridetbAvista Corporation for the years
ended December 31 (in thousands, except per sharerds):

2009 2008 2007
Numerator:
Net income attributable to Avista Corporati $87,07: $73,62( $38,47¢
Subsidiary earnings adjustment for dilutive se@s (114 (249 (349
Adjusted net income attributable to Avista Corpimmafor computation of diluted earnin
per common shat $86,951 $73,37: $38,12¢

Denominator:
Weightec-average number of common shares outstar-basic 54,69¢ 53,63} 52,79¢
Effect of dilutive securities

Contingent stock awarc 162 21z 16¢

Stock options 85 17¢ 29¢
Weightec-average number of common shares outstar-diluted 54,94 54,02¢ 53,26:
Earnings per common share attributable to Avista Cegporation:
Basic $ 1.5¢ $ 1.37 $ 0.7¢
Diluted $ 1.5¢ $ 1.3¢ $ 0.72

Total stock options outstanding excluded in thewation of diluted earnings per common sharelatteble to Avista Corporation were
218,450 for 2009, 250,950 for 2008 and 303,95Q@687. These stock options were excluded from thautzion because they were
antidilutive based on the fact that the exerciseepof the stock options was higher than the averagrket price of Avista Corp. common stock
during the respective period.

NOTE 23. STOCK COMPENSATION PLANS
1998 Plan

In 1998, the Company adopted, and shareholder®aggrthe Long-Term Incentive Plan (1998 Plan). éirthe 1998 Plan, certain key
employees, officers and non-employee directorb@f@ompany and its subsidiaries may be granted sfotions, stock appreciation rights,
stock awards (including restricted stock) and olteck-based awards and dividend equivalent rigtite. Company has available a maximum
of 3.5 million shares of its common stock for granter the 1998 Plan. As of December 31, 2009illibn shares were remaining for grant
under this plan.

2000 Plan

In 2000, the Company adopted a Non-Officer Empldya®eg-Term Incentive Plan (2000 Plan), which wasnequired to be approved by
shareholders. The provisions of the 2000 Plan sgerdially the same as those under the 1998 Plaapefor the exclusion of non-employee
directors and executive officers of the Companye Tompany has available a maximum of 2.5 millioarsh of its common stock for grant
under the 2000 Plan. However, the Company curreltgs not plan to issue any further options or i$gesi under the 2000 Plan. As of
December 31, 2009, 1.7 million shares were remgifon grant under this plan.
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Stock Compensation

The Company records compensation cost relatingdceshased payment transactions in the financ#tstents based on the fair value of the
equity or liability instruments issued. The Compaeagorded stock-based compensation expense oh@Ri@n for 2009, $3.0 million for 2008
and $2.7 million for 2007, which is included in etloperating expenses in the Consolidated Statsnoéiicome. The total income tax benefit
recognized in the Consolidated Statements of Inceae$1.0 million for 2009, $1.1 million for 2008c&$1.0 million for 2007.

Stock Options
The following summarizes stock options activity enthe 1998 Plan and the 2000 Plan for the yeatsceDecember 31.:

2009 2008 2007
Number of shares under stock optic
Options outstanding at beginning of y 748,67: 1,411,91. 1,541,04!
Options grante: — — —
Options exercise (200,224 (582,239 (123,139
Options cancele (24,479 (81,000 (6,000
Options outstanding and exercisable at end of 523,97: 748,67: 1,411,91
Weighted average exercise pri
Options exercise $ 13.8¢ $ 13.9] $ 151«
Options cancele $ 22.6¢ $ 21.7C $  26.5¢
Options outstanding and exercisable at end of $ 16.3( $ 15.8¢ $ 15.3¢
Intrinsic value of options exercised (in thousar $ 1,18C $  4,24¢ $ 1,02¢
Intrinsic value of options outstanding (in thoussy $ 2,774 $ 2,64 $ 8,69

Information for options outstanding and exercisadef December 31, 2009 is as follows:

Weighted
Weighted
Average Average
Number Exercise Remaining
Range of Exercise Prices of Shares Price Life (in years)
$10.1°-$12.41 285,32 $11.11 24
$15.8¢-$19.34 11,20( 16.5¢ 2.C
$20.1-$23.00 213,05( 22.4¢ 0.¢
$26.5¢-$28.47 14,40( 27.6¢ 0.2
Total 523,97: $ 16.3( 1.7

Total cash received from the exercise of stockomstivas $2.8 million for 2009, $8.1 million for Z8nd $1.9 million for 2007. As of
December 31, 2009 and 2008, the Company’s stodlraptvere fully vested and expensed.

Restricted Shares

Restricted shares vest in equal thirds each yearrathree-year period and are payable in Avistgp Gmmmon stock at the end of each year if
the service condition is met. In addition to theve® condition, the Company must meet a returequity target in order for the CEO’s
restricted shares to vest. During the vesting pegmployees are entitled to dividend equivaleriglvare paid when dividends on the
Company’s common stock are declared. Restrictezk ssovalued at the close of market of the Compaiegmmon stock on the grant date.
weighted average remaining vesting period for tbenfany’s restricted shares outstanding as of Deeeih 2009 was one year. The
following table summarizes restricted stock acyivdr the years ended December 31:

2009 2008 2007

Unvested shares at beginning of y 55,93¢ 28,13 36,18(
Shares grante 44,40( 43,40( 31,86(
Shares cancelle (20,000 (1,230 (29,93¢)
Shares veste (18,439 (14,369 (19,96
Unvested shares at end of y 71,90/ 55,93¢ 28,13}
Weighted average fair value at grant c $ 18.1¢ $ 20.0% $ 25.6(
Unrecognized compensation expense at end of ye#ndiisands $ 66€ $ 691 $ 517
Intrinsic value, unvested shares at end of yeathfnsands $ 1,552 $ 1,084 $ 60¢€
Intrinsic value, shares vested during the yeath@usands $ 34t $ 29 $ 461
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Performance Shares

Performance share grants have vesting periodse# tfears. Performance awards entitle the recipterdividend equivalent rights, are subject
to forfeiture under certain circumstances, andsalgect to meeting specific performance conditi@ased on the attainment of the
performance condition, the amount of cash paidoanmmon stock issued will range from 0 to 150 peroénbhe performance shares granted
depending on the change in the value of the Conipamynmon stock relative to an external benchmikidend equivalent rights are
accumulated and paid out only on shares that eaiytest.

Performance share awards entitle the grantee teslbfcommon stock or cash payable once the seceaindition is satisfied. Based on
attainment of the performance condition, granteag receive 0 to 150 percent of the original shgrasted. The performance condition use
the Company'’s Total Shareholder Return performawves a three-year period as compared against athiges; this is considered a market-
based condition. Performance shares may be setttmmmmon stock or cash at the discretion of then@any. Historically, the Company has
settled these awards through issuance of stocknitds to continue this practice. These awardsatabe end of the three-year period.
Performance shares are equity awards with a médeed condition, which results in the compensatast for these awards being recognized
over the requisite service period, provided thatréquisite service period is rendered, regardieashen, if ever, the market condition is
satisfied.

The Company measures (at the grant date) the éstirfetir value of performance shares granted. @levélue of each performance share
award was estimated on the date of grant usingtstital model that incorporates the probabilityreeting performance targets based on
historical returns relative to a peer group. Expéatolatility was based on the historical volafilitf Avista Corp. common stock over a three-
year period. The expected term of the performaheees is three years based on the performance dywerisl-free interest rate was based on
the U.S. Treasury yield at the time of grant. Thmpensation expense on these awards will only hestedl for changes in forfeitures. The
following summarizes the weighted average assumgtised to determine the fair value of performafages and related compensation
expense as well as the resulting estimated fairevaf performance shares granted:

2009 2008 2007

Risk-free interest rat 1.2% 2.2% 4.8%
Expected life, in year 3 3 3
Expected volatility 25.8% 20.2% 19.4%
Dividend yield 3.6% 2.8% 2.5%
Weighted average grant date fair value (per st $17.2% $16.9¢ $18.71

The fair value includes both performance sharesdaridend equivalent rights.

The following summarizes performance share activity

2009 2008 2007

Opening balance of unvested performance st 252,92: 207,84 300,40¢
Performance shares gran 163,90( 170,10( 114,64(
Performance shares cance (43,759 (5,239 (45,637)
Performance shares ves (72,464 (119,779 (161,577
Ending balance of unvested performance st 300,60: 252,92: 207,84
Intrinsic value of unvested performance sharesh@usands $ 6,49( $ 4,902 $ 4,47
Unrecognized compensation expense (in thous: $ 2,45 $ 2,227 $ 2,05¢

The weighted average remaining vesting periodfer@ompany’s performance shares outstanding agoéber 31, 2009 was 1.5 years.
Unrecognized compensation expense as of Decemb@082 will be recognized during 2010 and 2011. filewing summarizes the impact
of the market condition on the vested performameees:

2009 2008 2007
Performance shares ves 72,46¢ 119,77¢ 161,57¢
Impact of market condition on shares ves (72,469 21,56( (56,55
Shares of common stock earr — 141,33¢ 105,02:
Intrinsic value of common stock earned (in thousa $ — $ 2,73¢ $ 2,267

In 2009, 2008 and 2007, the number of performaheees vested was adjusted by (100) percent, 1&peaod (35) percent based on the
performance condition achieved. Shares earned uhideplan are distributed to participants in tlheder following vesting.
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Awards outstanding under the performance sharagmaciude a dividend component that is paid irhcdis component of the performance
share grants is accounted for as a liability awa@ese liability awards are revalued on a quartealsis taking into account the number of
awards outstanding, historical dividend rate, deddhange in the value of the Company’s commorkstative to an external benchmark.
Over the life of these awards, the cumulative amoficompensation expense recognized will matchatteal cash paid. As of December 31,
2009 and 2008, the Company had recognized compensaipense and a liability of $0.3 million andSmillion related to the dividend
component of performance share grants.

Advantage 1Q

Advantage IQ has an employee stock incentive phafeuwhich certain employees of Advantage IQ magraated options to purchase shares
at prices no less than the estimated fair valutherdate of grant. Options outstanding under tleia generally vest over periods of four years
from the date granted and terminate ten years fhendate granted. Unrecognized compensation exgenstck based awards at Advantage
IQ was $2.2 million as of December 31, 2009, whigh be expensed during 2010 through 2013.

In 2007, Advantage IQ amended its employee stooéritive plan to provide an annual window at whiatetholders of common stock can put
their shares back to Advantage IQ providing theeshare held for a minimum of six months. In 208@yantage 1Q amended its employee
stock incentive plan to make this put feature aptldor future stock option grants. Stock is reacliat fair market value at the date of
reacquisition. As the repurchase feature is atltberetion of the minority shareholders and optiofders, there was redeemable noncontro
interests of $6.9 million as of December 31, 208%lke intrinsic value of stock options outstandiag well as outstanding redeemable stock.
Additionally, there was redeemable noncontrollinggiests of $27.9 million related to the Cadencewdek acquisition, as the previous owners
can exercise a right to put their stock back to @uage 1Q (refer to Note 5 for further informatioBuring 2009, $4.7 million of common stc
was repurchased from Advantage IQ employees. D@@08, $6.6 million of common stock was repurchaseh Advantage 1Q employees.

NOTE 24. COMMITMENTS AND CONTINGENCIES

In the course of its business, the Company becamves/ed in various claims, controversies, dispwted other contingent matters, including
the items described in this Note. Some of thesenslacontroversies, disputes and other contingexttars involve litigation or other contested
proceedings. For these proceedings, the Compaaydatto vigorously protect and defend its interasts pursue its rights. However, no
assurance can be given as to the ultimate outcémeyqparticular matter because litigation and ottentested proceedings are inherently
subject to numerous uncertainties. For mattersafiett Avista Utilities’ operations, the Compamgdands to seek, to the extent appropriate,
recovery of incurred costs through the ratemakimggss.

Federal Energy Regulatory Commission Inquiry

In April 2004, the Federal Energy Regulatory Consiuis (FERC) approved the contested Agreement imlR&sn of Section 206 Proceeding
(Agreement in Resolution) between Avista Corp. ddinsiness as Avista Ultilities, Avista Energy amel EERC’s Trial Staff which stated that
there was: (1) no evidence that any executivesnm@yees of Avista Utilities or Avista Energy knowiy engaged in or facilitated any
improper trading strategy during 2000 and 2001 n(2gvidence that Avista Utilities or Avista Energygaged in any efforts to manipulate the
western energy markets during 2000 and 2001; anao(8nding that Avista Utilities or Avista Energyithheld relevant information from the
FERC's inquiry into the western energy markets2000 and 2001 (Trading Investigation). The Attor@sneral of the State of California
(California AG), the California Electricity OverdigBoard, California Parties and the City of Tacomé@shington challenged the FERC'’s
decisions approving the Agreement in Resolutiorictvlare now pending before the United States Cafulppeals for the Ninth Circuit (Nint
Circuit).

In May 2004, the FERC provided notice that AvisteeEgy was no longer subject to an investigationerging certain bids above $250 per M

in the short-term energy markets operated by tHéo@@a Independent System Operator (CallSO) dwdCGalifornia Power Exchange (CalPX)
from May 1, 2000 to October 2, 2000 (Bidding Invgation). That matter is also pending before thetNCircuit, after the California AG,
Pacific Gas & Electric (PG&E), Southern Califoriiidison Company (SCE) and the California Publicititd Commission (CPUC) filed
petitions for review in 2005.

Based on the FERC's order approving the AgreemeReisolution and the FERC's denial of rehearingiests, the Company does not expect
that this proceeding will have any material advefect on its financial condition, results of ogons or cash flows. Furthermore, based on
information currently known to the Company regagdine
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Bidding Investigation and the fact that the FER&ffXid not find any evidence of manipulative beloaythe Company does not expect that
this matter will have a material adverse effectterinancial condition, results of operations ashk flows. The Company has not accrued a
liability related to this matter.

California Refund Proceeding

In July 2001, the FERC ordered an evidentiary Inggto determine the amount of refunds due to Qalifoenergy buyers for purchases made
in the spot markets operated by the CallSO an€#iEX during the period from October 2, 2000 toel@f, 2001 (Refund Period). Proposed
refunds are based on the calculation of mitigatacket clearing prices for each hour. The FERC rtihed if the refunds required by the
formula would cause a seller to recover less tteadtual costs for the Refund Period, sellers dwyyment these costs and limit their refund
liability commensurately. In September 2005, Avistaergy submitted its cost filing claim pursuantie FERC’s August 2005 order. That
filing was accepted in orders issued by the FERTamuary 2006 and November 2006. In June 200FERC reversed, in part, its previous
decision and ordered a compliance filing requidmgadjustment to the return on investment compoofeAvista Energy’s cost filing. That
compliance filing was made in July 2009.

The CallSO continues to work on its compliancen§jlfor the Refund Period, which will show “who owebkat to whom.” In May 2009, the
CallSO filed its 43rd status report on the Califarrecalculation process confirming that the prafiay and the FERC refund recalculations
complete (as are calculations related to fuel atbstvance offsets, emission offsets, cost-recoeéigets, and the majority of the interest
calculations). Once the FERC rules on several ggmres, the CallSO states that it intends to: €tilopm the necessary adjustment to remove
refunds associated with non-jurisdictional entii@sl allocate that shortfall to net refund recifgeand (2) work with the parties to the various
global settlements to make appropriate adjustnterttse CallSO’s data in order to properly reflduide adjustments. After completing these
calculations, the CallSO states that it intendsiéde a compliance filing with the FERC that presehe final financial position of each party
that participated in its markets during the Reftdiod.

The 2001 bankruptcy of PG&E resulted in a defanlite payment obligations to the CalPX. As a resWista Energy has not been paid for all
of its energy sales during the Refund Period. THiosds are now in escrow accounts and will notddeased until the FERC issues an order
directing such release in the California refundcpexing. As of December 31, 2009, Avista Energgtoants receivable outstanding related to
defaulting parties in California were fully offdey reserves for uncollected amounts and funds aeltefrom defaulting parties.

Many of the orders that the FERC has issued irCgddornia refund proceedings were appealed td\imeh Circuit. In October 2004, the Nin
Circuit ordered that briefing proceed in two rountlse first round was limited to three issues:whjch parties are subject to the FERC'’s
refund jurisdiction in light of the exemption foogernment-owned utilities in section 201(f) of thederal Power Act (FPA); (2) the temporal
scope of refunds under section 206 of the FPA;(8hd/hich categories of transactions are subjectfionds. The second round of issues and
their corresponding briefing schedules have nobgen set by the Ninth Circuit.

In September 2005, the Ninth Circuit held that®EiRC did not have the authority to order refundssides made by municipal utilities in the
California refund proceeding. In August 2006, thiatN Circuit upheld October 2, 2000 as the refufidative date for the FPA section 206
refund proceeding, but remanded to the FERC itgsibecnot to consider an FPA section 309 remedyduff violations prior to that date.
Petitions for rehearing were denied in April 2000July 2009, Avista Energy and Avista Utilitiegefii a motion at the FERC, asking that the
companies be dismissed from any further proceedinigsg under section 309 pursuant to the remahd.filing pointed out that section 309
relief is based on tariff violations of the selland as to Avista Energy and Avista Utilities, taedlegations had already been fully adjudicated
in the proceeding that gave rise to the AgreemeRdsolution, discussed above. There, the FERQ\wedasboth companies of all allegations
market manipulation or wrongdoing that would justit permit FPA sections 206 or 309 remedies du2d@0 and 2001. In November 2009,
the FERC issued an order establishing an evidgntiearing before an administrative law judge toreds the issues remanded by the Ninth
Circuit without addressing the Company’s pendingiaomo In December 2009, the Company again broughidsue to the FEREattention bt
its motion remains pending.

Because the resolution of the California refunccpealing remains uncertain, legal counsel cannaessmn opinion on the extent of the
Company'’s liability, if any. However, based on infation currently known, the Company does not ekfiet the refunds ultimately ordered
for the Refund Period will have a material advesffect on its financial condition, results of op#as or cash flows. This is primarily due to
the fact that the FERC orders have stated thatefapds will be netted against unpaid amounts oweble respective parties and the Company
does not believe that refunds would exceed unpaibats owed to the Company. As such, the Compasybiaccrued a liability related to
this matter.
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Pacific Northwest Refund Proceeding

In July 2001, the FERC initiated a preliminary eantiary hearing to develop a factual record ashether prices for spot market sales of
wholesale energy in the Pacific Northwest betweendbnber 25, 2000 and June 20, 2001 were just asdmable. In June 2003, the FERC
terminated the Pacific Northwest refund proceediafier finding that the equities do not justifetimposition of refunds. In August 2007, the
Ninth Circuit found that the FERC, in denying tlegjuest for refunds, had failed to take into accowmt evidence of market manipulation

the California energy market and its potential teethe Pacific Northwest energy market and thahdailure was arbitrary and capricious and,
accordingly, remanded the case to the FERC, st#imtgghe FERG findings must be reevaluated in light of the ewick. In addition, the Nin
Circuit concluded that the FERC abused its disoneith denying potential relief for transactionsothwing energy that was purchased by the
California Department of Water Resources (CERShéPacific Northwest and ultimately consumed ifif@ania. The Ninth Circuit expressly
declined to direct the FERC to grant refunds. Retpufor rehearing were denied in April 2009.

In May 2009, the California AG filed a complaintaagst both Avista Energy and Avista Utilities seekrefunds on sales made to CERS du
the period January 18, 2001 to June 20, 2001 wwtion 309 of the FPA (the Brown Complaint). Thkes at issue are limited in scope and
are duplicative of claims already at issue in theifc Northwest proceeding, discussed above. Igusti 2009, the City of Tacoma and the Port
of Seattle filed a motion asking the FERC to sunipae-price sales of energy in the Pacific Nortlstvduring 2000 and 2001. In October
2009, Avista Corp. filed, as part of the Transacfanality Group, an answer to that motion andddiion, made its own recommendations for
further proceedings in this docket. Those pleadargspending before the FERC.

Both Avista Utilities and Avista Energy were buyarsd sellers of energy in the Pacific Northwestrgpenarket during the period between
December 25, 2000 and June 20, 2001 and, if refweds ordered by the FERC, could be liable to m@gments, but also could be entitled to
receive refunds from other FERC-jurisdictional 8e$i. The opportunity to make claims against naisglictional entities may be limited based
on existing law. The Company cannot predict theanne of this proceeding or the amount of any refuthdt Avista Utilities or Avista Energy
could be ordered to make or could be entitled ¢eike. Therefore, the Company cannot predict thergial impact the outcome of this matter
could ultimately have on the Company’s resultsdrations, financial condition or cash flows. Thenhany has not accrued a liability related
to this matter.

California Attorney General Complaint (the “Lockye€omplaint”)

In May 2002, the FERC conditionally dismissed a ptaimt filed in March 2002 by the California AG trelleged violations of the FPA by the
FERC and all sellers (including Avista Corp. argdsiibsidiaries) of electric power and energy indtif@rnia. The complaint alleged that the
FERC's adoption and implementation of market-basée authority was flawed and, as a result, indialdsellers should refund the difference
between the rate charged and a just and reasarabldn May 2002, the FERC issued an order disngghe complaint but directing sellers to
re-file certain transaction summaries. It was neacthat Avista Corp. and its subsidiaries wetgestt to this directive but the Company took
the conservative approach and re-filed certainseation summaries in June and July of 2002. Inedepér 2004, the Ninth Circuit upheld the
FERC’s market-based rate authority, but held thatRERC erred in ruling that it lacked authorityotder refunds for violations of its reporting
requirement. The Court remanded the case for fupheceedings, but did not order any refunds, leguiti to the FERC to consider appropriate
remedial options.

In March 2008, the FERC issued an order establishitrial-type hearing to address “whether anwiitdial public utility seller’s violation of
the FERC’s markebased rate quarterly reporting requirement lechtargust and unreasonable rate for that particadfier in California durin
the 2000-2001 period.” Purchasers in the Califoméakets will be allowed to present evidence tlaaty“seller that violated the quarterly
reporting requirement failed to disclose an inceglamarket share sufficient to give it the abiliyeixercise market power and thus cause its
market-based rates to be unjust and unreasondblpdrticular, the parties are directed to addvessther the seller at any point reached a 20
percent generation market share threshold, ame iseller did reach a 20 percent market share hehether factors were present to indicate
that the seller did not have the ability to exexaisarket power. The California AG, CPUC, PG&E, &EE filed their testimony in July 2009.
Avista Energy’s answering testimony was filed irp@enber 2009. On the same day, the FERC staff ifdeg@inswering testimony taking the
position that, using the test the FERC directebied@pplied in this proceeding, Avista Energy dagtshave market power. Cross answering
testimony and rebuttal testimony were filed in NoNer 2009. A hearing is expected to commence inl 2p1.0.

Based on information currently known to the Compamyanagement and the fact that neither Avistatigtl nor Avista Energy ever reached a
20 percent generation market share during 200001 2he Company does not expect that this maitehawve a material adverse effect on its
financial condition, results of operations or célelws. The Company has not accrued any liabilitates to this matter.
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Colstrip Generating Project Complaints

In March 2007, two families that own property n#e holding ponds from Units 3 & 4 of the Colst&gnerating Project (Colstrip) filed a
complaint against the owners of Colstrip and Hydstios, Inc. in Montana District Court. Avista Cogwns a 15 percent interest in Units 3 &
4 of Colstrip. The plaintiffs allege that the haidiponds and remediation activities have advelisghacted their property. They allege
contamination, decrease in water tables, reduoeddf streams on their property and other simifapacts to their property. They also seek
punitive damages, attorney’s fees, an order bythet to remove certain ponds, and the forfeitdnerofits earned from the generation of
Colstrip. The trial is set to begin in May 2011.cBase the resolution of this complaint remains ttagg legal counsel cannot express an
opinion on the extent, if any, of the Company’blidy. However, based on information currently knoto the Company’s management, the
Company does not expect this complaint will haveagerial adverse effect on its financial conditimsults of operations or cash flows. The
Company has not accrued a liability related to thigter.

Harbor Oil Inc. Site

Avista Corp. used Harbor Oil Inc. (Harbor Qil) fitwe recycling of waste oil and non-PCB transforwiein the late 1980s and early 1990s. In
June 2005, the Environmental Protection Agency (HRégion 10 provided notification to Avista Corpdaseveral other parties, as customers
of Harbor Oil, that the EPA had determined thatandaus substances were released at the Harboitéith $2ortland, Oregon and that Avista
Corp. and several other parties may be liablerfeestigation and cleanup of the site under the Gehmgnsive Environmental Response,
Compensation, and Liability Act, commonly refertedas the federal “Superfund” law, which providesjbint and several liability. The initial
indication from the EPA is that the site may betaarinated with PCBs, petroleum hydrocarbons, chéded solvents and heavy metals. Six
potentially responsible parties, including Avistar@., signed an Administrative Order on Consenhwlie EPA on May 31, 2007 to conduct a
remedial investigation and feasibility study (RIJFBhe total cost of the RI/FS is estimated to bé&$nillion and it is expected that it will be
completed by early 2011. The actual cleanup, if anlf not occur until the RI/FS is complete. Basmuthe review of its records related to
Harbor Oil, the Company does not believe it is gomeontributor to this potential environmental tamination based on the small volume of
waste oil it delivered to the Harbor Oil site. Hoxge, there is currently not enough information ftova the Company to assess the probability
or amount of a liability, if any, being incurredth@r than its share of the RI/FS, the Company basccrued a liability related to this matter.

Lake Coeur d’Alene

In July 1998, the United States District Courttiog District of Idaho issued its finding that thegdir d’Alene Tribe (the Tribe) owns, among
other things, portions of the bed and banks of Lakeur d’Alene (Lake) lying within the current balamies of the Tribe’s reservation lands.
The United States District Court decision was aféd by the United States Court of Appeals for ti@hNCircuit and the United States
Supreme Court in June 2001. This ownership decigeulted in, among other things, Avista Corp. gédiable to the Tribe for water storage
the Tribe’s land and for the use of the Tribe'srgation lands under Section 10(e) of the Fedeyald? Act (Section 10(e) payments). The
Company’s Post Falls Hydroelectric Generating 8tafPost Falls) controls the water level in the é&dr portions of the year (including
portions of the lakebed owned by the Tribe).

In December 2008, Avista Corp., the Tribe and thédd States Department of Interior (DOI) finalizad agreement regarding a range of
issues related to Post Falls and the Lake. Thesagret establishes the amount of past and futurg@eonsation Avista Corp. will pay for
Section 10(e) payments and issues related to ling$ the Company’s hydroelectric generating ffie# located on the Spokane River (see
Spokane River Licensing below).

Avista Corp. agreed to compensate the Tribe a 66889 million ($25 million paid in 2008, $10 mdh paid in 2009 and $4 million to be paid
in 2010) for trespass and Section 10(e) paymentgdst storage of water for the period from 190@ulgh 2007. Avista Corp. agreed to
compensate the Tribe for future storage of wateruph Section 10(e) payments of $0.4 million paanfeeginning in 2008 and continuing
through the first 20 years of the new license ad $illion per year through the remaining ternthaf license.

In addition to Section 10(e) payments, Avista Cagreed to make annual payments over the lifeeohtw FERC license to fund a variety of
protection, mitigation and enhancement measureée@Coeur dAlene Reservation required under Section 4(e) efbderal Power Act. The
payments involve creation of a Coeur d’Alene Reaton Trust Restoration Fund (the Trust Fund). Aaimayments from the Company to the
Trust Fund for protection, mitigation and enhancetmeeasurements commenced with the issuance oftlid=ERC license in June 2009 and
total $100 million over the 50-year license term.
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The WUTC and IPUC approved deferral and future veppof amounts paid to the Tribe and the Trustd=tlmough general rate cases in 2(

On January 27, 2009, the Public Counsel SectiagheofVashington Attorney General's Office (Publicu@sel) filed a Petition for Judicial
Review (in Thurston County Superior Court) of th&/WC’s December 2008 order approving the Compangisegal rate case settlement.
Public Counsel raised a number of issues that penéously argued before the WUTC. These includetivér the recovery of settlement costs
associated with resolving the dispute with the &mimuld constitute illegal “retroactive ratemakir(tfie Washington portion of these costs was
$25.2 million). Public Counsel also questioned wkethe WUTC's decision to entertain supplememstimony to update the Company’s
filing for power supply costs during the coursdtwd proceedings was appropriate. Finally, Publior®el argued that the settlement improg.
included advertising costs, dues and donationscartdin other expenses. The appeal itself digpretent the new rates from going into effect.

On December 18, 2009, the Thurston County Sup@aarrt affirmed the decision of the WUTC and rejedtee arguments of Public Counsel,
with the exception of disallowing $0.1 million ofiseellaneous expenses, including charitable donstiBublic Counsel has until March 4,
2010 to further appeal the WUTC's decision.

Spokane River Licensing

The Company owns and operates six hydroelectritplan the Spokane River. Five of these (Long Lakee Mile, Upper Falls, Monroe
Street, and Post Falls, which have a total pressgpdbility of 144.1 MW) are under one FERC liceasd are referred to as the Spokane River
Project. The sixth, Little Falls, is operated ungeparate Congressional authority and is not leey the FERC. The FERC issued a new
single 50-year license for the Spokane River Ptaaclune 18, 2009.

The license incorporated the 4(e) conditions thatewncluded in the December 2008 Settlement Agee¢nvith the DOI and the Tribe, as w
as the mandatory conditions that were agreed tioeindaho 401 Water Quality Certifications andhia amended Washington 401 Water
Quality Certification. Various issues that were @glpd under the Washington 401 Water Quality Geatibn were subsequently resolved
through settlement.

As part of the Settlement Agreement with the Wagttin Department of Ecology (DOE), the Company isently engaged with the DOE and
the EPA Total Maximum Daily Load (TMDL) process e Spokane River and Lake Spokane, the reseskesdted by Long Lake Dam. On
February 12, 2010, the DOE submitted the TMDL Far EPA’s review and approval. Once the TMDL prodgssompleted, and the
Company’s level of responsibility related to lovsstlved oxygen in Lake Spokane is establishedCtmpany will identify potential
mitigation measures. It is not possible to prowidst estimates at this time because the mitigatieasures have not been fully indentified or
approved by the DOE. It is also possible the TMDL ke appealed by one or more parties if it israped by the EPA.

The Company has begun implementing the environrhanthoperational conditions required in the lieefwr the Spokane River Project. The
estimated cost to implement the license conditfonshe five hydroelectric plants is $334 milliomer the 50 year license term. This will
increase the Spokane River Project’s cost of pdyexbout 40 percent, while decreasing annual génerhy approximately one-half of one
percent. Costs to implement mitigation measuregeadito the TMDL are not included in these costreses.

The IPUC and the WUTC approved the recovery ohlsieg costs through the general rate case setttsrireB009. The Company will
continue to seek recovery, through the ratemakinggss, of all operating and capitalized costdedlto the licensing of the Spokane River
Project.

Clark Fork Settlement Agreement

Dissolved atmospheric gas levels in the Clark FRisler exceed state of Idaho and federal water tyustandards downstream of the Cabinet
Gorge Hydroelectric Generating Project (Cabinetg@pduring periods when excess river flows musliberted over the spillway. In 2002, 1
Company submitted a Gas Supersaturation ContrgrBmo (“GSCP”) with the Idaho Department of Enviraantal Quality (Idaho DEQ) and
U.S. Fish and Wildlife Service (USFWS). This subsios was part of the Clark Fork Settlement Agreenfi@nlicensing the use of Cabinet
Gorge. The GSCP provides for the opening and meadiin of possibly two diversion tunnels around i@abGorge to allow streamflow to be
diverted when flows are in excess of powerhousadiyp In 2007, engineering studies determined titunnels would not sufficiently
reduce Total Dissolved Gas (TDG). In consultatiathwhe Idaho DEQ and the USFWS, the Company d@eel@addendum to the GSCP. The
GSCP addendum abandons the existing concept temabp two diversion tunnels and requires the Compaevaluate a variety of smaller
capacity options to abate TDG over the next sewerals. The addendum was filed with the FERC iroet 2009 and is pending approval.
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In 1999, the USFWS listed bull trout as threatemeder the Endangered Species Act. The Clark FatleS8®nt Agreement describes progr:
intended to restore bull trout populations in thejgct area. Using the concept of adaptive manageared working closely with the USFWS,
the Company is evaluating the feasibility of fiskspage at Cabinet Gorge and Noxon Rapids. Theseduhese studies will help the Comp.
and other parties determine the best use of funwlartd continuing fish passage efforts or other tiolit population enhancement measures. In
the fall of 2009 the Company initiated a contractelection process for the design of a permanesttegim passage facility at Cabinet Gorge.
On January 13, 2010, the USFWS proposed to reid0D5 designation of critical habitat for thellitdut. The proposed revisions include the
lower Clark Fork River as critical habitat. The U85 is accepting public comment on the proposedsi@vs until March 15, 2010. The
Company is reviewing the proposed revisions.

Air Quality

The Company must be in compliance with requirementier the Clean Air Act and Clean Air Act Amendrsefor its thermal generating
plants. The Company continues to monitor legistatievelopments at both the state and national fevéthe potential of further restrictions on
sulfur dioxide, nitrogen oxide and carbon dioxids,well as other greenhouse gas and mercury emsssio

In 2006, the Montana Department of Environmentahlidy (Montana DEQ) adopted final rules for the tohof mercury emissions from coal-
fired plants. The new rules set strict mercury eiis limits by 2010, and put in place a recurriegjtear review process to ensure facilities
keeping pace with advancing technology in mercunjseion control. The rules also provide for tempyternate emission limits provided
certain provisions are met, and they allocate nrgremission credits in a manner that rewards tharst facilities.

Compliance with new and proposed requirements asdiple additional legislation or regulations résut increases to capital expenditures
and operating expenses for expanded emission ¢eatrthe Company’s thermal generating facilitiese Company, along with the other
owners of Colstrip, completed the first phase efitgy on two mercury control technologies. The faiwners of Colstrip believe, based upon
current results, that the plant will be able to pbnwith the Montana law without utilizing the tenary alternate emission limit provision.
Current estimates indicate that the Company’s sofirestallation capital costs will be $1.4 milli@md annual operating costs will increase by
$1.5 million (began in late-2009). The Company wilhtinue to seek recovery, through the ratemagiogess, of the costs to comply with
various air quality requirements.

Aluminum Recycling Site

In October 2009, the Company (through its subsjdientzer Corporation) received notice from the O@&posing to find Pentzer liable for a
release of hazardous substances under the Mod@lsTGrntrol Act (MTCA), under Washington state |aMre subject property adjoins land
owned by the Union Pacific Railroad (UPR). UPR &shtheir property to operators of a facility desiggd by DOE as “Aluminum Recycling —
Trentwood.” Operators of that property maintain@dgpof aluminum “black dross,” which can be desiggdl as a state-only dangerous waste in
Washington State. Operators placed a portion o&theinum dross pile on the site owned by Pentzep@ation. The Company does not
believe it is a contributor to any environmentahtzmination associated with the dross pile, andrsiiéd a response to the DOE’s proposed
findings in November 2009. In December 2009, thenBany received notice from the DOE that it had bdesignated as a potentially liable
party for any hazardous substances located omsitkisThere is currently not enough informatioraiow the Company to assess the probak

or amount of a liability, if any, being incurredhd Company has not accrued a liability relatedhi® matter.

Collective Bargaining Agreements

As of December 31, 2009, the Company’s collectigaghining agreement with the International Brotberhof Electrical Workers represented
approximately 45 percent of all of Avista Utilitiesmployees. The agreement with the local uniowashington and Idaho representing the
majority (approximately 90 percent) of the bargagunit employees expires on March 26, 2010. Twallagreements in Oregon, which co
approximately 50 employees, expire in April 201@gutiations are currently ongoing for these lalgyeaments.

Other Contingencies

In the normal course of business, the Company aasus other legal claims and contingent mattetstanding. The Company believes that
any ultimate liability arising from these actionglwot have a material adverse impact on its fegiahcondition, results of operations or cash
flows. It is possible that a change could occuhenCompany'’s estimates of the probability or ant@ira liability being incurred. Such a
change, should it occur, could be significant.
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The Company routinely assesses, based on in-dejailes, expert analyses and legal reviews, itsicgencies, obligations and commitments
for remediation of contaminated sites, includingeasments of ranges and probabilities of recovénes other responsible parties who have
and have not agreed to a settlement and recovfesi@sinsurance carriers. The Company’s policy ia¢orue and charge to current expense
identified exposures related to environmental raatexh sites based on estimates of investigatiganup and monitoring costs to be incurred.

The Company has potential liabilities under the &mered Species Act for species of fish that hétherealready been added to the endanc
species list, been listed as “threatened” or bextitigned for listing. Thus far, measures adopted ianplemented have had minimal impact on
the Company.

Under the federal licenses for its hydroelectrigj@cts, the Company is obligated to protect itpprty rights, including water rights. The state
of Montana is examining the status of all watehtigaims within state boundaries. Claims withia @lark Fork River basin could potentially
adversely affect the energy production of the CamgjsaCabinet Gorge and Noxon Rapids hydroelectatilities. The state of Idaho is
conducting an adjudication in northern Idaho, whigh ultimately include both the lower Clark FoRiver, the Spokane River and the Coeur
d’Alene basin. In addition, the state of Washingtais indicated its intent to initiate an adjudicatfor the Spokane River basin in the next
several years. The Company is participating inghegensive adjudication processes, which are eigliio be concluded in the foreseeable
future.

NOTE 25. INFORMATION SERVICES CONTRACTS

The Company has information services contractsekpire at various times through 2012. Total payimender these contracts were $15.5
million in 2009, $15.4 million in 2008 and $15.4lfon in 2007. The majority of the costs are inadddn other operating expenses in the
Consolidated Statements of Income. Minimum contraabbligations under the Company’s informatiorveess contracts are $13.2 million in
2010, $12.9 million in 2011, and $12.2 million i@12. The largest of these contracts provides fae@ses due to changes in the cost of living
index and further provides flexibility in the anhwdligation from year-to-year subject to a thressytrue-up cycle.

101



WPD-6
Screening.Data.Rart.1.0f.2
Page 1056 of 9808

Table of Contents

AVISTA CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

NOTE 26. AVISTA UTILITIES REGULATORY MATTERS

Regulatory Assets and Liabilities

The following table presents the Company’s regulagssets and liabilities (dollars in thousands):

Receiving
Regulatory Treatment 2)
Remaining Pending
Amortization 1) Not Regulatory
Earning Earning Total Total

Period A Return A Return Treatment 2009 2008
Regulatory assets
Investment in exchange pov-net 201¢ $2368: $ — $ — $2368: $ 2613
Regulatory assets for deferred income 3 — 97,94* — 97,94t  115,00!
Regulatory assets for pensions and other postretiné benefit plan 4 — — 141,08: 141,088 172,27¢
Current regulatory asset for utility derivativ 5) — 8,33 — 8,33 60,22¢
Power deferral 3 27,777 — — 27,77 57,60°
Unamortized debt repurchase cc (6) 15,19¢ — — 15,19¢ 17,15:
Regulatory asset for settlement with Coe’ Alene Tribe 205¢ 49,13¢ — 6,00( 55,13¢ 41,73
Demand side management progre 3 — 11,89« — 11,89 11,13}
Montana lease paymer 3 7,171 — — 7,171 8,20¢
Other regulatory asse 3 5,113 6,34¢ 8,96¢ 20,43( 24,03:
Total regulatory asse $128,06¢ $124,52( $156,05! $408,64: $533,51!
Regulatory Liabilities:
Residential exchanc 201C $ 290 $¢ — $ — $ 2900 $§ —
Oregon Senate Bill 40 201(¢-2011 1,79(C — — 1,79( 2,45;
Natural gas deferra 3 39,95: — — 39,95 18,64¢
Regulatory liability for utility plant retiremenbsts @) 217,17¢ — — 217,17¢ 213,74
Non-current regulatory liability for utility derivativse (5) — 42,61 — 42,61 42,17
Income tax related liabilitie 3 — 13,04¢ — 13,04¢ 8,48¢
Other regulatory liabilitie: 3 4,792 1,64¢ — 6,44( 8,48:
Total regulatory liabilities $266,61( $ 57,30« $ —  $323,91: $293,98:
(1) Earning a return includes either interest on tlgeilsgory asset/liability, or a return on the invasht as a component of rate base ol

(2)
(3)
(4)

()

(6)

(7)

weighted cost of capita

Pending regulatory treatment includes regulatosgtsthat have prior regulatory preced

Remaining amortization period varies dependingimimg of underlying transaction

As the Company has historically recovered amdently recovers its pension and other postretnbenefit costs related to its regulated
operations in retail rates, the Company recordgalatory asset for that portion of its pension atier postretirement benefit funding
deficiency.

The WUTC and the IPUC issued accounting ordathorizing Avista Utilities to offset commodity rilative assets or liabilities with a
regulatory asset or liability. This accounting treant is intended to defer the recognition of miarknarket gains and losses on energy
commodity transactions until the period of settlam@&he orders provide for Avista Utilities to metcognize the unrealized gain or loss
on utility derivative commodity instruments in tBensolidated Statements of Income. Realized gailssees are recognized in the
period of settlement, subject to approval for resgwhrough retail rates. Realized gains and Iosadgect to regulatory approval, result
in adjustments to retail rates through purchasedcgat adjustments, the ERM in Washington, the R@&hanism in Idaho, and periodic
general rates case

For the Compar’s primary regulatory jurisdiction and for any dedgpurchases beginning in 2007 in all jurisdictigeremiums paid ti
repurchase debt are amortized over the remairfi@@fithe original debt that was repurchased aneifl debt is issued in connection with
the repurchase, these costs are amortized ovéfetlod the new debt. In the Company’s other retpdajurisdictions, premiums paid to
repurchase debt prior to 2007 are being amortized the average remaining maturity of outstandielgtdvhen no new debt was issued
in connection with the debt repurchase. These @stsecovered through retail rates as a comparfénterest expens:

This amount is dependent upon the cost of remdvahderlying utility plant assets and the life aflity plant.
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Power Cost Deferrals and Recovery Mechanis

Deferred power supply costs are recorded as arddfeharge on the Consolidated Balance Sheetstiorefreview and recovery through retail
rates. The power supply costs deferred includaicedifferences between actual net power supplisdosurred by Avista Utilities and the
costs included in base retail rates. This diffeesimcnet power supply costs primarily results fromanges in:

» shor-term wholesale market prices and sales and purcitdismes,
» the level of hydroelectric generatic

» the level of thermal generation (including changeiiel prices), an
» retail loads

In Washington, the ERM allows Avista Utilities tenodically increase or decrease electric rate WIUTC approval to reflect changes in
power supply costs. The ERM is an accounting metissdl to track certain differences between actetabower supply costs and the amount
included in base retail rates for Washington custemThe Company must make a filing (no sooner flzanuary 1, 2011), to allow all
interested parties the opportunity to review thevERnd make recommendations to the WUTC relatddeaontinuation, modification or
elimination of the ERM.

The initial amount of power supply costs in excasbelow the level in retail rates, which the Compaither incurs the cost of, or receives the
benefit from, is referred to as the deadband. Timeial (calendar year) deadband amount is curr&atly million. The Company will incur the
cost of, or receive the benefit from, 100 percdnhis initial power supply cost variance. The Ca@mp shares annual power supply cost
variances between $4.0 million and $10.0 milliothwis customers. There is a 50 percent custontep#bcent Company sharing when actual
power supply expenses are higher (surcharge tormess) than the amount included in base retaisnaithin this band. There is a 75 percent
customers/25 percent Company sharing when actugtipsupply expenses are lower (rebate to custorttean)the amount included in base
retail rates within this band. To the extent tlat annual power supply cost variance from the atniogfuded in base rates exceeds $10.0
million, 90 percent of the cost variance is deferi@ future surcharge or rebate. The Company &issor receives the benefit in power supply
costs of the remaining 10 percent of the annuaamae beyond $10.0 million without affecting curtren future customer rates. The following
is a summary of the ERM:

Deferred for Future

Surcharge or Rebatt Expense or Benefi
Annual Power Supply Cost Variability to Customers to the Company
+/- $0- $4 million 0% 10C%
+ between $4 millior- $10 million 50% 50%
- between $4 millior- $10 million 75% 25%
+/- excess over $10 millio 90% 10%

Avista Utilities has a PCA mechanism in Idaho thligws it to modify electric rates on October leach year with Idaho Public Utilities
Commission (IPUC) approval. Under the PCA mechanwista Utilities defers 90 percent of the diffece between certain actual net power
supply expenses and the amount included in baai r&tes for its Idaho customers. In June 200& |BUC approved continuation of the PCA
mechanism with an annual rate adjustment provisibese annual October 1 rate adjustments recovebate power costs deferred during the
preceding July-June twelve-month period.

The following table shows activity in deferred pawests for Washington and Idaho during 2007, 2808 2009 (dollars in thousands):

Washington Idaho Total

Deferred power costs as of December 31, Z $ 70,15¢ $ 9,351 $ 79,51¢
Activity from January - December 31, 200°

Power costs deferre 16,34 16,75( 33,09/

Interest and other net additio 3,02: 78¢ 3,811

Recovery of deferred power costs through retagls (31,002 (5,7372) (36,739
Deferred power costs as of December 31, 2 58,52« 21,16: 79,68’
Activity from January - December 31, 200!

Power costs deferre 7,04¢ 10,02¢ 17,07¢

Interest and other net additio 2,231 1,15: 3,38¢

Recovery of deferred power costs through retadls (30,857) (11,690 (42,549
Deferred power costs as of December 31, Z $ 36,95: $ 20,65¢ $ 57,60
Activity from January - December 31, 200!

Power costs deferre $ — $17,98¢ $17,98¢

Interest and other net additio 87¢ 38¢ 1,267

Recovery of deferred power costs through retads (31,56 (17,52)) (49,08¢%)
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In February 2010, the WUTC approved the Comparscsiest to eliminate the existing ERM surcharge. Sireharge was eliminated because
the previous balance of deferred power costs has bebstantially recovered. This will result increrall rate reduction of 7 percent for the
Company’s Washington customers with no impact @onme from operations or net income.

Natural Gas Cost Deferrals and Recovery Mechanisms

Avista Utilities files a purchased gas cost adjustt{PGA) in all three states it serves to adjastiral gas rates for: 1) estimated commodity
and pipeline transportation costs to serve nagasalcustomers for the coming year, and 2) therdiffee between actual and estimated
commodity and transportation costs for the pricary@hese annual PGA filings in Washington and ¢dpiovide for the deferral, and recovery
or refund, of 100 percent of the difference betwaetnal and estimated commodity and pipeline trartafion costs for the prior year, subject
to applicable regulatory review. The annual PGAdlin Oregon provides for deferral, and recoveryefund, of 100 percent of the difference
between actual and estimated pipeline transpontatists and commodity costs that are fixed thrchaglge transactions. Commodity costs that
are not hedged for Oregon customers are subjecsharing mechanism whereby Avista Utilities defarsl recovers or refunds, 90 percent of
the difference between these actual and estimat&d.cTotal net deferred natural gas costs tofo@ded to customers were a liability of $40.0
million as of December 31, 2009 and $18.6 millisrodDecember 31, 2008.

General Rate Cases
The following is a summary of the Company’s authed rates of return in each jurisdiction:

Authorized Authorized Authorized
Overall Rate
Implementation Return on Equity
Jurisdiction and service Date of Return Equity Level
Washington electric and natural ¢ January 201 8.25% 10.2% 46.5%
Idaho electric and natural g August 200¢ 8.55% 10.5% 50.(%
Oregon natural ge November 200 8.1% 10.1% 50.(%

Washington General Rate Cases

As approved by the WUTC, on January 1, 2008, etedtes for the Company’s Washington customenseased by an average of 9.4 percent,
which was designed to increase annual revenue8®y $nillion. As part of this general rate increabe base level of power supply costs used
in the ERM calculations was updated. Also, on Jania2008, natural gas rates increased by an geefal.7 percent, which was designed to

increase annual revenues by $3.3 million.

In September 2008, Avista Corp. entered into deseént stipulation in its general rate case that filad with the WUTC in March 2008. This
settlement stipulation was approved by the WUTO@&tember 2008. The new electric and natural gas tzcame effective on January 1,
2009. As agreed to in the settlement, base eleetiés for the Company’s Washington customers asme by an average of 9.1 percent, which
was designed to increase annual revenues by $3RidnmBase natural gas rates for the Company’skifegton customers increased by an
average of 2.4 percent, which was designed to aserannual revenues by $4.8 million.

On January 27, 2009, Public Counsel filed a Petitto Judicial Review (in Thurston County Supe@wourt) of the WUTC’s December 2008
order approving Avista Corp.’s multiparty settlerhéPublic Counsel raised a number of issues that weeviously argued before the WUTC.
These included whether the recovery of settlemesitiscassociated with resolving the dispute withGbeur d’Alene Tribe would constitute
illegal “retroactive ratemaking” (the Washingtonriian of these costs was $25.2 million). Public @sei also questioned whether the WU3C’
decision to entertain supplemental testimony byGbepany to update its filing for power supply sodtiring the course of the proceedings
was appropriate. Finally, Public Counsel argued tira settlement improperly included advertisingtspdues and donations, and certain other
expenses. The appeal itself did not prevent theragse from going into effect.
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On December 18, 2009, the Thurston County Sup@uant affirmed the decision of the WUTC and rejddiege arguments of Public Counsel,
with the exception of disallowing $0.1 million ofiseellaneous expenses, including charitable donstiBublic Counsel has until March 4,
2010 to further appeal the WUTC's decision.

On December 22, 2009, the WUTC issued an ordenastaCorp.’s electric and natural gas rate gerratal cases that were filed with the
WUTC in January 2009. The WUTC approved a basdredegate increase for the Company’s Washingtoriausrs of 2.8 percent, which is
designed to increase annual revenues by $12.JomiBase natural gas rates for the Company’s Wgtdrincustomers increased by an average
of 0.3 percent, which is designed to increase dmewanues by $0.6 million. The new electric antured gas rates became effective on
January 1, 2010.

Following the execution of a partial settlemenpglkation in September 2009, Avista Corp. revisedmweard its electric rate increase request
from $69.8 million to $37.5 million, primarily due the decline in the wholesale prices of eledfriand natural gas. Avista Corp. also reduced
its natural gas request from $4.9 million to $2i8iom. Under the partial settlement stipulatiohetCompany reached agreement with the other
settling parties on issues in the areas of cosapital, power supply, rate spread and rate deaighfunding under the Low-Income Ratepayer
Assistance Program. The WUTC approved this pastittlement stipulation in its order on December2Z@)9.

The WUTC did not allow Avista Corp. to include tbests associated with the power purchase agredorehe Lancaster Plant in rates,
indicating the Company did not demonstrate compkanith certain requirements necessary for immediatlusion in rates. However, the
WUTC directed Avista Corp. to file to defer cosssaciated with the Lancaster Plant, with a carrgingrge, for potential recovery in a future
rate proceeding if the Company demonstrates thesitsatisfied these requirements. The Compgmgposed deferred accounting treatmer
the net costs associated with the Lancaster Plastagproved by the WUTC in February 2010. The ostiscassociated with the power
purchase agreement for the Lancaster Plant acémuapproximately half of the difference betweea @ompany’s revised electric rate
increase request of $37.5 million and the $12.lioniincrease approved by the WUTC.

The WUTC also did not allow for certain pro formaure capital additions to rate base, as well asiceincreases in labor costs, tree trimming
costs and information systems costs. These costaiatfor the majority of the remaining differertmetween the Company’s revised electric
rate increase request and the amount approvecebytr C.

The partial settlement stipulation (as approvedisWUTC on December 22, 2009) is based on an thvata of return of 8.25 percent with a
common equity ratio of 46.5 percent and a 10.2gmrreturn on equity. The Company’s original requess based on a proposed overall rate
of return of 8.68 percent with a common equityaati 47.5 percent and an 11.0 percent return oityequ

Idaho General Rate Cases

In August 2008, the Company entered into an altypsettlement stipulation in its general rate dase was filed with the IPUC in April 2008.
This settlement stipulation was approved by theGRiU September 2008. The new electric and nat@aslrgtes became effective on October 1,
2008. As agreed to in the settlement, base elaetiés for the Company’s Idaho customers increbgeah average of 12.0 percent, which was
designed to increase annual revenues by $23.2miBase natural gas rates for the Company’s Idabtomers increased by an average of 4.7
percent, which was designed to increase annuahuegeby $3.9 million.

In June 2009, the Company entered into an all-petiyement stipulation in its electric and natwas$ general rate cases that were filed with
the IPUC in January 2009. This settlement stipafatias approved by the IPUC in July 2009. The niestec and natural gas rates became
effective on August 1, 2009. As agreed to in thdesaent, base electric rates for the Comparngaho customers increased by an average
percent, which was designed to increase annuahvegeby $12.5 million. Offsetting the base eleatate increase was an overall 4.2 percent
decrease in the PCA surcharge, which was designééddrease annual PCA revenues by $9.3 millionjtieg in a net increase in annual
revenues of $3.2 million. Base natural gas rateth® Company’s Idaho customers increased by arageef 2.1 percent, which was designed
to increase annual revenues by $1.9 million. Ofifsgthe natural gas rate increase for residentiatomers was an equivalent PGA decrease o
2.1 percent. Large general services received a @afease of 2.4 percent and interruptible servieesived a PGA decrease of 2.8 percent.
The overall PGA decrease resulted in a $2.0 milliearease in annual PGA revenues, resulting irt dewease in annual revenues of $0.1
million. The PGAs are designed to pass through gésain natural gas costs to customers with no ahangross margin or net income.
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Oregon General Rate Cases

As approved by the OPUC in March 2008, naturalrgess for the Company’s Oregon customers incre@skedercent effective April 1, 2008
(designed to increase annual revenues by $0.5omilind increased an additional 1.1 percent effedtiovember 1, 2008 (designed to increase
annual revenues by an additional $1.4 million).

In September 2009, the Company entered into gpaatis settlement stipulation in its general ratgecthat was filed with the OPUC in June
2009. This settlement stipulation was approvedhiey@PUC in October 2009. The new natural gas keteame effective on November 1,
2009. As agreed to in the settlement, base nagasatates for Oregon customers increased by aageef 7.1 percent, which is designed to
increase annual revenues by $8.8 million.

NOTE 27. INFORMATION BY BUSINESS SEGMENTS

The business segment presentation reflects the bssd by the Comparsymanagement to analyze performance and deterh@ralbcation ¢
resources. Avista Utilities’ business is manageskdaon the total regulated utility operation. Adeage 1Q is a provider of facility information
and cost management services for multi-site custetheoughout North America. The Other categoryicihs not a reportable segment,
includes the remaining activities of Avista Energther investments and operations of various sidr#&d, as well as certain other operatior
Avista Capital. The following table presents infation for each of the Company’s business segmebotka(s in thousands):

Total

Avista Advantage Non- Intersegment
Utilities 1Q Other Utility Eliminations (1) Total

For the year ended December 31, 200

Operating revenue $1,395,20. $ 77,27¢ $40,08¢ $117,36: $ — $1,512,56!
Resource cos! 799,53¢ — 23,40¢ 23,40¢ — 822,94
Other operating expens 229,907 60,98¢ 21,71( 82,69 — 312,60:
Depreciation and amortizatic 93,78: 4,68 1,30¢ 5,99 — 99,77"
Income (loss) from operatiol 195,38¢ 11,60: (6,339 5,26¢ — 200,65¢
Interest expense (. 66,68¢ 302 231 533 (187) 67,03¢
Income taxe: 44,48( 3,96¢ (2,12¢) 1,84: — 46,32
Net income (loss) attributable to Avista Corporat 86,74 5,32¢ (5,0072) 327 — 87,07
Capital expenditure 205,38« 3,031 89 3,12( — 208,50
For the year ended December 31, 200

Operating revenue $1,572,66. $ 59,08t $45,01¢ $104,09¢ $ — $1,676,76.
Resource cos! 1,031,98! — 23,55 23,55 — 1,055,54.
Other operating expens 206,52¢ 44,34¢ 20,74¢ 65,09: — 271,62:
Depreciation and amortizatic 87,84 3,43¢ 1,34¢ 4,78 — 92,63:
Income (loss) from operatiol 174,24! 11,29 (631) 10,66¢ — 184,91:
Interest expense (. 79,40 11C 157 267 (82) 79,58’
Income taxe: 41,527 4,067 31 4,09¢ — 45,62¢
Net income (loss) attributable to Avista Corporat 70,03: 6,09( (2,5072) 3,58¢ — 73,62(
Capital expenditure 219,23¢ 3,48t 17¢ 3,66( — 222,89¢
For the year ended December 31, 200

Operating revenue $1,288,36: $ 47,25¢ $82,13¢ $129,39: $ — $1,417,75
Resource cos! 780,99¢ — 68,67¢ 68,67¢ — 849,67-
Other operating expens 198,77¢ 33,84 33,94 67,78: — 266,56
Depreciation and amortizatic 86,09: 2,402 2,157 4,55¢ — 90,65(
Income (loss) from operatiol 150,05: 11,01: (22,63¢) (11,624 — 138,42¢
Interest expense (. 86,38¢ 194 811 1,00t (954) 86,44(
Income taxe: 26,66 3,94: (6,277) (2,329 — 24,33¢
Net income (loss) attributable to Avista Corporat 43,82: 6,651 (11,999 (5,349 — 38,47¢
Capital expenditure 205,81 2,32 957 3,28( — 209,09:
Total Assets:

As of December 31, 20( $3,400,38: $143,06( $63,51f $206,57! — $3,606,95!
As of December 31, 20( 3,434,84. 12591.  69,99: 195,90¢ — 3,630,74

(1) Intersegment eliminations reported as interest ms@eepresent intercompany inter
(2) Including interest expense to affiliated tru:
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NOTE 28. SELECTED QUARTERLY FINANCIAL DATA (Unaudit ed)

The Company’s energy operations are significarffigcéed by weather conditions. Consequently, tlvarebe large variances in revenues,
expenses and net income between quarters basedsonsl factors such as, but not limited to, teatpees and streamflow conditions. A
summary of quarterly operations (in thousands, gtxger share amounts) for 2009 and 2008 follows:

2009

Operating revenue
Operating expens
Income from operatior

Net income
Less: Net income attributable to noncontrollingenetsts
Net income attributable to Avista Corporati

Outstanding common stoc
Weighted average, bas
End of perioc
Earnings per common share attributable to Avistep@ation, dilutec
Dividends paid per common she
Trading price range per common sh
High
Low
2008
Operating revenue
Operating expens¢
Income from operation

Net income
Less: Net income attributable to noncontrollingenelsts
Net income attributable to Avista Corporati

Outstanding common stoc
Weighted average, bas
End of perioc
Earnings per common share attributable to Avistep@ation, dilutec
Dividends paid per common shz
Trading price range per common sh
High
Low

107

Three Months Ended

March 31 June 30 September 3 December 3
$487,47(  $307,11. $ 314,69: $ 403,29.
421,62! 249,02¢ 290,93 350,31!
$ 65,84f $5808. $ 23,75« $ 52,97
$ 31,41¢ $26,28¢ $ 8632 $ 22,30:
(393 (437) (49E) (252)

$ 31,02¢ $2585: $ 8,13¢ $ 22,05
54,61¢ 54,65« 54,70¢ 54,79¢
54,64: 54,67 54,74 54,83
$ 057 $ 047 $ 0.1t $ 0.4C
$ 01 $ 021 $ 021 $ 0.21
$ 2001 $ 181 $ 208: $ 224«
$ 1267 $ 1344 $ 17.5¢ $ 18.4¢
$496,30° $350,31( $ 382,68! $ 447,46:
437,24¢ 293,82( 357,35¢ 403,43:
$ 59,067 $5649( $ 25337 $ 44,02¢
$ 25,36« $ 2355 $ 7,826 $ 18,01
(139) 7 (469) (52¢)

$ 25,237 $2354 $ 7,35 $ 17,48t
53,02( 53,30: 53,77: 54,44¢
53,04¢ 53,49¢ 54,42 54,48¢
$ 047 $ 044 3 0.1z $ 0.3z
$ 0168 $ 0.16f $ 0.1¢ $ 0.1¢
$ 21.3¢ $ 221C $ 23.3C $ 22.0¢
$ 180¢ $ 198t $ 2072 $ 16.5¢
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Iltem 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
Not applicable

Item 9A. Controls and Procedures

Conclusion Regarding the Effectiveness of Disclosu€ontrols and Procedures

The Company has disclosure controls and procedasedefined in Rules 13a-15(e) and 15d-15(e) uthdeSecurities Exchange Act of 1934,
as amended) to ensure that information requirdxbtdisclosed in the reports it files or submitsemttie Act is recorded, processed,
summarized and reported on a timely basis. Disedosantrols and procedures include, without linmtat controls and procedures designed to
ensure that information required to be disclosetheyCompany in the reports that it files or suritder the Act is accumulated and
communicated to the Company’s management, incluigéngrincipal executive and principal financiafioérs as appropriate to allow timely
decisions regarding required disclosure. Undestipervision and with the participation of the Compa management, including the
Companys principal executive officer and principal finaalodfficer, the Company evaluated its disclosunetias and procedures as of the

of the period covered by this report. There areiight limitations to the effectiveness of any syst# disclosure controls and procedures,
including the possibility of human error and theeaimvention or overriding of the controls and picaees. Accordingly, even effective
disclosure controls and procedures can only prorgdsonable assurance of achieving their contijektibes. Disclosure controls and
procedures are designed to provide reasonableaagsuof achieving their objectives. Based uporQbmpany’s evaluation, the Company’s
principal executive officer and principal financ@dficer have concluded that the Company’s disalesiontrols and procedures are effective at
a reasonable assurance level as of December 34, 200

Management’'s Report on Internal Control Over Finarad Reporting

The Company’s management, together with its codatdid subsidiaries, is responsible for establishimdymaintaining adequate internal
control over financial reporting (as defined in &aBa-15(f) under the Securities Exchange Act 84)9The Company'’s internal control over
financial reporting is a process designed undestipervision of the Company’s principal executitiicer and principal financial officer to
provide reasonable assurance regarding the réfjabilfinancial reporting and the preparation loé tCompany’s financial statements for
external reporting purposes in accordance with @aiiog principles generally accepted in the Uniidtes of America.

The Company’s internal control over financial repay includes policies and procedures that pettithe maintenance of records that, in
reasonable detail, accurately and fairly reflembgactions and dispositions of assets; provid®nedde assurances that transactions are
recorded as necessary to permit preparation ofifiahstatements in accordance with accountingcjpies generally accepted in the United
States of America, and that receipts and expergditare being made only in accordance with authtiwizaof management and the directors of
the Company; and provide reasonable assurancedieggrevention or timely detection of unauthorizedjuisition, use or disposition of the
Company’s assets that could have a material efiethe Company’s financial statements.

Under the supervision and with the participationhaf Company’s management, including the Compamyrgipal executive officer and
principal financial officer, the Company conductetdassessment of the effectiveness of the Companigimal control over financial reporting
based on the framework establishedhiternal Control-Integrated Framewoiiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission. Based on this assessment,geiareat determined that the Company’s internal obotrer financial reporting as of
December 31, 2009 is effective.

The Company'’s independent registered public acaogifirm, Deloitte & Touche LLP, has issued an sitteeport on the Company'’s internal
control over financial reporting as of December 3109.

Changes in Internal Control Over Financial Reportm

There have been no changes in the Company’s intesn&ol over financial reporting that occurredidg the Company’s last fiscal quarter
that has materially affected, or is reasonablylyike materially affect, the Company’s internal twhover financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Avista Corporation
Spokane, Washington

We have audited the internal control over financéplorting of Avista Corporation and subsidiarigee (“Company”) as of December 31, 2009,
based on criteria establishedliernal Control — Integrated Framewoitsued by the Committee of Sponsoring Organizatifrike

Treadway Commission. The Company’s managemensoreible for maintaining effective internal cohwager financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in the accomyag Management’s Report on Internal
Control Over Financial ReportingOur responsibility is to express an opinion om @ompany’s internal control over financial repogtbased
on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgwar financial reporting, assessing the risk
that a material weakness exists, testing and etiaguthe design and operating effectiveness ofiiralecontrol based on the assessed risk, and
performing such other procedures as we considezeessary in the circumstances. We believe thadwdit provides a reasonable basis for our
opinion.

A company’s internal control over financial repogiis a process designed by, or under the supenvigi the company’s principal executive
and principal financial officers, or persons pemfiorg similar functions, and effected by the compaipard of directors, management, and
other personnel to provide reasonable assuraneedieg the reliability of financial reporting anltket preparation of financial statements for
external purposes in accordance with generallygedeaccounting principles. A company’s internaitcol over financial reporting includes
those policies and procedures that (1) pertaiheaaintenance of records that, in reasonableldataurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactioneereded as necessary to permit preparation
of financial statements in accordance with gengiadcepted accounting principles, and that recaiptsexpenditures of the company are being
made only in accordance with authorizations of ngangent and directors of the company; and (3) peowédsonable assurance regarding
prevention or timely detection of unauthorized asigjon, use, or disposition of the company’s assleat could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcolhover financial reporting, including the possti of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltoarover financial reporting to future periods atebject to the risk that the controls may
become inadequate because of changes in conditivttgt the degree of compliance with the policeprocedures may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of December 31, 2009,
based on the criteria establishedriternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidrike
Treadway Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
financial statements as of and for the year endszeBiber 31, 2009 of the Company and our reportddagbruary 26, 2010 expressed an
unqualified opinion on those financial statements.

/s/ Deloitte & Touche LLP

Seattle, Washington
February 26, 2010
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Item 9B.  Other Information

None.

PART IlI

Item 10. Directors, Executive Officers and Corporate Governace

Information regarding the directors of the Registrand compliance with Section 16(a) of the ExcleaAgt has been omitted pursuant to
General Instruction G to Form 10-K. Reference islent the Proxy Statement to be filed with the $iies and Exchange Commission in
connection with the Registrant’s annual meetingtareholders to be held on May 13, 2010.

Executive Officers of the Registrant
Name

Scott L. Morris

Mark T. Thies

Marian M. Durkin

Karen S. Felte

Dennis P. Vermillior

Christy M. Burmeiste-Smith

James M. Kensok

Age
52

46

56
54
48

53

51

Business Experience

Chairman, President and Chief Executive Officeeatff/e January 1, 2008. Director sir
February 9, 2007; President and Chief Operatingc@&fMay 2006 — December 2007; Senior
Vice President February 2002 — May 2006; Vice Fliessi November 2000 — February 2002;
President — Avista Utilities August 2000 — DecemP@®8; General Manager — Avista Utilities
for the Oregon and California operations Octob&3119 August 2000; various other
management and staff positions with the Compargesi®81

Senior Vice President and Chief Financial Offideriicipal Financial Officer) since September
2008; prior to employment with the Company heldftiiowing positions with Black Hills
Corporation: Executive Vice President and Chiefaicial Officer March 2003 to January 20
Senior Vice President and Chief Financial Officearith 2000 to March 2003; Controller May
1997 to March 200(

Senior Vice President, General Counsel and Chiefiiliance Officer since November 20(
Senior Vice President and General Counsel Augu3b 20November 2005; prior to employm
with the Company: held several legal positions Wittited Air Lines, Inc. from 1995 to August
2005, most recently served as Vice President DeBetfyeral Counsel and Assistant Secrel

Senior Vice President of Human Resources and Catp@&@ecretary since November 2005; \
President of Human Resources and Corporate Secidtach 2003 — November 2005; Vice
President of Human Resources and Corporate Sefvad@siary 2002 — March 2003; various
human resources positions with the Company Api9Ig- February 2002

Senior Vice President since January 2010; Viceiéas July 200- December 2009; Preside
— Avista Utilities since January 2009; Vice PresideinEnergy Resources and Optimization —
Avista Utilities July 2007 — December 2008; Prestdend Chief Operating Officer of Avista
Energy February 2001 — July 2007; various otheragament and staff positions with the
Company since 198!

Vice President, Controller and Principal Accountdfficer since May 2007. Vice President ¢
Treasurer January 2006 — May 2007; Vice PresidethiCGontroller June 1999 — January 2006;
various other management and staff positions ghGompany since 198

Vice President and Chief Information Officer sidianuary 2007; Chief Information Officer
February 2001 — December 2006; various other manegeand staff positions with the
Company since 199
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Don F. Kopczynski 54  Vice President since May 2004; Vice President @nmission and Distribution Operations —
Avista Utilities since May 2004; various other mgament and staff positions with the
Company and its subsidiaries since 1¢

David J. Meyer 56 Vice President and Chief Counsel for Regulatory @ogternmental Affairs since February
2004; Senior Vice President and General Counsde8dper 199¢ February 2004
Kelly O. Norwood 51 Vice President since November 2000; Vice PresidéBtate and Federal Regulation — Avista

Utilities since March 2002; Vice President and GahManager of Energy Resources - Avista
Utilities August 2000 — March 2002; various otheamagement and staff positions with the
Company since 198

Richard L. Storro 59 Vice President since January 2009; Vice Presidartdy Resources — Avista Utilities since
January 2009. Various other management and stafiguos with the Company since 19°

Jason R. Thackston 39 Vice President of Finance since June 2009; varidiosr management and staff positions with
the Company since 199

Roger D. Woodwortl 53 Vice President since November 1998; Vice Presidémstainable Energy Solutions Avi
Utilities since February 2007; Vice President, ©ostr Solutions for Avista Utilities March
2003 — February 2007; Vice President of Utility @qi®ns of Avista Utilities September 2001 —
March 2003; Vice President — Corporate Developm&ntember 1998 — September 2001;
various other management and staff positions the Company since 197

All of the Company’s executive officers, with theception of James M. Kensok, Don F. Kopczynski, idav Meyer, Kelly O. Norwood and
Richard L. Storro, were officers or directors okasr more of the Company’s subsidiaries in 200& Tbhmpany’s executive officers are
elected annually by the Board of Directors.

The Company has adopted a Code of Business Coadddtthics (Code of Conduct) for directors, officéncluding the principal executive
officer, principal financial officer and principatcounting officer), and employees. The Code ofdbohis available on the Company’s Web
site at www.avistacorp.com and will also be prodide any shareholder without charge upon writtejuest to:

Avista Corp.

General Counsel

P.O. Box 3727 MSC-12

Spokane, Washington 99220-3727

Any changes to or waivers for executive officerd directors of the Company’s Code of Conduct wélldgnsted on the Company’s Web site.

Iltem 11. Executive Compensatior

Information regarding executive compensation hanlmmitted pursuant to General Instruction G toF@0-K. Reference is made to the
Proxy Statement to be filed with the Securities Brdhange Commission in connection with the Regjigts annual meeting of shareholders to
be held on May 13, 2010.

Iltem 12. Security Ownership of Certain Beneficial Owners andMlanagement and Related Stockholder Matter:

(&) Security ownership of certain beneficial ownersiiow 5 percent or more of Registr's voting securities

Information regarding security ownership of certia@neficial owners (owning 5 percent or more of iRegnt’s voting securities) has
been omitted pursuant to General Instruction Gaim10-K. Reference is made to the Proxy Statetoebe filed with the Securities and
Exchange Commission in connection with the Regi$saannual meeting of shareholders to be held ay 13, 2010.
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(b) Security ownership of manageme

Information regarding security ownership of managetihas been omitted pursuant to General Instru@ito Form 10-K. Reference is
made to the Proxy Statement to be filed with theuB8es and Exchange Commission in connection tighRegistrant’s annual meeting
of shareholders to be held on May 13, 2010.

(c) Changes in contro
None.
(d) Securities authorized for issuance under equitypamation plans as of December 31, 2!

(@ (b) (©)
Number of securities to b Weighted average Number of securities remaining
exercise price of available for future issuance under
issued upon exercise of outstanding options equity compensation plans (excludin
outstanding options,

Plan category warrants and rights (1) warrants and rights securities reflected in column (a))
Equity compensation plans approved

security holders (2 299,40( $ 15.8¢ 655,49¢
Equity compensation plans not appro

by security holders (2 224,57 $ 16.8¢ 1,715,05:

Total 523,97: $ 16.3( 2,370,54

(1) Excludes unvested restricted shares and peafocenshare awards granted under Avista Corp.’s Oenm Incentive Plan. At
December 31, 2009, 71,904 Restricted Share awagds autstanding. Performance share awards mayith®@plaat zero shares at a
minimum achievement level; 300,601 shares at tdeget; or 450,902 shares at a maximum level. Beedlere is no exercise price
associated with restricted shares or performanagesiwards, such shares are not included in thghteg-average price calculatio

(2) Includes the Lon-Term Incentive Plan approved by shareholders ir8 9 the No-Employee Director Stock Plan approved
shareholders in 1996. In February 2005, the Bo&Rirectors elected to terminate the MEmployee Director Stock Pla

(3) Represents stock options outstanding and steakable for future issuance under the Non-Offiemployee Long-Term Incentive Plan,
which was adopted by the Company in 2000. The Comparrently does not plan to issue any furtheramyst or securities under this
plan. Under this plan, employees (excluding directnd executive officers) of the Company andutssgliaries may be granted stock
options, stock appreciation rights, stock awardsfggmance awards, other stock-based awards aitkediy equivalent rights. Stock
options granted under this plan are equal to théebgrice of the Company’s common stock on the déigrant. Stock options granted
under this plan have terms of up to 10 years anérgdly vest at a rate of 25 percent per year avieur-year period

Iltem 13. Certain Relationships and Related Transactions, an@®irector Independence

Information regarding certain relationships anéted transactions has been omitted pursuant tor@dnstruction G to Form 10-K. Reference
is made to the Proxy Statement to be filed withSkeurities and Exchange Commission in connectitintive Registrant’s annual meeting of
shareholders to be held on May 13, 2010.

Iltem 14. Principal Accounting Fees and Service

Information regarding principal accounting fees ardvices has been omitted pursuant to Generaibtigtn G to Form 10-K. Reference is
made to the Proxy Statement to be filed with theuBiges and Exchange Commission in connection #ieéhRegistrant’s annual meeting of
shareholders to be held on May 13, 2010.
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PART IV

Iltem 15. Exhibits, Financial Statement Schedule

(a) 1. Financial Statements (Included in Part Itho$ report):
Report of Independent Registered Public Accourfimm 58
Consolidated Statements of Income for the YearsHiecember 31, 2009, 2008 and 2 59
Consolidated Statements of Comprehensive Incomiéo¥ears Ended December 31, 2009, 2008 and 60
Consolidated Balance Sheets as of December 31, 20D200¢ 61-62
Consolidated Statements of Cash Flows for the YEaded December 31, 2009, 2008 and 2 63-64
Consolidated Statements of Equity for the Yearsendecember 31, 2009, 2008 and 2 65
Notes to Consolidated Financial Stateme 66

(a) 2. Financial Statement Schedules:
None
(@) 3. Exhibits:

Reference is made to the Exhibit Index commencimgage 115. The Exhibits include the managemerttacs and compensatory plans
or arrangements required to be filed as exhibithiForm 10-K pursuant to Item 15(b).
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the Regidthas duly caused this report tc
signed on its behalf by the undersigned, therednlp authorized.

AVISTA CORPORATION
February 26, 2010 By /s/ ScotTL. M ORRIS
Date Scott L. Morris

Chairman of the Board, President and Chief Executie Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belpthe following persons on behalf
of the Registrant and in the capacities and ord#tes indicated.

Signature Title Date
/sl ScoTtTL. M ORRIS Principal Executive Office February 26, 201

Scott L. Morris
Chairman of the Board, President
and Chief Executive Officer

/sl MARKT. THIES Principal Financial Officer February 26, 2010
Mark T. Thies
(Senior Vice President
and Chief Financial Officer)

/'s/ CHRISTY M. B URMEISTER-S MITH Principal Accounting Office February 26, 201
Christy M. Burmeister-Smith
(Vice President, Controller
and Principal Accounting Officer)

/s/ ERIKJ. ANDERSON Director February 26, 201
Erik J. Anderson
/'s/ KRISTIANNE B LAKE Director February 26, 2010
Kristianne Blake
/s/  BRIANW. D UNHAM Director February 26, 201
Brian W. Dunham
/s/ RovL. EIGUREN Director February 26, 2010
Roy L. Eiguren
/s/  JAack W. G USTAVEL Director February 26, 201
Jack W. Gustavel
/sl JoHNF. KELLY Director February 26, 2010
John F. Kelly
/s/ MicHAEL L. N OEL Director February 26, 201
Michael L. Noél
/s/ M ARCR AcICOT Director February 26, 2010

Marc Racicot

/'s/ HEDIB. STANLEY Director February 26, 2010
Heidi B. Stanley

/s/ R.JOHNT AYLOR Director February 26, 201
R. John Taylor
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EXHIBIT INDEX (continued)

Previously Filed (%)

With As
Exhibit Registration Number Exhibit
3(@) 1-3701 (with June 30, 20083(i) Restated Articles of Incorporation of Avista Corgidon as amended and restated June 6, 2008.
Form 1(-Q)
3(ii)  1-3701 (with Form -K 3(ii) Bylaws of Avista Corporation, as amended May 9,8
dated as of May 9, 200
41  2-4077 B-3 Mortgage and Deed of Trust, dated as of June 19.:
42  2-9812 4(c) First Supplemental Indenture, dated as of Octoh&8%2.
4.3 2-60728 2(b)}-2 Second Supplemental Indenture, dated as of Ma933.
44 2-13421 4(b)-3 Third Supplemental Indenture, dated as of Decerhp&®55.
45 2-13421 4(b)}-4 Fourth Supplemental Indenture, dated as of Mar¢ii967.
46 2-60728 2(b)-5 Fifth Supplemental Indenture, dated as of July9b71
47 2-60728 2(b)-6 Sixth Supplemental Indenture, dated as of Januat$38.
48 2-60728 2(b)}-7 Seventh Supplemental Indenture, dated as of Augu358.
49 2-60728 2(b)-8 Eighth Supplemental Indenture, dated as of JanlLiat@59.
4.10 2-60728 2(b)}9 Ninth Supplemental Indenture, dated as of Januat@ao.
411 2-60728 2(b)-10 Tenth Supplemental Indenture, dated as of Aprll9G4.
412 2-60728 2(b)-11 Eleventh Supplemental Indenture, dated as of Mard®65.
4.13 2-60728 2(b)-12 Twelfth Supplemental Indenture, dated as of May9K6.
414 2-60728 2(b)-13 Thirteenth Supplemental Indenture, dated as of Aufjul1966
4.15 2-60728 2(b)-14 Fourteenth Supplemental Indenture, dated as ofl Apfi970.
416 2-60728 2(b)-15 Fifteenth Supplemental Indenture, dated as of May9Z3.
4.17 2-60728 2(b)-16 Sixteenth Supplemental Indenture, dated as of eprly 1975
418 2-60728 2(b)-17 Seventeenth Supplemental Indenture, dated as ofiNber 1, 197¢
4,19 2-69080 2(b)-18 Eighteenth Supplemental Indenture, dated as of 1uh@80.
4.20 1-)3701 (with 1980 Form } 4(a-20 Nineteenth Supplemental Indenture, dated as ofaisriy 1981
K
421 2-79571 4(a-21 Twentieth Supplemental Indenture, dated as of Aufju$982.
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Exhibit

Previously Filed ()

With
Registration Number

As
Exhibit

4.22

4.23
4.24

4.25

4.26

4.27
4.28

4.29

4.30
4.31

4.32
4.33

4.34
4.35

4.36

4.37

4.38

1-3701 (with Form 8-K
dated September 20, 19¢

2-94816 4(a-23
1-3701 (with 1986 Form 104(a)-24
K)

1-3701 (with 1987 Form I 4(a-25
K)

1-3701 (with 1989 Form - 4(a-26
K)

33-51669 4(a-27
1-3701 (with 1993 Form * 4(a-28
K)

1-3701 (with 2001 Form 104(a)-29
K)

33:-82502 4(b)

1-3701 (with June 30, 20024(f)
1C-Q)

332-39551 4(b)

1-3701 (with September 304(f)
2003 1(-Q)

335-64652

1-3701 (with Form 8-K
dated as of December 15,
2004)

1-3701 (with Form -K
dated as of December 15,
2004)

1-3701 (with Form 8-K
dated as of December 15,
2004)

1-3701 (with Form 8-K
dated as of December 15,
2004)

4(a)22

4(a)33
4.1

4.2

4.3

4.4

EXHIBIT INDEX (continued)

Twenty-First Supplemental Indenture, dated as pt&aber 1, 1983.

Twenty-Second Supplemental Indenture, dated as of MartB84.
Twenty-Third Supplemental Indenture, dated as afebeber 1, 1986.

Twenty-Fourth Supplemental Indenture, dated as of JarLiat988.
Twenty-Fifth Supplemental Indenture, dated as of Octohd®89.

Twenty-Sixth Supplemental Indenture, dated as of April993.
Twenty-Seventh Supplemental Indenture, dated as of Jarlud§94.

Twenty-Eighth Supplemental Indenture, dated asepft@nber 1, 2001

Twenty-Ninth Supplemental Indenture, dated as of Decerhp2001
Thirtieth Supplemental Indenture, dated as of Ma20D2

Thirty-First Supplemental Indenture, dated as of May 03:
Thirty-Second Supplemental Indenture, dated asepfeédnber 1, 2003

Thirty-Third Supplemental Indenture, dated as of May D4:
Thirty-Fourth Supplemental Indenture, dated as @fénber 1, 2004.

Thirty-Fifth Supplemental Indenture, dated as of Decertih2004.

Thirty-Sixth Supplemental Indenture, dated as ofémeber 1, 2004.

Thirty-Seventh Supplemental Indenture, dated d3exfember 1, 2004.
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Previously Filed (%)

With As

Exhibit Registration Number Exhibit

4.39 1-3701 (with Form 8-K 4.1
dated as of May 12, 200

4.40 1-3701 (with Form -K 4.1
dated as of November 17,
2005)

4.41 1-3701 (with Form 8-K 4.1
dated as of April 6, 200¢

4.42 1-3701 (with Form 8-K 4.1
dated as of December 15,
2006)

443 1-3701 (with Form -K 4.1
dated as of April 3, 200¢

4.44 1-3701 (with Form 8-K 4.1
dated as of November 26,
2008)

4.45 1-3701 (with Form -K 4.1
dated as of December 16,
2008)

446 1-3701 (with Form 8-K 4.3
dated as of December 30,
2008)

4.47 1-3701 (with Form -K 4.1

4.48

4.49

4.50

4.51

dated as of September 15,
2009)

1-3701 (with Form 8-K
dated as of November 25,
2009)

1-3701 (with Form 8-K
dated as of December 15,
2004)

33E-82165

1-3701 (with Form -K
dated as of May 12, 2005)

4.1

4.5

4(a)

4.2

EXHIBIT INDEX (continued)

Thirty-Eighth Supplemental Indenture, dated as afyM, 2005.

Thirty-Ninth Supplemental Indenture, dated as of Noverib@005.

Fortieth Supplemental Indenture, dated as of Aipr2006.

Forty-First Supplemental Indenture, dated as ofdbdwer 1, 2006.

Forty-Second Supplemental Indenture, dated as of Apga008.

Forty-Third Supplemental Indenture, dated as oféolver 1, 2008.

Forty-Fourth Supplemental Indenture, dated as of Decem2008.

Forty-Fifth Supplemental Indenture, dated as ofdpelger 1, 2008.

Forty-Sixth Supplemental Indenture, dated as of Septethkz009.

Forty-Seventh Supplemental Indenture, dated asooEhber 1, 2009.

Supplemental Indenture No. 1, dated as of Decethh2004 to the Indenture dated as of April 1,
1998 between Avista Corporation and JPMorgan CBasé, N.A.

Indenture dated as of April 1, 1998 between Aviateporation and The Bank of New York,
Successor Truste

First Supplemental Loan Agreement between Cityaysigh, Montana, and Avista Corporatis
dated as of May 1, 2005, relating to $66,700,009 @f Forsyth, Montana Pollution Control
Revenue Refunding Bonds (Avista Corporation Cqidhtoject) Series 1999,
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Previously Filed (%)

With As

Exhibit Registration Number Exhibit

452 1-3701 (with Form 8-K 4.3
dated as of May 12, 2005)

453 1-3701 (with Form 8-K 4.6
dated as of May 12, 2005)

4.54 1-3701 (with Form -K 4.7
dated as of May 12, 2005)

455 1-3701 (with Form -K 4.1
dated as of December 30,
2008)

456 1-3701 (with Form 8-K 4.2
dated as of December 30,
2008)

10.1  1-3701 (with Form -K 10.1
dated as of December 15,
2004)

10.2 1-3701 (with Form 8-K 10.1

dated as of April 6, 2006)

EXHIBIT INDEX (continued)

First Supplemental Trust Indenture between CitFafsyth, Montana, and J.P. Morgan Trust
Company, N.A. (successor in interest to Chase M&am&ank and Trust Company, National
Association) as Trustee, dated as of May 1, 20£l&ting to $66,700,000 City of Forsyth, Montana
Pollution Control Revenue Refunding Bonds (Avistaration Colstrip Project) Series 199¢

Loan Agreement, Restated as of May 1, 2005, betv@grof Forsyth, Montana and Avista
Corporation, relating to $66,700,000 City of FohsyWontana Pollution Control Revenue
Refunding Bonds (Avista Corporation Colstrip Projederies 1999A

Trust Indenture, Restated as of May 1, 2005, betv@ty of Forsyth, Montana and J. P. Morg
Trust Company, N.A. (successor in interest to Cihdaehattan Bank and Trust Company, N.A.
Trustee, relating to $66,700,000 City of Forsythlgrithna Pollution Control Revenue Refunding
Bonds (Avista Corporation Colstrip Project) Sell&89A.

Loan Agreement between City of Forsyth, Montanal, Awista Corporation, dated as of Decem
1, 2008 relating to $17,000,000 City of Forsyth,ri¥ema Pollution Control Revenue Refunding
Bonds (Avista Corporation Colstrip Project) Se2868.

Trust Indenture between City of Forsyth, Montamaj Bank of New York Mellon Trust Compar
N.A. as Trustee, dated as of December 1, 2008jnglto $17,000,000 City of Forsyth, Monta
Pollution Control Revenue Refunding Bonds (Avistarfibration Colstrip Project) Series 20!

Credit Agreement, dated as of December 17, 200chgmwista Corporation, the Banks list
therein, Bank of America, N.A., as Managing Ag&€gybank National Association and U.S. Be
National Association, as Documentation Agents, ¥EHrgo Bank, as Documentation Agent

an Issuing Bank, Union Bank of California, N.A.,Sgndication Agent and an Issuing Bank, and
The Bank of New York, as Administrative Agent amdissuing Bank

Amendment No. 1, dated as of April 6, 2006, to ander the Credit Agreement, dated as of
December 17, 2004, among Avista Corporation, thekBgarty thereto, Bank of America, N.A.,
Managing Agent, Keybank National Association an8.Bank, National Association, as
Documentation Agents, Wells Fargo Bank, as Docuat@am Agent and an Issuing Bank, Union
Bank of California, N.A., as Syndication Agent aamdIssuing Bank, and The Bank of New York,
as Administrative Agent and an Issuing Ba
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Previously Filed ()

With As
Exhibit Registration Number Exhibit
10.3 1-3701(with 2008 Form 10-10.3 Amendment No. 2, dated as of December 19, 2008 dounder the Credit Agreement, dated as of
K) December 17, 2004, among Avista Corporation, thekBgarty thereto, Bank of America, N.A.,

Managing Agent, Keybank National Association an8.Bank, National Association, as
Documentation Agents, Wells Fargo Bank, as Docuatamt Agent and an Issuing Bank, Union
Bank of California, N.A., as Syndication Agent adIssuing Bank, and The Bank of New York
Mellon f/k/a The Bank of New York, as AdministragiAgent and an Issuing Bar

10.4 1-3701 (with Form 8-K 10.2 Bond Delivery Agreement, dated as of December Q@42between Avista Corporation and The

dated as of December 15, Bank of New York.
2004)

10.5 1-3701 (with June 30, 20C 4(e) Receivables Purchase Agreement, dated as of Ma3022, among Avista Receivables Corp.
Form 10-Q) Seller, Avista Corporation, as initial Servicer dalylefunding Capital Corporation, as Conduit

Purchaser and Fleet National Bank, as Committedhfaser and Fleet Securities, Inc. as
Administrator.

10.6 1-3701 (with 2004 Form - 4(d)-1 Amendment No. 1 to Receivables Purchase Agreer

K)
10.7 1-3701 (with 2004 Form - 4(d)-2 Amendment No. 2 to Receivables Purchase Agreer
K)
10.8 1-3701 (with Form -K 10.1 Amendment No. 3, dated as of March 22, 2005, tdRbeeivables Purchase Agreement, dated
dated March 22, 2005) May 29, 2002, among Avista Receivables CorporatiarSeller, Avista Corporation, as Servicer
and Ranger Funding Company, LLC (formerly knowrRaseivables Capital Company LLC), as
Conduit Purchaser and Bank of America, N.A., as @dted Purchaser and as Adminstra
10.9 1-3701 (with Form -K 10.1 Amendment No. 4, dated as of March 20, 2006, tRibecivables Purchase Agreement, dated
dated March 20, 2006) May 29, 2002, among Avista Receivables CorporatigrSeller, Avista Corporation, as Servicer

and Ranger Funding Company, LLC (formerly knowrRaseivables Capital Company LLC), as
Conduit Purchaser and Bank of America, N.A., as fited Purchaser and as Adminstra

10.10 1-3701 (with March 31 10.1 Amendment No. 5, dated as of May 4, 2006, to theeR@ables Purchase Agreement, dated :
2006 Form 10-Q) May 29, 2002, among Avista Receivables CorporatiarSeller, Avista Corporation, as Servicer
and Ranger Funding Company, LLC (formerly knowrRaseivables Capital Company LLC), as
Conduit Purchaser and Bank of America, N.A., as @dted Purchaser and as Administra
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Previously Filed (%)

With As
Exhibit Registration Number Exhibit
10.11 1-3701 (with Form 8-K 10.1  Amendment No. 6, dated as of March 19, 2007, tdtheeivables Purchase Agreement, dated as
dated March 19, 2007) of May 29, 2002, among Avista Receivables Corporatas Seller, Avista Corporation, as

Servicer and Ranger Funding Company, LLC (formkrgwn as Receivables Capital Company
LLC), as Conduit Purchaser and Bank of America, Na& Committed Purchaser and as
Administrator.

10.12 1-3701 (with Form -K 10.1  Amendment No. 7, dated as of March 14, 2008, tdbeeivables Purchase Agreement, date
dated March 14, 2008) of May 29, 2002, among Avista Receivables Corporatas Seller, Avista Corporation, as
Servicer and Ranger Funding Company, LLC (formkrgwn as Receivables Capital Company
LLC), as Conduit Purchaser and Bank of America, Na& Committed Purchaser and as
Administrator.

10.13 1-3701 (with Form -K 10.1  Amendment No. 8, dated as of March 13, 2009, tdbeeivables Purchase Agreement, date
dated March 13, 2009) of May 29, 2002, among Avista Receivables Corporatas Seller, Avista Corporation, as
Servicer and Ranger Funding Company, LLC (formkrgwn as Receivables Capital Company
LLC), as Conduit Purchaser and Bank of America, Na& Committed Purchaser and as
Administrator and appendix ¢

10.14 1-3701 (with Form 8-K 10.1  Credit Agreement, dated as of November 25, 2009gmiwista Corporation, the Banks party

dated as of November 25, thereto, JPMorgan Chase Bank, N.A. and UBS Seesiiti C, as Co-Documentation Agents,
2009) Wells Fargo Securities, LLC, as Syndication Agamij Union Bank, N.A., as Administrative
Agent.
10.15 2-13788 13(e) Power Sales Contract (Rocky Reach Project) witHi@uhility District No. 1 of Chelan County,
Washington, dated as of November 14, 1¢
10.16 2-60728 10(b)-1 Amendment to Power Sales Contract (Rocky Reacle@ioivith Public Utility District No. 1 of

Chelan County, Washington, dated as of June 1,..

10.17 1-3701 (with 2002 Form - 10(b-3 Priest Rapids Project Product Sales Contract egdday Public Utility District No. 2 of Grar
K) County, Washington and Avista Corporation dateddddwer 12, 2001 (effective November 1,
2005 for the Priest Rapids Development and Novertip2009 for the Wanapum Developme

10.18 1-3701 (with 2002 Form 10410(b)4 Priest Rapids Project Reasonable Portion Powes Sxdatract executed by Public Utility District
K) No. 2 of Grant County, Washington and Avista Cogpion dated December 12, 20(effective
November 1, 2005 for the Priest Rapids DevelopraadtNovember 1, 2009 for the Wanap
Development)
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Previously Filed (%)

With As
Exhibit Registration Number Exhibit
10.19 1-3701 (with 2002 Form 10410(b)5

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

K)

2-60728 5(g)
2-60728 5(g)-1
2-60728 5(h)
2-60728 5(h)-1
1-3701 (with September 30,1

1985 Form 10-Q)

1-3701 (with 1981 Form * 10(s-7
K)

1-3701 (with 1992 Form - 10(s-1
K)

1-3701 (with 2003 Form 10-0(l)
K)

1-3701 (with June 30, 200710.1
Form 1(-Q)

1-3701 (with June 30, 20C 10.2
Form 1(-Q)

EXHIBIT INDEX (continued)

Additional Product Sales Agreement (Priest Rapidgeet) executed by Public Utility District
No. 2 of Grant County, Washington and Avista Cogtion dated December 12, 2001 (effec
November 1, 2005 for the Priest Rapids DevelopraadtNovember 1, 2009 for the Wanap

Development)

Power Sales Contract (Wells Project) with PubliditytDistrict No. 1 of Douglas County,
Washington, dated as of September 18, 1

Amendment to Power Sales Contract (Wells Projedt) Rublic Utility District No. 1 of Douglas
County, Washington, dated as of February 9, 1

Reserved Share Power Sales Contract (Wells Projétt)Public Utility District No. 1 of Dougle
County, Washington, dated as of September 18, !

Amendment to Reserved Share Power Sales Contragits(®Rfoject) with Public Utility Distric
No. 1 of Douglas County, Washington, dated as bf&ary 9, 1965

Settlement Agreement and Covenant Not to Sue ez@dyt the United States Department of
Energy acting by and through the Bonneville Powdministration and the Company, dated as of
September 17, 1985, describing the settlement@&étr3 litigation.

Ownership and Operation Agreement for Colstrip §Nb. 3 and 4, dated as of May 6, 1¢

Agreements for Purchase and Sale of Firm Capaeityden the Company and Portland Gen
Electric Company dated March and June 1!

Power Purchase and Sale Agreement between Avistzoadion and Potlatch Corporation, dated
as of July 22, 200:

Indemnification Agreement entered into as of Jube2®07 by Coral Energy Holding, L.P. and
certain of its affiliates and Avista Energy, Inadacertain of its affiliates

Guaranty Agreement effective as of June 30, 208&red into by Avista Capital, Inc. in favor
Coral Energy Holding, L.P. and certain of its &dfies.
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Previously Filed (%)

With As
Exhibit Registration Number Exhibit
10.30 1-3701 (with 2008 Form 10-10.33

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39
10.40

10.41

10.42

12
21
23
311

K)

1-3701 (with 2008 Form - 10.34
K)

1-3701 (with 1992 Form 3 10(t)}-11
K)

1-3701 (with 2007 Form - 10.34
K)

1-3701 (with 2006 Form 1010.37
K)

1-3701 (with 2004 Form 10-10(0)-6
K)

1-3701 (with 2004 Form + 10(0-7
K)

1-3701(with Form -K datec 10.1
June 21, 200&

1-3701(with Form & datec 10.1
August 13, 2008

335-47290 99.1

1-3701 (with 2008 Form 10-10.44
K)

1-3701 (with 2008 Form 10-10.45
K)

1-3701 (with September 3 10.1
2007 Form 1-Q)

(@)
()
(@)
()

EXHIBIT INDEX (continued)

Executive Deferral Plan of the Compar#®

The Compan’s Unfunded Supplemental Executive Retirement F3)©)
The Compan’'s Unfunded Supplemental Executive Disability P@®)
Income Continuation Plan of the Compa®

Avista Corporation Long-Term Incentive Pl&h.

Avista Corp. Performance Award Plan Summ@ry

Avista Corporation Performance Award Agreenm®

Employment Agreement between the Company and M.
Durkin in the form of a Letter of Employmei®)

Employment Agreement between the Company and Mafkies in the form of a Letter of
Employment @)

Non-Officer Employee Lon-Term Incentive Plal

Form of Change of Control Agreement between the @omg and its
Executive Officers®®)©

Form of Change of Control Agreement between the @omg and its
Executive Officers@®)7

Avista Corporation Nc-Employee Director Compensatic

Statement re computation of ratio of earningssedicharges
Subsidiaries of Registra
Consent of Independent Registered Public Accouriing

Certification of Chief Executive Officer (Pursuant18 U.S.C. Section 1350, as Adopted
Pursuant to Section 302 of the Sarb-Oxley Act of 2002]
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Previously Filed (%)

With As
Exhibit Registration Number Exhibit
31.2 (2 Certification of Chief Financial Officer (Pursuant18 U.S.C. Section 1350, as Adopted Pursuant
to Section 302 of the Sarba-Oxley Act of 2002
32 4) Certification of Corporate Officers (Pursuant tol$.C. Section 1350, as Adopted Pursual

Section 906 of the Sarbal-Oxley Act of 2002

(1) Incorporated herein by referen:

(2) Filed herewith

(3) Management contracts or compensatory plans filezkhibits to this Form 1-K pursuant to Item 15(b

(4) Furnished herewitt

(5) The plans were modified to comply with Section 408Ahe Internal Revenue Code. No significant cleangere made to the plal

(6) Applies for Christy M. Burmeister-Smith, Don lkopczynski, James M. Kensok, David J. Meyer, KélyNorwood, Richard L. Storro,
Jason R. Thackston, Dennis P. Vermillion, and R&geNoodworth.

(7) Applies for Marian M. Durkin, Karen S. Feltes, SdotMorris, and Mark T. Thies
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AVISTA CORPORATION

Computation of Ratio of Earnings to Fixed Charges
Consolidated
(Thousands of Dollars)

Years Ended December 3.

2009 2008 2007 2006 2005
Fixed charges, as define
Interest charge $ 61,36 $ 74,91« $ 80,09t $ 88,42t $ 84,95.
Amortization of debt expense and premi- net 5,67: 4,67: 6,34t 7,741 7,762
Interest portion of renta 1,874 1,601 1,61 1,802 2,39¢
Total fixed charge $ 68,90¢ $ 81,18¢ $ 88,05: $ 97,96¢ $ 95,10¢
Earnings, as define:
Pre-tax income from continuing operatio $134,97. $120,38: $ 63,06 $114,92° $ 70,75:
Add (deduct):
Capitalized interes (545) (4,612 (3,869 (2,939 (2,689
Total fixed charges aboy 68,90¢ 81,18¢ 88,05 97,96¢ 95,10¢
Total earning: $203,33¢ $196,95¢ $147,24¢ $209,96: $164,17:

Ratio of earnings to fixed charg 2.9t 2.4% 1.67 2.14 1.7:
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Avista Corporation

SUBSIDIARIES OF REGISTRANT

State or Country

Subsidiary of Incorporation
Avista Capital, Inc Washingtor
Advantage 1Q, Inc Washingtor
Avista Development, Inc Washingtor
Avista Energy, Inc Washingtor
Avista Northwest Resources, LL Washingtor
Avista Power, LLC Washingtor
Avista Turbine Power, Inc Washingtor
Avista Ventures, Inc Washingtor
Pentzer Corporatio Washingtor
Bay Area Manufacturing, In Washingtor
Advanced Manufacturing and Development, | California

Avista Receivables Corporatic Washingtor
Avista Capital Il Delaware

Spokane Energy, LL! Delaware

Steam Plant Square, LL Washingtor
Courtyard Office Center, LL¢ Washingtor

Ecos 1Q, Inc Washingtor
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference ini®esgion Statement Nos. 2-81697, 2-94816, 033-84393-03601, 333-22373, 333-58197,
333-33790, 333-47290, and 333-126577 on Form $@jraRegistration Statement Nos. 033-53655, 333483333-64652, and 333-155657,
and 333-163609 on Form S-3 of our reports dateduaep 26, 2010, relating to the consolidated finalhstatements of Avista Corporation and
subsidiaries, and the effectiveness of Avista Cation and subsidiaries’ internal control over fingl reporting, appearing in this Annual
Report on Form 10-K of Avista Corporation for theay ended December 31, 2009.

/s/ Deloitte & Touche LLF

Seattle, Washingto
February 26, 201
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CERTIFICATION

I, Scott L. Morris, certify that:
1. | have reviewed this report on Form-K of Avista Corporation

2.  Based on my knowledge, this report does notaiorany untrue statement of a material fact or angttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

b. Designed such internal control over financial réjpgr or caused such internal control over finah@gorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atarece with generally accepted accounting princjj

C. Evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; an

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a. All significant deficiencies and material weagses in the design or operation of internal cordvelr financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial
information; anc

b. Any fraud, whether or not material, that involvearmmagement or other employees who have a significdain the
registran’s internal control over financial reportir

Date: February 26, 201 /sl Scott L. Morris
Scott L. Morris
Chairman of the Board, Preside
and Chief Executive Office
(Principal Executive Officer
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CERTIFICATION

I, Mark T. Thies, certify that:
1. | have reviewed this report on Form-K of Avista Corporation

2.  Based on my knowledge, this report does notaiorany untrue statement of a material fact or angttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

b. Designed such internal control over financial réjpgr or caused such internal control over finah@gorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atarece with generally accepted accounting princjj

C. Evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; an

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a. All significant deficiencies and material weagses in the design or operation of internal cordvelr financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial
information; anc

b. Any fraud, whether or not material, that involvearmmagement or other employees who have a significdain the
registran’s internal control over financial reportir

Date: February 26, 201 /s/ Mark T. Thies
Mark T. Thies
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer
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AVISTA CORPORATION

CERTIFICATION OF CORPORATE OFFICERS
(Furnished Pursuant to 18 U.S.C. Section 1350,dpted Pursuant to Section 906 of the Sarbanesy@xeof 2002)

Each of the undersigned, Scott L. Morris, Chairrofithe Board, President and Chief Executive OfficeAvista Corporation (the
“Company”), and Mark T. Thies, Senior Vice Presidand Chief Financial Officer of the Company, hegrebrtifies, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, that the CompaAwisual Report on Form 10-K for the
year ended December 31, 2009 fully complies withretguirements of Section 13(a) of the SecuritiashBnge Act of 1934, as amended,
that the information contained therein fairly pretsein all material respects, the financial coieditand results of operations of the Company.

Date: February 26, 2010

/sl Scott L. Morris
Scott L. Morris
Chairman of the Board, President
and Chief Executive Office

/sl Mark T. Thies
Mark T. Thies
Senior Vice President and
Chief Financial Office!




WPD-6
Screening Data Part 1 of 2
Page 1085 of 9808

ALLEGHENY ENERGY, INC

FORM 10-K

(Annual Report)

Filed 03/01/10 for the Period Ending 12/31/09

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

800 CABIN HILL DRIVE
GREENSBURG, PA 15601
7248373000

0000003673

AYE

4911 - Electric Services
Electric Utilities

Utilities

12/31
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A Allegheny Energy; Inc.

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

FOR ANNUAL AND TRANSITION REPORTS PURSUANT TO SECTI ONS 13 OR
15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

Xl ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) of the SECURITIES EXCHANGE
ACT OF 1934 FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) o the SECURITIES
EXCHANGE ACT OF 1934

Commission file number 1-00267

ALLEGHENY ENERGY, INC.

(Name of Registrant)

Maryland 13-5531602
(State of Incorporation) (IRS Employer Identification Number)

800 Cabin Hill Drive, Greensburg,
Pennsylvania

15601
(Address of Principal Executive Offices) (Zip Code)
(724) 837-3000
(Telephone Number)
Securities registered pursuant to Section 12(b) dfie Act:
Title of each class Name of each exchange on which registered
Common Stock, par value $1.25 per st New York Stock Exchang

Securities registered pursuant to Section 12(g) die Act: None
Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405edbéturities Act.  YedX] No
O
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. [

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 moatits(2) has been subject to such filing requirgmfar the past 90 days. Yexl
No O
Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be
contained, to the best of registrant’s knowledgalefinitive proxy or information statements incorgted by reference in Part 1l of this Form
10-K or any amendment to this Form 10-K[I

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, small reporting company. See
definitions of “large accelerated filer,” “acceltzd filer,” and “smaller reporting company” in Rul&b-2 of the Exchange Act (Check one).

Large accelerated filer [X] Accelerated filel O

Non-accelerated filer O Smaller reporting compar [
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Actyes O No
As of December 31, 2009, 169,569,604 shares atdhenon stock, par value of $1.25 per share, oféhistrant were outstandin
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GLOSSARY

I.  The following abbreviations and terms are usedri this report to identify Allegheny Energy, Inc. ard its subsidiaries:

AE

AESC

AE Supply
AGC
Allegheny

Distribution Companie

Monongahelz
PATH, LLC

PATH-Allegheny

PATH-Allegheny MD
PATH-Allegheny VA

PATH-WV
Potomac Ediso
TrAIL Company
West Pent

Allegheny Energy, Inc., a diversified utility holdj company

Allegheny Energy Service Corporation, a subsidarpE

Allegheny Energy Supply Company, LLC, an unregwaeneration subsidiary of A

Allegheny Generating Company, a generation subsidibAE Supply and Monongahe
Allegheny Energy, Inc., together with its consotathsubsidiarie

Monongahela, Potomac Edison and West Penn, whitdcteely do business as Allegheny Pov
Monongahela Power Company, a regulated subsidfafyec

Potomac-Appalachian Transmission Highline, LLCpiatj venture between Allegheny and a subsidiary of

American Electric Power Company, It

PATH Allegheny Transmission Company, LI
PATH-Allegheny Maryland Transmission Company, L
PATH-Allegheny Virginia Transmission Corporatir
PATH West Virginia Transmission Company, LI

The Potomac Edison Company, a regulated subsidfafy
Tran«Allegheny Interstate Line Compal

West Penn Power Company, a regulated subsidiafyc

II.  The following abbreviations and acronyms are usedhithis report to identify entities and terms relevant to Allegheny’'s business

and operations:

CDD

Clean Air Act
CO,

DOE

EPA
Exchange Ac
FERC
FirstEnergy
FPA

FTRs

GAAP

HDD

kw

kWh
Maryland PSC
MwW

MWh

NERC

NO

NSR

OVEC

PATH
Pennsylvania PUt
PJIM

PLR

PURPA

RPM

RTEP

RTO

Scrubbers

SEC

SO,

SOS

T&D

TrAIL

Virginia SCC
West Virginia PSC

Cooling Degre-Days

Clean Air Act of 197(

Carbon dioxide

United States Department of Enel

United States Environmental Protection Age

Securities Exchange Act of 1934, as amer

Federal Energy Regulatory Commission, an indeperm@nmission within the DO
FirstEnergy Corp

Federal Power Ac

Financial Transmission Righ

Generally accepted accounting principles usedérlthited States of Americ
Heating Degre-Days

Kilowatt, which is equal to 1,000 wat

Kilowatt-hour, a unit of electric energy equivalent to oli¢ &perating for one hot
Maryland Public Service Commissi

Megawatt, which is equal to 1,000,000 wi

Megawat-hour, a unit of electric energy equivalent to oné&/Mperating for one hot
North American Electric Reliability Corporatic

Nitrogen Oxide

The New Source Performance Review Standards, ov“Sigurce Review,” applicable to facilities deemed

“new” sources of emissions by the El

Ohio Valley Electric Corporatio

Potoma-Appalachian Transmission Highlit

Pennsylvania Public Utility Commissic

PJM Interconnection, L.L.C., a regional transmissioganizatior
Provide-of-lasi-resort

Public Utility Regulatory Policies Act of 197

Reliability Pricing Model, which is PJ’s capacity marke

Regional Transmission Expansion Plan, the procgsghiich PJM identifies transmission system upgrades

and enhancements to provide for the operationah@uic and reliability requirements of PJM custosn
Regional Transmission Organizati

Flue-gas desulfurization equipme

Securities and Exchange Commiss

Sulfur dioxide

Standard Offer Servic

Transmission and distributic

Tran«Allegheny Interstate Lin

Virginia State Corporate Commissi

Public Service Commission of West Virgir
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PART |
ITEM 1. BUSINESS
OVERVIEW

Allegheny is an integrated energy business thatscawd operates electric generation facilities aelivers electric services to customers
in Pennsylvania, West Virginia, Maryland and VirginAE, Allegheny’s parent holding company, wasoirporated in Maryland in 1925.
Allegheny operates its business primarily throudtisftvarious directly and indirectly owned subsitar

Allegheny’s operations are organized into two besignsegments:

» The Merchant Generation segmenincludes Allegheny’s merchant power generation apens, including the operations of AE
Supply and AGC

» The Regulated Operations segmerincludes all of Allegheny’s regulated operatiomgluiding its electric T&D operations and
transmission expansion projects, as well as Monloglg’s power generation operatiol

Allegheny changed the composition of its busineggrents during the fourth quarter of 2009. Prightfourth quarter of 2009,
Allegheny’s business was comprised of the Genaratial Marketing segment and the Delivery and Sesvéegment. The Generation and
Marketing segment included the operations of AE@upnd Monongahela’s generating assets. The Dglived Services segment included
the operations of Potomac Edison, West Penn, T@dmpany, PATH, LLC and Monongahela’s electric T&Dsmess.

The changes in Allegheny’s reportable segmentsnd#009 consisted primarily of the following:

* Monongahela’s regulated generation operations weneed from the Generation and Marketing segmetitddelivery and
Services segmer

» The Generation and Marketing segment was renaneeiMl#ichant Generation segme
» The Delivery and Services segment was renamedebel&ed Operations segme

See consolidated financial statement Note 1, “BassnBasis of Presentation and Significant Accogrifiolicies” and Note 12,
“Segment Information.”

Proposed Merger with FirstEnergy

On February 10, 2010, AE, FirstEnergy, and ElenMriger Sub, Inc., a direct wholly-owned subsidiafyrirstEnergy (“Merger Sul);
entered into an Agreement and Plan of Merger (Merger Agreement”), pursuant to which, and subjedertain terms and conditions,
Merger Sub will merge with and into Allegheny (tihderger”), with Allegheny continuing as the survigj corporation and a wholly-owned
subsidiary of FirstEnergy. The merger agreemenbkeas unanimously approved by the boards of directbboth Allegheny and
FirstEnergy, but completion of the merger is cagimt upon, among other things, the approval ofrdmesaction by shareholders of both
companies, the expiration or termination of anyliaaple waiting period under the Hart-Scott-Rodatitrust Improvements Act of 1976
and the receipt of required regulatory approvaée ‘Risk Factors” and consolidated financial staeniNote 27, “Subsequent Evenltterger
Agreement.”
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The Merchant Generation Segment

The principal companies and operations in AE’s Mant Generation segment include the following:

AE Supplywas formed in Delaware in 1999. AE Supply owns rafes and manages electric generation faciliti€&sSApply also
purchases and sells energy and energy-related cditi@so As of December 31, 2009, AE Supply ownedantractually controlled
7,015 MWs of generation capacity. $*Electric Facilities”

AE Supply markets its electric generation capaatyarious customers and markets, including ceudits affiliates, and uses both
derivative and nonderivative contracts to managedrtfolio of contracts. AE Supply’s portfolio megement and trading activities
involve the use of physical commodity inventoriesl @ variety of instruments, such as forward catsgregutures contracts, swap
agreements and similar instruments. See “Manageésnergcussion and Analysis of Financial Conditiordd&Results of Operations”
and consolidated financial statement Note 13, “Faiue Measurements, Derivative Instruments andgihedActivities.”

AE Supply currently is contractually obligated tmyide West Penn with most of the power that itdset® meet its PLR obligations
in Pennsylvania through the end of 2010 and hasacts of varying length with West Penn to serymdion of its load beyond
2010. In addition, AE Supply has contracts withdmc Edison to supply most of the power necessesgiive Potomac Edison’s
Virginia customers through mid-2011 and is senargprtion of Potomac Edison’s customer load in N&rg pursuant to contracts
that range in length from three to 29 months. Togetthese contracts currently comprise a majofitkE Supply’s normal
operating capacity. AE Supply had total operativenues of $1.6 billion in 2009.

AGCwas incorporated in Virginia in 1981. As of DecemBg&, 2009, AGC was owned approximately 59% by Aipy and
approximately 41% by Monongahela. AGC's sole aissat40% undivided interest in the Bath County gifira pumped-storage
hydroelectric generation facility and its connegttransmission facilities. All of AGC’s revenuegaterived from sales of its 1,109
MW share of generation capacity from the Bath Cypgeaineration facility to AE Supply and Monongahd@&C had total operatin
revenues of $65.8 million in 2009. S*Electric Facilitie”

All of Allegheny’s generation facilities are locdtevithin PIM’s competitive wholesale market. AE Blypand Monongahela sell into
the PIM market the power that they generate anthpese from the PIJM market the power necessary éb timeir contractual obligations to
supply power. See “Fuel, Power and Resource Supig™Regulatory Framework Affecting Allegheny.”

During 2009, the Merchant Generation segment hiadl d¢perating revenues of $1.6 billion and net meof $234.0 million. As of
December 31, 2009, the Merchant Generation seghedthtapproximately $4.3 billion of identifiable ats. See “Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations” and consolidated financial statemerteN@, “Segment Information.”

The Regulated Operations Segment
The principal companies and operations in AllegheRegulated Operation’s segment include the faithgw

The Distribution Companieinclude Monongahela, Potomac Edison and West Reawch of the Distribution Companies is a public
utility company and does business under the tradeenAllegheny Power. Allegheny Power’s principasibess is the operation of
electric public utility systems. In April 2002, tiEstribution Companies transferred functional cohbver their transmission
systems to PJM. As an RTO, PJM coordinates the memeof electricity over the transmission grid ihoas parts of Delaware,
lllinois, Indiana, Kentucky, Maryland, Michigan, Welersey, North Carolina, Ohio, Pennsylvania, Tesee, Virginia, West
Virginia and the District of Columbi:
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. Monongahelawas incorporated in Ohio in 1924. It conducts atieic T&D business that serves approximately 383,6
customers in northern West Virginia in a serviogaaof approximately 13,000 square miles with a fatfmn of approximatel
779,000. Monongahela sold 10 million MWhs of eliity to retail customers in 200

Monongahela also owns generation assets, whicimereled in the Regulated Operations segment. A3eaember 31, 2009,
Monongahela owned or contractually controlled 2,KAA/s of generation capacity. Monongahela’'s genenatapacity
supplies its electric T&D business. In addition, Magahela is contractually obligated to provideoRwc Edison with the
power that it needs to meet its load obligationg/iest Virginia. Monongahela had total operatingerayes of $695.2 million
in 2009. See “Electric Facilities.”

. Potomac Edisorwas incorporated in Maryland in 1923 and was aisoriporated in Virginia in 1974. It operates arctie
T&D system in portions of West Virginia, MarylanddVirginia. Potomac Edison serves approximately,480 customers in
a service area of about 7,500 square miles witbpallation of approximately 1.06 million. Potomaci€tsh had total operatir
revenues of $832.6 million and sold 12.8 million M8\bf electricity to retail customers in 2009. IaywR2009, Potomac
Edison signed definitive agreements to sell itstele distribution operations in Virginia to Rapatmock Electric Cooperati
and Shenandoah Valley Electric Cooperative for gasheeds of approximately $340 million, subjectéstain closing
conditions. Allegheny serves approximately 102,608tomers in northern Virginia. See “Regulatorynreavork Affecting
Allegheny” “Risk Factor” and consolidated financial statement Not"Assets Held for Sal’

. West Penrwas incorporated in Pennsylvania in 1916. It osrain electric T&D system in southwestern, soutitrakand
northern Pennsylvania. West Penn serves approXynétd,900 customers in a service area of aboutQ0square miles with
a population of approximately 1.6 million. West Rdrad total operating revenues of $1.4 billion aald 19.2 million MWhs
of electricity to retail customers in 20(

e TrAlL Companywas incorporated in Maryland and Virginia in 20066June 2006, PJM, which manages a regional plgnnin
process for transmission expansion, approved arPRIgSigned to maintain the reliability of the traission grid in the mid-
Atlantic region. The transmission expansion plariudes TrAlIL, a new 500 kV transmission line thall extend from southweste
Pennsylvania through West Virginia to a point démsonnection with Virginia Electric and Power Camny, a subsidiary of
Dominion Resources, in northern Virginia. PJM deatgd Allegheny to construct the portion of the lthat will be located in the
Distribution Companies’ PJM zone. TrAIL Company viasned in connection with the management and fiivanof transmission
expansion projects, including this project (theAllr Project”), and will build, own and operate thew transmission line. TrAIL
Company currently expects to complete construatfaine new line in 2011. See “Capital Expenditurasti “Regulatory
Framework Affecting Alleghen”

* PATH, LLC was formed in Delaware in 2007 following PJM ap@ioaf PATH. As currently proposed, PATH is a new5kV
transmission line that will extend from a substatiovned by American Electric Power Company (“AER&gr St. Albans, West
Virginia, to a new substation near Kemptown, MamglaPATH, LLC, which was formed in connection witie management and
financing of this project (the “PATH Project”), ésseries limited liability company. The “West Vinga Series” is owned equally by
Allegheny and a subsidiary of AEP. The “Alleghergrigs” is 100% owned by Allegheny. Each Series,whilough an operating
subsidiary, build, own and operate a portion oflthe. Construction of the line remains subjecsiting approval by the relevant
state utility commissions, among other matterdécember 2009, PJM conducted certain sensitiviafyaes that suggest that
PATH may not be required by June 2014, as had aetcipated, to address congestion and reliahilitycerns and, therefore, will
be considered in its 2010 RTEP. ¢Capital Expenditure’ and“Regulatory Framework Affecting Allegher”

3
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During 2009, the Regulated Operations segment patating revenues of $3.1 billion and net incom&187.9 million. As of
December 31, 2009, the Regulated Operations segme&happroximately $7.3 billion of identifiablesads. See “Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations” and consolidated financial statemerteN@, “Segment Information.”

Shared Services

AESCwas incorporated in Maryland in 1963 and is a sereompany for Allegheny. AESC employs substantiall of the Allegheny
personnel who provide services to AE and its sudsas, including among others, AE Supply, AGC, Bistribution Companies, TrAIL
Company, PATH, LLC and their respective subsidirighese companies reimburse AESC at cost forcgsryirovided to them by AESC'’s
employees. AESC had 4,383 employees as of Dece3db@009.

Certain Recent Initiatives and Developments

Throughout 2009, Allegheng’strategy has been to focus on its core generatidrexpanding transmission business, which manegi
believes is enabling Allegheny to take advantagésatgional presence, operational expertise amuviedge of its markets to add
shareholder value, despite challenging regulatogrket and overall economic conditions. Significaitiatives and developments include,
among others:

» Transmission Expansior. In June 2006, PIJM approved an RTEP designed itwtairathe reliability of the transmission gridtime
mid-Atlantic region that included TrAIL, and in Ju2007, PJM authorized the construction of PATHhé&ligh PJM currently is
reevaluating the date by which PATH may be requicealddress NERC reliability requirements, in gahtirese lines are intended
to alleviate future reliability concerns and in@edhe west to east transmission capability oPthd system. PJM designated
Allegheny to construct the portion of TrAlL thatlacated in the Distribution Companid¥IM zone, and Allegheny and a subsid
of AEP formed PATH, LLC to construct PATH. FERC, iafh has jurisdiction over rates for the transmisib electric power, has
approved incentive rate treatment for both TrAlld&MATH, including incentive rates of return on @guieturns on construction
work in progress and recovery of prudently incumlegtelopment and construction costs in the evettdbnstruction of either line
is abandoned for reasons beyond Allegl's control.

Primary jurisdiction for approval of the siting aodnstruction of transmission lines lies with thete public utility commission in
the states in which the lines are proposed to tetéal. Applications for approval of PATH are permyin West Virginia and
Maryland, but a similar request in Virginia wasertly withdrawn on the basis of certain PJM anayagggesting that PATH may
not be required until some time beyond the oridgynaiticipated 2014 target completion date. TrAlan@pany received the requis
state utility commission approvals to construct lrA Pennsylvania, West Virginia and Virginia i®@8, and construction of
TrAlL is currently underway. At this time, overdltAlL-related substation work is nearly 90% compland tower construction is
underway. TrAIL Company has obtained nearly 80%hefrights-of-way necessary to construct TrAIL atidsignificant
construction and material contracts necessaryrptete TrAlIL.

Allegheny has also taken steps in recent yearstiaree the performance and reliability of its traission system. For example, in
2007, Trail Company completed the installation ofsv static volt-ampere reactive power compensatttire Black Oak substation
(the “Black Oak SVC") that is designed to enharereliability of Allegheny’s high-voltage Black ®#8eddington transmission
line, which is one of the most congested linehaRJIM region, and increase transmission capamiosa the PJM region. TrAIL
Company was granted an incentive rate of returadquity by FERC for the Black Oak SVC. TrAIL Compamgs also undertaken
upgrades or replacements of transformers, busiestbrat seven other substations and is construatimgw transmission operations
center in West Virginia that it expects to compléteing 2010. Allegheny has also identified variotiser transmission
enhancement opportunities, some of which may bgsuts PIM’s RTEP process. See

4
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“Capital Expenditures,” “Regulatory Framework Affeng Allegheny,” “Risk Factors,” and consolidatédancial statement Note 5,
“Transmission Expansion.”

« Liquidity Enhancement, Investment Grade Status aRéinstatement of Common Stock Divide. In 2007, following a period of
financial difficulty and recovery, Allegheny achil a significant milestone with the upgrade to streent grade status of its
corporate credit ratings by all three major crealiing agencies and the reinstatement of AE’s comstock dividend, as well as
subsequent upgrades to investment grade stathie ohsecured debt ratings of AE Supply and Monoelgalidditionally, TrAIL
Company received inaugural investment grade rafioigis unsecured debt from all three major ratiggncies

As widely reported, the financial markets and oifeeonomies in the United States and abroad amerctly experiencing a period
of significant uncertainty that began in mid teel2008 and has negatively affected overall maigatdity and access to credit. In
spite of these prevailing economic conditions, gifieny has maintained its investment grade cretiiiggand has succeeded in
enhancing its overall liquidity. During 2009 ane tfirst part of 2010, Allegheny refinanced and egd the maturities of certain
existing debt, while also obtaining favorable trarssion-related financing.

Specifically, in the third quarter of 2009, AE Sypssued $600 million aggregate principal amourgemior unsecured notes,
consisting of $350 million of 5.75% Notes due 2@h@ $250 million of 6.75% Notes due 2039, and olethia new $1 billion seni
secured revolving credit facility that matures 01.2. The new revolving credit facility replaced Skpply’s previous $400 million
revolving credit facility that would have matured2011 and, in combination with the proceeds ofitbie offering, allowed AE
Supply to repay its existing $447 million term loarhich also would have matured in 2011, and toplete tender offers for a total
of $249.5 million in 7.8% Medium Term Notes due 2Ghd $146.8 million of 8.25% Medium Term Notes @042.

Also in 2009, AE Supply, in conjunction with therfPsylvania Economic Development Authority, complieetax exempt
transaction that resulted in proceeds of approxp&@235 million to finance a portion of the coisgnstall the Scrubbers at the
Hatfield’s Ferry generating facility. Additionally, in Decber 2009, subsidiaries of Monongahela and Potondémni completed ¢
$86 million securitization transaction to finanbe remaining costs to complete the installatiothefScrubbers at the Fort Martin
generating facility, and Monongahela entered int@a, $110 million senior unsecured revolving créakility. Finally, in January
2010, TrAIL Company refinanced its existing constion loan through the issuance of $450 millionraggte principal amount of
4.0% senior unsecured notes due 2015 and obtained a350 million unsecured revolving credit fagithat matures in 2013.

In addition to these transactions, Allegheny cargsito take other steps, such as proactively magagid controlling operations
and maintenance expense and otherwise prudentlggirancash, to maintain and improve its liquidipsjion. See “Managemenst’
Discussion and Analysis of Financial Condition &webults of Operations,” “Risk Factors” and consatiéd financial statement
Note 8, “Capitalization and Debt.”

* Environmental Compliance and Risk Manageme. Allegheny is working to effectively manage itsvgonmental compliance
efforts to ensure continuing compliance with apgitie federal and state regulations while contrglite compliance costs, reducing
emissions levels and minimizing its risk exposi

During the latter part of 2009, Allegheny complegesignificant, multi-year effort to install Scrudsis at its Fort Martin and
Hatfield’s Ferry generating facilities. Now in-sex®, the Scrubbers will reduce overall $€missions at these two facilities by m
than 95%. In addition to this initiative, Alleghengmpleted the elimination of a partial Scrubbepdss at its Pleasants generating
facility in 2007 and is currently evaluating poibrt control projects at other facilities. Althougpplicable environmental
regulations and initiatives, including but not lted to air and water quality issues and climatenghaoncerns, continue to present
Allegheny with significant challenges, all of Allegny’s supercritical coal

5
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generating units are scrubbed and a significantuataf SO, and mercury emissions have been elimin&ee “Risk Factors,”
“Capital Expenditures” and “Environmental Matters.”

» Energy Efficiency and Conservatio. Through its Watt Watchers program introduced in208legheny has implemented a
number of programs to encourage energy efficiemtlyanservation among its customers, in additiatsttong-standing portfolio
of existing energy conservation progral

Recently, Allegheny has undertaken initiativesasgonse to Pennsylvania’s Act 129 and Maryland’®#BWER Maryland
program, both of which establish demand-side rédngoals and required, among other things, tHfattdd utilities file with the
relevant state utility commissions specific plapsatibing the demanside management programs that they propose to imgpieir
order to reach those goals, as well as separats fdathe implementation of advanced, or “smartgtering. During 2009, the
Maryland PSC approved and provided for cost regowth respect to, Potomac Edison’s proposed derséel management
programs in Maryland, and the Pennsylvania PUCelgrgpproved West Penn’s proposed portfolio of gnefficiency and
conservation programs. In both Maryland and Penasyd, Allegheny’s proposed advanced infrastructumg metering proposals
remain subject to regulatory review.

Other conservation initiatives include, for exampiéegheny’s partnership with Energy Star , theAEPvoluntary market-based
program to reduce greenhouse gasses through eeffiggncy and its proposal to offer a voluntaryndienergy program to
customers in Pennsylvania. Allegheny continuexfoge other programs through which customers eanhase electricity from
renewable sources, and in December 2009, purclasadditional 13 MW of hydroelectric generationle§heny is also developii
a number of other new programs for customers thmglieves can help drive energy efficiency andseowation, such as
opportunities for home energy audits. See “Regujattatters Affecting Allegheny.”

» Transition to Market-Based RatesEach of the states in Allegheny’s service teryitother than West Virginia has, to some extent,
taken steps to deregulate its electric utility istaly, although Virginia has essentially reversededelation plans. Pennsylvania and
Maryland instituted customer choice and are transitg to market-based, rather than cost-basedhgrfor generation. Virginia
undertook to deregulate the provision of generaginvices beginning in 1999, but subsequent le@islaesulted in the re-
regulation of these services in January 2009 fostranstomers. In West Virginia, the rates chargeetail customers are regulated
by the West Virginia PSC and are determined thrauagiitional, cos-based regulated utility re-making.

In 2005, Allegheny implemented a plan to transifRennsylvania customers to generation rates basethdet prices through
increases in applicable rate caps in 2007, 2002846 and a two-year extension of the applicaldlesition period. Although the
Pennsylvania state legislature has, at times, ddlibeir extension, the rate caps applicable teghlény’s Pennsylvania customers
remain scheduled to expire at the end of 2010. \Wesh conducted auctions in April, June and Oct8b668 and in January 201C
purchase a portion of the power required to sdsveustomers in Pennsylvania beginning on Janua2@1l1. West Penn now has
contracts for approximately 67% of the power neddeskrve its residential customers, and nearliydiahe power needed to serve
its small and mid-sized nonresidential customer2011, resulting in only modest expected increasesastomer bills. Assuming
that average prices for the remaining auctions ieth& same as the average of the first four anstithe result would be an
increase in the typical West Penn residential enstts bill of 8.5%, assuming usage of 1,000 kWhmenth, and increases of only
0.6% and 2.0% for small and mid-sized nonresidkatistomers, respectively, in 2011 as compare®i®?2

Potomac Edison’s Maryland residential customerseniily can participate in a Maryland PSC-approvaddition plan. Residential
customers who did not opt out of the plan begarningeg surcharge in June 2007 that, with the expinadf residential rate caps and
the move to market-based rates on January 1, 2009¢rted to a credit on customers’ bills, such thads collected via the
surcharge in 2007 and 2008 are being returnedsitmmers to mitigate the effect of the rate cap
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expiration until December 2010 or such time asualbunts collected through the surcharge, plusesteare returned to customers.

AE Supply is serving a portion of Potomac Edisaviaryland customers pursuant to contracts that ramggngth from three to 29
months. Potomac Edison also has contracts with by to supply most of the power necessary toesBatomac Edison’s
Virginia customers through mid-2011. These contrastre awarded to AE Supply as a result of conipetitidding processes in
both Virginia and Maryland. Suppliers that are affiliated with Potomac Edison also were awardestiaets for portions of
Potomac Edison’s Virginia and Maryland load purguarthe competitive bidding process. In MarylaRdtomac Edison will
conduct rolling auctions to procure its power sypphe arrangements to serve Potomac Edison’sdbhgations in Virginia after
July 1, 2011 are still under development. See “Cetitipn,” “Regulatory Matters Affecting Allegheny,Risk Factors” and
consolidated financial statement Note 4, “RatesRegulation.”

» Cost Recover. In addition to its efforts to manage the traositio market-based generation rates, Alleghenyoikiwg to achieve
full recovery of its costs and a reasonable ratetfrn through the traditional rate-making procéssNovember 2008, following a
protracted dispute over Potomac Edison’s abilityetmover purchased power costs, the Virginia SQ@@ed a settlement allowing
Potomac Edison to transition all of its Virginiastomers to rates that would allow for full recovefypurchased power costs no
later than July 2011, and the Virginia SCC sepratgproved a transmission rate adjustment refatehird party transmission
costs and a rate increase to recover purchased posts in 200€

In West Virginia, a base rate case by which Monbetmand Potomac Edison propose to increase ratad by approximately $1
million beginning in June 2010 is under review bg West Virginia PSC. Additionally, in December 20the West Virginia PSC
approved a settlement with respect to annual fijelstments for Monongahela and Potomac Edison gioyifor an aggregate
increase of $118 million, effective January 1, 2q1l0s deferred recovery of an additional $23.1iaril See “Regulatory Matters
Affecting Allegheny,” “Risk Factors” and consoli@at financial statement Note 4, “Rates and Reguldtio

» Customer Satisfactiol. Allegheny continues to see high levels of satisf@ among its customers. For example, a leading
independent survey firm has ranked Allegheny fixstommercial and industrial satisfaction in thetheastern United States for the
last five consecutive years, and another firm rdnkiéegheny in the top quartile nationally for résntial customer satisfactic

» Virginia Asset Sale. On May 4, 2009, Potomac Edison signed definitiveeagents to sell its electric distribution openasian
Virginia to Rappahannock Electric Cooperative ahdriandoah Valley Electric Cooperative (togethes,“@ooperatives”) for cash
proceeds of approximately $340 million, subjecstmte and federal regulatory approval, certaimtparty consents and applicable
price adjustments. On September 15, 2009, Potorimsofzand the Cooperatives filed with the VirgiBiaC a joint request for
approval of the transaction. The Virginia SCC issagrocedural order scheduling an evidentiaryihgam the matter for March
2010. Se¢“Regulatory Matters Affecting Alleghe” and consolidated financial statement Not“Assets Held for Sal”

7
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Where You Can Find More Information

AE files or furnishes Annual Reports on Form 10earterly Reports on Form 10-Q, Current Reports@m 8-K, proxy statements
and other information with or to the SEC. You magd and copy any document that AE files with th€ SEthe SEG public reference roc
at 100 F Street, N.E., Room 1580, Washington, R0549. Please call the SEC at 1-800-SEC-0330 ftinduinformation on the public
reference room. These SEC filings are also avalabthe public from the SEC’s websiten#tp://www.sec.gov

The Annual Reports on Form 10-K, Quarterly Report$=orm 10-Q, Current Reports on Form 8-K, proxeshents, statements of
changes in beneficial ownership and other SECgiljrand any amendments to those reports, thatl@&viith or furnishes to the SEC under
the Exchange Act are made available free of chang&E’s website ahttp://www.alleghenyenergy.coms soon as reasonably practicable
they are electronically filed with, or furnished tbe SEC. AE’s website and the information corgditherein are not incorporated into this
report.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

In addition to historical information, this repadntains a number of forward-looking statementdedied in the Private Securities
Litigation Reform Act of 1995. Forward-looking infoation often may be identified by the use of wadsh as anticipate, expect, project,
intend, plan, believe and words and terms of sinsildostance used in connection with any discussfidature plans, actions or events.
However, the absence of these or similar words doemean that any particular statement is not dmdatooking. Forward-looking
statements herein may relate to, among other reatter

» regulatory matters, including but not limited tosganmental regulation, state rate regulation, sredstatus of retail generation
service supply competition in states served byDistribution Companies

» financing plans
* market demand and prices for energy, capacity, @oénatural ga:

» the cost and availability of raw materials, inchuglicoal, and Allegheny’s ability to enter into, nfgdand enforce long-term fuel
purchase agreemen

* PLR and power supply contrac

» results of litigation

» results of operation:

» internal controls and procedur:

» capital expenditure:

» status and condition of plants and equipm

» changes in technology and their effects on the &titiveness of Allegher’ s generation facilities
» work stoppages by Alleghe’s unionized employee

e capacity purchase commitments; ¢

» Allegheny's proposed merger with FirstEner:

Forward-looking statements involve estimates, etgiimns and projections and, as a result, are sutgeisks and uncertainties. There
can be no assurance that actual results will rifégrdinaterially from expectations. Actual results/b varied materially and unpredictably
from past expectations. Factors that could causab@sults to differ materially include, amongets, the following:

» the results of regulatory proceedings, includingcpedings related to rate

e plant performance and unplanned outa

» volatility and changes in the price and demandefergy and capacity and changes in the value ofF

» volatility and changes in the price of coal, natgas and other ener-related commaodities, as well as transportations;
» Allegheny's ability to enter into, modify and enforce longtefuel purchase agreemer

» the effectiveness of Alleghe’s risk management policies and procedt

» the ability and willingness of counterparties ttisfg their financial and performance obligatio

« changes in the weather and other natural phenor

« changes in Allegher's requirements for, and the availability and poEeesmission allowance

» changes in industry capacity, development and atbivities by Alleghen’s competitors

» changes in market rules, including changes to’s participant rules and tariffs, and defaults byeotmarket participant:

9
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» the loss of any significant customers or suppli

« changes in both customer usage and customer smgtblehavior and their resulting effects on exiséing future load requiremen
» the impact of governme-mandated energy consumption initiatives, as wefjeageral trends in resource conservat

« dependence on other electric transmission andrgasgortation systems and their constraints orlabibiy;

» the reliability of Alleghen’s own system and its ongoing compliance with NEBI@bility standards

* environmental regulation

» changes in other laws and regulations applicabkdlegheny, its markets or its activitie

» changes in the underlying inputs and assumptiocjding market conditions, used to estimate tlirevilues of commodity
contracts

» the effect of accounting pronouncements issuedgieally by accounting standésetting bodies
e entry into, any failure to consummate, or any défethe consummation of, contemplated asset salether strategic transactior

» the likelihood and timing of the completion of thposed merger with FirstEnergy, the terms andlitons of any required
regulatory approvals of the proposed merger, thgathof the proposed merger on Alleghengimployees and potential diversiol
managemer's time and attention from ongoing business dufirigyttme period

» complications or other factors that make it diffiaar impossible to obtain necessary lender corssentegulatory authorizations on
a timely basis

» recent and any future disruptions in the finangiarkets and changes in access to capital mau
» the availability of credit

e actions of rating agencie

» inflationary or deflationary trends and intereseraends

» general economic and business conditions, incluttiageffects of the current recession;

» other risks, including the effects of global insli& terrorism and war

For a more detailed discussion of certain riskdecaffecting Allegheny’s risk profile, see “Riskétors.”

10
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ALLEGHENY’S SALES AND REVENUES

Merchant Generation

The Merchant Generation segment generated 26,00d4mkWhs and 34,464 million kWhs of electricity 2009 and 2008,
respectively. The segment’s revenues were compafsie following:

Revenues (in millions) 2009 2008
PJM energy revent $ 936. $1,913.:
PJM capacity revent 356.2 195.2
Power hedge revenu 213t (363.9)
Other 102. 48.
Total operating revenut $1,608.¢ $1,792.¢

Regulated Operations

The Regulated Operations segment sold 42,040 miiwhs and 44,192 million kWhs of electricity tdai customers in 2009 and
2008, respectively. The segment’s operating revemere composed of the following:

Revenues (in millions) 2009 2008
Retail electric:
Generation and ancillau $2,280.( $1,902.°
Transmissior 118.¢ 124.2
Distribution 661.7 675.1
Total retail electric 3,060.: 2,702.(
Transmission services and bulk pow
PJM revenue, n¢ (198.9 (34.2)
Warrior Run generation reven 52.7 86.C
Transmission and oth: 100.1 73.Z
Total transmission Services and bulk po (46.0 125.1
Other 36.€ 28.2
Total operating revenut $3,051. $2,855.1

For more information regarding each segment’s regerand operating results, as well as intersegregahues and costs eliminated in
Allegheny’s consolidated financial statements,“éé@nagement’s Discussion and Analysis of Finan€ahdition and Results of Operations”
and consolidated financial statement Note 12, “Sagrmformation.”

11
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CAPITAL EXPENDITURES

Actual capital expenditures for 2009 and estimatgupital expenditures for 2010 and 2011 are showa cash basis in the following

table. The amounts and timing of capital expendgare subject to continuing review and adjustnamd,actual capital expenditures may
vary from these estimates.

(2)
(b)

(©

(d)

Actual Projected
(in millions) 2009 (a) 2010 2011
Transmission and distribution facilitie
TrAlL and related transmission expansion $ 455.¢ $ 358.¢ $ 95.4
PATH Project (c 43.7 21.2 23.¢
Other transmission and distribution facilit 216.] 402.5 340.%
Total transmission and distribution faciliti 715.2 782.¢ 459.¢
Environmental
Fort Martin Scrubbers (c 160.% 34.C —
Hatfield Scrubbers (c 135.2 21.C —
Other 39.C 97.C 158.t
Total environmente 334.¢ 152.( 158.t
Other generation facilitie 81.€ 100.( 58.7
Other capital expenditure 20.5 46.C 19.1
Total capital expenditures $1,152.: $1,080.¢ $696.2

For more information, see consolidated financiateshent Note 1:*Segment Informatio”

TrAlL has a target completion date of 2011 andestimated cost of approximately $850 milliorAlLrCompany is also engaged in
other transmission projeci

Excludes capital expenditures related to Ag®&ion of the West Virginia Series of PATH, LLChigh were $14.1 million in 2009.
Allegheny’s share of the total cost of the projeastimated at $1.2 billion. The revised in-sezvilate for PATH is expected to be
determined in PJI's 2010 RTEP

The installation of Scrubbers at both the Fort Maaihd Hatfiel’s Ferry generating stations was completed in 2

The foregoing table does not include certain offzeential capital projects the need or regulatoandate for which currently may be

uncertain, including but not limited to additioielnsmission investment opportunities, some of tviwdl be subject to the PIM RTEP
process, and costs that Allegheny could incur imeation with the installation of certain additibpallution control equipment at its
generating facilities.

12
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ELECTRIC FACILITIES

Generation Capacity

Allegheny’s owned or controlled generation capaatyer than the capacity owned and controlled lmpbdhgahela, is included in the
Merchant Generation segment. Monongahela’s geoergiincluded in the Regulated Operations segment.

Nominal Maximum Operational Generation Capacity

Merchant Generation Regulated Operation: Commencemen
Total
Stations Units MW Segment (MW) Segment (MW) Dates (a)
Supercritical Coal Fired (Steam):
Harrison (Haywood, WV 3 1,98: 1,57¢ 407 1972-74
Hatfield's Ferry (Masontown, P/ 3 1,71C 1,71C 196¢-71
Pleasants (Willow Island, W\ 2 1,30C 1,20C 10C 197¢-80
Fort Martin (Maidsville, WV) 2 1,107 1,10% 1967-68
Other Coal Fired (Steam):
Armstrong (Adrian, PA 2 35€ 35€ 195¢-59
Albright (Albright, WV) 3 292 292 1952-54
Mitchell (Courtney, PA 1 28¢ 28¢ 196:
Willow Island (Willow Island, WV) 2 243 243 194¢-60
Rivesville (Rivesville, WV) 2 13C 13C 194:-51
R. Paul Smith (Williamsport, MD 2 11€ 11€ 1947-58
OVEC (Chelsea, OH) (Madison, IN) ( 11 78 67 11
Pumped-Storage and Hydro:
Bath County (Warm Springs, VA) ( 6 1,10¢ 65€ 451 1985; 200
Lake Lynn (Lake Lynn, PA) (d 4 52 52 192¢
Allegheny Lock & Dam 5 (Freeport, PA) ( 2 6 6 1987
Allegheny Lock & Dam 6 (Freeport, PA) ( 2 7 7 198¢
Green Vally Hydro (f, 21 6 6 Various
Gas Fired:
AE Nos. 3, 4 & 5 (Springdale, P/ 3 54C 54C 200z
AE Nos. 1 & 2 (Springdale, P£ 2 88 88 199¢
AE Nos. 8 & 9 (Gans, PA 2 88 88 200(
AE Nos. 12 & 13 (Chambersburg, P 2 88 88 2001
Buchanan (Oakwood, VA) (¢ 2 43 43 2002
Hunlock CT (Hunlock Creek, P£ 1 44 44 200(
Oil-Fired (Steam):
Mitchell (Courtney, PA 1 82 82 194¢
Total Capacity 9,75¢ 7,01F 2,741

(@ When more than one year is listed as a commestiedate for a particular generation facility, tiaes refer to the years in which
operations commenced for the different units at gemeration facility

(b) The amount attributed to OVEC represents cépadiitlement through AE’s ownership of OVEC shsar&E holds a 3.5% equity stake
in, and is a sponsoring company of, OVEC. OVEC $§apmower to its sponsoring companies under aréompany power agreeme
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(c)
(d)
(€)

This figure represents capacity entitlement throoghership of AGC

AE Supply has a license for Lake Lynn through 2(

AE Supply purchased hydroelectric generatiailifies at Allegheny Lock and Dam Nos. 5 & 6 indenber 2009. See consolidated
financial statement Note 1“Purchase of Hydroelectric Generation Facili”

(H The licenses for Green Valley hydroelectriciiies Dam No. 4 and Dam No. 5, located in Wedtgifiia and Maryland, will expire in
November 2024. The licenses for the Shenandoah,@Wadruray and Newport projects located in Virginia through 2024

(g) Buchanan Energy Company of Virginia, LLC (“Baetan”) is a subsidiary of AE Supply. CNX Gas Cogtimn and Buchanan have
equal ownership interests in Buchanan Generatidd ({Buchanan Generation”AE Supply operates and dispatches 100% of Buct
Generatio’s 86 MWs.

PURPA Capacity

The following table shows generation capacity,ddition to that reflected in the table above, featvailable to the Distribution

Companies through state utility commission-appraaedngements pursuant to PURPA. PURPA requiresrigleitility companies, such as
the Distribution Companies, to interconnect witfgyide backup electric service to and purchase electric céypaoid energy from qualifyin
small power production and cogeneration facilit#yough electric utilities are no longer requitecnter into any new contractual obliga
to purchase energy from a qualifying facility if RE finds that the facility has non-discriminatogcass to a functioning wholesale market
and open-access transmission. The capacity purcheected in this table are reflected in the itssaf the Regulated Operations segment.

PURPA Capacity (MW)

Contract

Project Potomac West Termination
PURPA Stations (a) Total Monongahele Edison Penr Date
Coal Fired (Steanr
AES Warrior Run (Cumberland, MD) (| 18C 18C 203(
AES Beaver Valley (Monaca, P/ 12t 12t 201¢
Grant Town (Grant Town, WV 80 80 203¢
West Virginia University (Morgantown, W\ 50 50 2027
Hydro:
Hannibal Lock and Dam (New Martinsville, W' 31 31 . 203¢
Total PURPA Capacity 46€ 161 18C 12t
(@) AE Supply purchased hydroelectric generatingif@s at Allegheny Lock and Dam Nos. 5 & 6, piaysly PURPA stations with

(b)

generating capacity of 13 MW, in December 2(

As required under the terms of a Maryland testtiring settlement, Potomac Edison offers the I8 output of the AES Warrior Run
project to the wholesale market and will continoeld so for the term of the AES Warrior Run cortiradich ends on February 10,
2030. Revenue received from the sale reduces ti&WEarrior Run surcharge paid by Maryland custorr
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Transmission and Distribution Facilities

The following table sets forth the existing mildsT&D lines and the number of substations of thetBihution Companies and AGC as
of December 31, 2009:

Total Miles Number of
Consisting of Transmission anc

Above- Total 500-Kilovolt Distribution

Underground Ground Miles (kV) Lines Substations
Monongahelz 923 24,24 25,167 25C 242
Potomac Ediso 5,44 19,671 25,11« 17€ 22t
West Pent 3,04 25,921 28,97« 27€ 507
AGC (a) — 87 87 87 1
Total 9,41% 69,92¢ 79,34: 78¢ 97t

(&) Total Bath County transmission lines, of whidBC owns an undivided 40% interest and Virginiadiie and Power Company owns
the remaindel

The Distribution Companies’ transmission network b extra-high-voltage (345 kV and above) ando3&l-voltage interconnections
with neighboring utility systems.
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10f2

* Omits OVEC, in which AE owns a 3.5% interest, and does not reflect the
TrAIL and PATH Projects.
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FUEL, POWER AND RESOURCE SUPPLY

Coal Supply

Allegheny primarily uses Northern Appalachian cafits coal-fired generating facilities. Most oflégheny’s coal purchase agreements
contain specified prices and include price adjustnpeovisions related to changes in specified oatites, as well as to specific events, such
as changes in regulations that affect the coaldtngu

Developments and operational factors affectinggkieny’s coal suppliers, including increased cdsassportation constraints, safety
issues and operational difficulties, may have riegaffects on coal supplier performance. Additibnallegheny has experienced, and may
continue to experience, increases in other fuateel costs, such as its fuel handling and tranafontcosts and its costs to procure lime, urea
and other materials necessary to the operatiots gioilution control equipment. Furthermore, white longer-term contracts that AE Supply
and Monongahela have in place are intended togtlgirmitigate Allegheny’s exposure to negative flustions in coal prices, in some cases,
those contracts may require that AE Supply and Mgabela purchase a minimum volume of coal ovevargiime period. During 2009, a:
result of falling demand and market prices for pgudlegheny’s coal consumption decreased signifilya and it was required at times to
purchase coal in excess of immediate needs, neguiticoal inventories at some of its facilitieattkxceed what it considers to be optimal
levels. See “Risk Factors.”

Merchant Generation AE Supply consumed approximately 10.1 milliongaf coal in 2009 at an average price of approxéigat
$54.87 per ton delivered. Allegheny purchased thfigsls primarily from mines in Pennsylvania, Westgihia and Ohio. However, Alleghe
also purchases coal from other regions, and bleodsfrom the Powder River Basin with eastern bihous coal at one of its generating
facilities.

Historically, AE Supply has purchased a majoritytefcoal from a limited number of suppliers. Of Skpply’s coal purchases in 2009,
67% came from subsidiaries of four companies, dhgelst of which represented 24% of the total tamshased.

As of February 19, 2010, AE Supply had commitméatshe delivery of more than 98% of the coal th&t Supply expects to consume
in 2010. Excluding volumes that are priced annuiadiged on market conditions, AE Supply also hadneibments for the delivery of
approximately 65% of its anticipated coal need2fiit1 and for approximately 59%, 54% and 50% odiiticipated coal needs for 2012,
2013 and 2014, respectively.

Regulated OperationsMonongahela consumed approximately 3.1 milliamstof coal in 2009 at an average price of approtéima
$60.91 per ton delivered. Monongahela purchasesktheels primarily from mines in Pennsylvania, Wéisginia and Ohio. However,
Monongahela also purchases coal from other regarsblends coal from the Powder River Basin wéthtern bituminous coal at several
generating facilities.

Historically, Monongahela has purchased a majarftys coal from a limited number of suppliers. @bnongahela’s coal purchases in
2009, 76% came from subsidiaries of three compatihiedargest of which represented 28% of the totad purchased.

As of February 19, 2010, Monongahela had commitmentthe delivery of more than 98% of the coat flanongahela expects to
consume in 2010. Excluding volumes that are pran@tually based on market conditions, Monongahela lahd commitments for the
delivery of approximately 58% of its anticipatechtoeeds for 2011 and for approximately 46%, 44%4itP6 of its anticipated coal needs
2012, 2013 and 2014, respectively.

Natural Gas Supply

AE Supply purchases natural gas to supply its aagas-fired generation facilities. In 2009, AE Blyppurchased its natural gas
requirements principally in the spot market.
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AE Supply has an agreement under a FERC-approvi#fdish Kern River Gas Transmission Company fbe ffirm transportation of
45,122 decatherms of natural gas per day from Qpgbming to southern California. The transportati@neement runs through April 30,
2018. AE Supply is managing this obligation througbnthly financial basis swaps and the concompanthase and sale of physical natural
gas.

Electric Power

Allegheny reorganized its corporate structure spomse to electric utility deregulation within $srvice area between 1999 and 2001.
The Distribution Companies, with the exception afiMdngahela and its West Virginia generation asgetsot produce their own power.
Potomac Edison transferred all of its generati@etssto AE Supply in 2000. West Penn transferreof éis generation assets to AE Supply in
1999. Monongahela transferred the portion of itsegation assets dedicated to its previously-ownleid €ervice territory to AE Supply in
2001. Effective as of January 1, 2007, MonongahethAE Supply completed an intra-company transfaiseets that realigned generation
ownership and contractual obligations within théegheny system (the “Asset Swap”). See “Regulaksamework Affecting Allegheny.”

Pennsylvania instituted retail customer choiced86land is transitioning to market-based, rathan tost-based pricing for generation.
West Penn is the PLR for those Pennsylvania customleo do not choose an alternate supplier or whtisenate supplier does not deliver or
who choose to return to West Penn service, in eash at rates that are capped at various levelsghrthe end of the transition period.
Currently, West Peng’transition period will end on December 31, 204B.Supply is contractually obligated to provide WEsnn with mos
of the power that it needs to meet its PLR oblmatiin Pennsylvania through the end of the trasjieriod. In July 2008, the Pennsylvania
PUC approved West Penn’s proposed power procureptemipursuant to which West Penn has begun taupedts post-transition period
power requirements through a combination of contigety bid contracts and spot market purchases.

Potomac Edison has contracts with AE Supply to bupst of the power necessary to serve PotomasoBti Virginia customers
through mid-2011. AE Supply also is serving a portof Potomac Edison’s Maryland customers pursteaobntracts that range in length
from three to 29 months. These contracts were aadaial AE Supply as a result of competitive biddimgcesses in both Virginia and
Maryland. Suppliers that are not affiliated witht&®nac Edison also were awarded contracts for pwstid Potomac Edison’s Virginia and
Maryland load pursuant to the competitive biddinggess. In Maryland, Potomac Edison will conduditng auctions to procure its power
supply. In May 2009, Potomac Edison signed defiaiagreements to sell its electric distributionragiens in Virginia to Rappahannock
Electric Cooperative and Shenandoah Valley Ele@doperative, subject to certain closing conditi®ese “Business — Overview,” “Risk
Factors,” and consolidated financial statement ot&ssets Held for Sale.”

Prior to January 1, 2007, AE Supply sold poweratoPac Edison to serve customers in Potomac Edisate’st Virginia service
territory. In connection with the Asset Swap, Mogahela assumed the obligation to supply power torfac Edison to meet its West
Virginia load obligations through 2027. Monongahsddis the power that it generates from its Wesgitia jurisdictional assets into the PIJM
market and purchases from the PIM market the poeessary to meet its West Virginia jurisdictiooastomer load and contractual
obligations to provide power, including its obligeis to supply power to Potomac Edison.
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COMPETITION

Each of the states in Allegheny’s service territather than West Virginia has, to some extengtasteps to deregulate its electric
utility industry, although Virginia has essentiatversed deregulation plans. Pennsylvania and lgfadyinstituted customer choice and are
transitioning to market-based, rather than cosethgesicing for generation. Virginia undertook taegulate the provision of generation
services beginning in 1999, but subsequent legislaesulted in the re-regulation of these servinekanuary 2009 for most customers.

In 2005, Allegheny implemented a plan to transifRemnsylvania customers to generation rates basathdket prices through increa
in applicable rate caps in 2007, 2009 and 2010sameb-year extension of the applicable transitierigul. Although the Pennsylvania state
legislature has, at times, debated their extensientate caps applicable to Allegheny’s Pennsyvanstomers remain scheduled to expire at
the end of 2010. West Penn conducted auctions iil, Apne and October 2009 and January 2010 tdhaseca portion of the power required
to serve its customers in Pennsylvania beginningasuary 1, 2011. In the April 2009 auction, AE 8lypvas awarded 17-month and 29-
month residential contracts representing approxaipa million megawatt-hours of generation suppiythe June 2009 auction, AE Supply
was awarded two non-residential contracts to debviotal of approximately 700,000 megawatt-hodrgemeration supply over a 17-month
period. In the October 2009 auction, AE Supply wasrded 17-month and 29-month residential contiatisthree 17-month non-residential
contracts to deliver a total of 1.8 million megataaurs of generation supply.

AE Supply is serving a portion of Potomac Edisdiaryland customers pursuant to contracts that ramtength from three to 29
months. Potomac Edison also has contracts with &by to supply most of the power necessary toes@atomac Edison’s Virginia
customers through mid-2011. These contracts weeedetl to AE Supply as a result of competitive bidddrocesses in both Virginia and
Maryland. Suppliers that are not affiliated witht&®nac Edison also were awarded contracts for pwstid Potomac Edison’s Virginia and
Maryland load pursuant to the competitive biddinggess. In Maryland, Potomac Edison will condudtng auctions to procure its power
supply. The arrangements to serve Potomac Edismadsobligations in Virginia after July 1, 2011 atédl under development. In May 2009,
Potomac Edison signed definitive agreements tatsedlectric distribution operations in Virginiarfcash proceeds of approximately $340
million, subject to state and federal regulatorprapal, certain third-party consents and applicainlee adjustments. See “Regulatory
Framework Affecting Allegheny,” “Risk Factors,” ceslidated financial statement Note 3, “Assets HetdSale” and Note 4, “Rates and
Regulation.”
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REGULATORY FRAMEWORK AFFECTING ALLEGHENY

The interstate transmission services and wholggaler sales of the Distribution Companies, TrAlLnGaany, PATH, LLC, AE Supp!
and AGC are regulated by FERC under the FPA. Tis&ribution Companies’ local distribution servicedagales at the retail level are subject
to state regulation. In addition, Allegheny is &dbjto numerous other local, state and federal, lesggilations and rules. See “Risk Factors.”

Federal Regulation and Rate Matters

FERC, Competition and RTOs

Allegheny’s generation and transmission busineasesignificantly influenced by the actions of FEBR@ugh policies, regulations and
orders issued pursuant to the FPA. The FPA givd3d-Exclusive jurisdiction over the rates, terms aonditions of wholesale sales and
transmission of electricity in interstate commet€etities, such as the Distribution Companies, Tr&bmpany, the operating subsidiaries of
PATH, LLC, AE Supply and AGC, that sell electriciy wholesale or own transmission facilities argjesct to FERC jurisdiction and must
file their rates, terms and conditions for suclesatith FERC. Rates for wholesale sales of elégtngay be either cost-based or market-
based. Rates for use of transmission facilitieslatermined on a cost basis.

FERC's authority under the FPA, as it pertains ledheny's generation and transmission businesses, alsgle®| but is not limited t:
licensing of hydroelectricity projects; transmigsiaterconnections with other electric facilitiésnsfers of public utility property; mergers,
acquisitions and consolidation of public utilitystsgms and companies; issuance of certain secuit@sssumption of certain liabilities;
accounting and methods of depreciation; transmis®bability; siting of certain transmission fatigs; allocation of transmission rights;
relationships between holding companies and théitip utility affiliates; availability of books andecords; and holding of a director or offi
position at more than one public utility or spesificompany.

FERC's policies, regulations and orders encouragepetition among wholesale sellers of electriclty.support competition, FERC
requires public utilities that own transmissioniliies to make such facilities available on a rdieeriminatory, open-access basis and to
comply with standards of conduct that prevent tmgiasion-owning utilities from giving their affiliatl sellers of electricity preferential access
to the transmission system and transmission infaomaTo further competition, FERC encourages tnaission-owning utilities to participate
in regional transmission organizations (“RTOs”")lsas PJM, by transferring functional control ovegit transmission facilities to RTOs.

All of Allegheny’s generation assets and power $yppligations are located within the PIJM markeigl #JM maintains functional
control over the transmission facilities owned by Distribution Companies and TrAIL Company. PIMm@pes a competitive wholesale
electricity market and coordinates the movememnttodlesale electricity in all or parts of Delawalténois, Indiana, Kentucky, Maryland,
Michigan, New Jersey, North Carolina, Ohio, Penveyia, Tennessee, Virginia, West Virginia and th&ttfizt of Columbia. PIM is also
responsible for developing and implementing the RT&r the PJM region to ensure reliability of thectric grid and promote market
efficiency. In addition, PJM determines the requiemts for, and manages the process of, intercangeatw and expanded generation
facilities to the grid. Changes in the PIM tarifberating agreement, policies and/or market rubesdcadversely affect Allegheny’s financial
results. See “Risk Factors.”

Transmission Rate DesignFERC actions with respect to the transmissita dasign within PJM may impact the Distribution
Companies. Beginning in July 2003, FERC issuediasef orders related to transmission rate defigthe PIJM and Midwest Independent
Transmission System Operator (“MISO”) regions. $jeadly, FERC ordered the elimination of multipded additive (i.e., “pancaked”) rates
and called for the implementation of a long-tere @esign for these regions. In November 2004, FEd¢&Eted long-term
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regional rate proposals, concluding that neitherrtiie design proposals nor the existing PJIM rasegd had been shown to be just and
reasonable. FERC ordered the continuation of tietieg PJM zonal “license plate” rate design arglithplementation of a transition charge
for these regions during a 16-month transitiongeedommencing on December 1, 2004 and ending ochvizglt, 2006. Subsequently,
transition charge proposals were submitted by imégsion owners and accepted by FERC subject twidergiary hearing to determine if the
amount of the charges was just and reasonable aRefef the November 2004 order is pending beFd&C and will be subject to possible
judicial review. Allegheny cannot predict the outw of this proceeding or whether it will have a eni impact on its business or financ
position.

During the now-expired transition period, the Distition Companies were both payers and payeeswsition charges. These charges
resulted in the payment by the Distribution Comparof $13.3 million and payments to the Distribnt@ompanies of $3.5 million during the
transition period. Following the evidentiary hegrian administrative law judge issued an initiadigien finding the methodologies used to
develop the transition charges to be deficient. ifili@l decision is now before FERC for review amdy be accepted, rejected or modifiec
FERC. Based on its review of the initial decisiBERC may require the Distribution Companies tomdfaome portion of the amounts
received from these transition charges or entitteRistribution Companies to receive additionakrawe from these charges. In addition, the
Distribution Companies may be required to pay aoldil amounts as a result of increases in theitransharges previously billed to them,
or they may receive refunds of transition chargesipusly billed. Allegheny cannot predict the @ of this proceeding or whether it will
have a material impact on its business or finarpaition.

The Distribution Companies have entered into nisigl settlements with regard to the transitioarges. FERC has approved eight of
these settlements. FERC action is pending forgh®ming partial settlement.

In April 2007, FERC issued an order addressingstrassion rate design within the PIM region. Indrger, FERC directed the
continuation of the zonal “license plateite design for all existing transmission facibtigithin the PJM region, the allocation of costaefv,
centrally-planned transmission facilities operatagr above 500 kV on a region-wide “postage stamnfisocialized” basis, and the
development of a detailed “beneficiary pays” metilogdy for the allocation of costs of new transnossiacilities below 500 kV.
Subsequently, FERC approved a detailed “benefigagps” methodology developed through settlemerudisions among several parties to
the underlying FERC proceedings. On August 6, 2609U. S. Court of Appeals for the Seventh Circaithanded this decision to FERC for
further justification with regard to the allocatiohcosts for new 500 kV and above transmissioilifi@s but denied petitions for review
relating to FERC's decision with regard to the joricof existing transmission facilities. On Januaty 2010, FERC issued an order
establishing a paper hearing in response to therle\Circuit’'s remand.

Under the zonal “license plate” rate design fosBrg transmission facilities, costs associateth witch facilities are allocated on a load
ratio share basis to load serving entities, sudbad distribution utilities, located within theahsmission owner’s PIJM transmission zone. As
a result of this rate design, the load servingtguibes not pay for the cost of transmission faeglilocated in other PJM transmission zones
even if the load serving entity engages in transastthat rely on transmission facilities locatedther zones. The region-wide “postage
stamp” or “socialized” rate design for new, cenyrgllanned transmission facilities operating aabove 500 kV results in charging all load
serving entities within the PJM region a uniforrterbased on the aggregated costs of such transmissiilities within the PJM region
irrespective of whether the transmission servieigled to the load serving entity requires the alaise of such facilities. For the
“beneficiary pays” methodology, the costs of neuwilfdes under 500 kV are allocated to load servémgities based on a methodology that
considers several factors but is not premised tipemproximity of the load serving entity to the nfawilities or the zone in which the new
facilities are located.

In January 2008, FERC accepted a compliance fdirigmitted by certain PIJM and MISO transmission owestablishing the
transmission pricing methodology for transactionslving transmission service originating in thé/P&gion or the MISO region and
terminating in the other region. The methodology
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maintains the existing rate design for such tratisae under which PIJM and MISO treat transactitwas $ource in one region and sink in the
other region the same as transactions that soarteiak entirely in one of the regions. These hnégrional transactions are assessed only the
applicable zonal charge of the zone in which thagaction sinks and no charge is assessed in ieeafdhe region where the transaction
originates. Judicial review of FERC's order in thiatter is pending. Allegheny cannot predict thizome of these proceedings or whether
they will have a material impact on its businesfirmncial position.

Wholesale Markets In August 2005, PJM filed at FERC to replace itsamty market with a new Reliability Pricing Model,
“RPM,” to address reliability concerns. On April,ZD06, FERC issued an initial order that found RJdpacity market to be unjust and
unreasonable and set a process to resolve featiuttes RPM that needed to be analyzed further leafarould determine whether the RPM is
a just and reasonable capacity market process. kE&€ed the implementation of settlement procesluré¢his proceeding, and AE Supply
and the Distribution Companies joined in a settlenagreement that was filed with the FERC on Sep&r29, 2006. The settlement
agreement created a locational capacity marked v, fh which PIJM procures needed capacity resoulzesigh auctions held three years in
advance at prices and in quantities determinechbgdaninistratively established demand curve. Utldesettlement agreement, capacity
needs in PJM are met either through purchases mdbe proposed auctions or through commitmentoag serving entities (“LSES”) to
self-supply their capacity needs. On December QR62FERC conditionally approved the settlemenéagrent, the implementation of which
began with the 2002008 PJM planning year. Base year capacity auctiane held in April, July and October of 2007, andary and May ¢
2008 and May of 2009. On June 25, 2007 and agaMowember 11, 2007, FERC issued orders denyingipgmdquests for rehearing of the
December 22, 2006 order and affirming its acceariche RPM settlement agreement. Several pdréies appealed FERC's orders
approving the RPM settlement, and those appealsuarently pending at the United States Court opéads for the District of Columbia
Circuit. On May 30, 2008, several parties namirgnbelves the “RPM Buyers” filed a complaint at FES8€king a retroactive reduction in
the RPM clearing prices for several RPM auctiora Have already been conducted. On September 08, EERC issued an order denying
the RPM Buyers’ complaint. In June 2009, FERC d&nézjuests for rehearing of the September 19, 28&. The Maryland PSC and New
Jersey Board of Public Utilities have appealed FER@er denying the RPM Buyersbmplaint to the United States Court of Appealstiia
District of Columbia circuit, which appeal remajmsnding.

PJM Calculation Error. In September 2009, PJM reported that it had diseova modeling error in the market-to-market pofi@y
calculations between PJM and MISO. The error, whiates back to April 2005, was a result of the irext modeling of certain generation
resources that have an impact on power flows a¢hesBJM/MISO border. Allegheny currently is papating in FERC settlement
discussions on this issue. Although the amounteferror is subject to dispute, PJM estimated pteSeber 2009 the magnitude of the error
to be approximately $77 million. Should a paymenPdM to MISO relating to this modeling error bguied, the method by which PIM
would allocate any such payment to PIJM participantduding Allegheny, is uncertain at this time.

Reliability Standards The Energy Policy Act amended the FPA to, amathgr matters, provide FERC with the authority versee
the establishment and enforcement of mandatorghiéty standards designed to assure the relighdgation of the bulk power system. FE
certified NERC as the Electric Reliability Orgartina responsible for developing and enforcing aoerit-wide reliability standards. NERC
has established, and the FERC has approved, tijisgtandards that impose certain operating, red@eping and reporting requirements on
the Distribution Companies, TrAIL Company, PATH, CLAE Supply and AGC.

While NERC is charged with establishing and enfogcppropriate reliability standards, it has deledaheir day-to-day
implementation and enforcement to eight regionakrsight entities, including ReliabilityFirst Cordion (“ReliabilityFirst”). These regional
oversight entities are responsible for developegjanal reliability standards that are consisteitit WERC'’s standards. Each regional entity
has its own compliance program designed to moragsess and enforce compliance with the applicabébility standards through
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compliance audits, self-reporting and exceptiororgpg mechanisms, self certifications, compliamim@ation investigations, periodic data
submissions and complaint processes. Alleghenyrismber of ReliabilityFirst, participates in the RE and ReliabilityFirst stakeholder
processes and monitors and manages its operatisasponse to the ongoing development, implememtaind enforcement of relevant
reliability standards. Allegheny has been, and galhtinue to be, subject to routine audits withpees to its compliance with applicable
reliability standards and has settled certain eglassues. In addition, ReliabilityFirst is curigrdtonducting several violation investigations
that have been self-reported by Allegheny. Theltesii these proceedings and investigations havéaa, and are not expected to have, any
material impact on Allegheny’s operations or theutts thereof. See “Risk Factors.”

Transmission Expansion

TrAlIL Project. TrAlL is a new, 500kV transmission line currgntinder construction that will extend from southtw@snnsylvania
through West Virginia and into northern VirginiaAIL is scheduled to be completed and placed imisemo later than June 2011. PIM,
which is an RTO, directed the construction of TrAdirsuant to its 2006 RTEP to assure the contimeiébility of the transmission grid and
reduce congestion in the PJM region. FERC hagdjatisn over the rates for transmission of eledyiander the FPA. Rates for transmission
service must be filed with and approved by FERCenr&kction 205 of the FPA. The Energy Policy Ack005 directed, among other things,
that FERC develop incentive-based mechanisms toueage new investment in electric transmissiorlifees that will improve electric
reliability and lower costs for consumers. PursuarRERC rules implementing that directive andtdesment agreement resolving alll
outstanding issues regarding TrAIL Company’s foramadte filing, FERC approved certain rate incergtifge TrAIL Company, including:

e a12.7% return on equity for TrAIL and the BlackkC&\VC;
e an 11.7% return on equity for all other TrAIL Comgaransmission projects for which an incentiverat return is not requeste

e areturn on construction work in progress (“CWIRH) most components of TrAlIL prior to completionedfnstruction and
placement into service (while an Allowance of Fuhided During Construction (“AFUDC") is applicable ¢ertain other
components and related facilities of TrAIL); a

» recovery of prudently incurred development and troietion costs if TrAIL is abandoned as a resultaattors beyond TrAIL
Compan’s control.

PATH Project. PJM authorized the construction of PATH in June2@llegheny and a subsidiary of AEP formed PATH(Lto
build PATH, and in December 2007, PATH, LLC subaitt filing to FERC under Section 205 of the FPAmplement a formula rate tariff
effective March 1, 2008. The filing also includedeguest for certain incentive rate treatmentsdbruary 2008, FERC issued an order se
the cost of service formula rate to calculate ahrexgenue requirements for the project and grarttiegfollowing incentives:

e areturn on equity of 14.39
* areturn on CWIP
» recovery of prudently incurred st-up business and administrative costs incurred poitie time the rates go into effect; ¢

» recovery of prudently incurred development and troietion costs if PATH is abandoned as a resutaotors beyond the control of
PATH, LLC.

In December 2008, PATH submitted to FERC a settigrobthe formula rate and protocols with the aefparties. FERC approval of
the settlement is pending. Rehearing of the Felpr2@y 2008 order with respect to return on equétyains pending before FERC.
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In December 2009, PJM conducted certain sensitanlyses as directed by a Virginia SCC Hearingitimar and advised PATH-VA
that these analyses suggest that the PATH Prgjgetaais not to be needed in June 2014 as a resuttedluction in the scope and severity of
observed NERC reliability violations. PIM furthelvesed that consistent with PJM processes, the PRiidject will be considered in the
2010 RTEP to determine when it will be needed soivee NERC reliability violations.

National Interest Electric Transmission Corridor ({IETC”) . In October 2007, the DOE issued a NIETC degigndor the mid-
Atlantic corridor that includes the areas in whiaglAIL is being constructed and PATH is proposedé¢osited. Challenges by several entities
to the mid-Atlantic corridor designation are perdin the United States Court of Appeals for thetNi@ircuit. Briefing has concluded in this
proceeding, in which AE and certain of its subgiémare intervenors. Allegheny cannot predictahtcome of this proceeding or whether it
will have a material impact on its business ortiicial position.

In February 2009, the United States Circuit Coarttfie Fourth Circuit ruled on challenges to FER{@s promulgated for siting
transmission lines within a NIETC. The Court helthong other things, that a state’s outright desfial transmission siting application within
one year does not constitute withholding of apprauthin one year, rejecting FERC's interpretatigfithe relevant provision of the FPA.
FERC, the Distribution Companies, TrAIL Company atlder parties filed a petition for a writ of certari with the United States Supreme
Court with respect to the Fourth Circuit’s decisibat that petition was denied.

PURPA

The Public Utility Regulatory Policies Act of 19T®URPA”) requires electric utility companies, such as thetiitiution Companies,
interconnect with, provide back-up electric senticand purchase electric capacity and energy ffoalifying small power production and
cogeneration facilities, although, as a resulthtafriges in the FPA arising out of the Energy Poficy; electric utilities are no longer required
to enter into any new contractual obligation toghaise energy from a qualifying facility if FERCdmthat the facility has non-discriminatory
access to a functioning wholesale market and opeasa transmission.

For 2009, the Distribution Companies committeduochase 479 MWs of qualifying PURPA capacity, attRIPA expense pursuant to
these contracts totaled approximately $230.6 millithe average cost to the Distribution Companfeékese power purchases was 6.8
cents/kWh. In December 2009, AE Supply purchaséeighkny Lock and Dam Nos. 5 & 6, which togethempdya total of 13 MW.
Previously, the Distribution Companies had purctgsewver generated by these facilities pursuanttBIPA contracts. Consequently, the
Distribution Companies have committed to purcha®MWs of qualifying PURPA capacity for 2010. ThestBibution Companies are
currently authorized to recover substantially llfreese costs in their retail rates. The DistribatCompanies’ obligations to purchase power
from qualified PURPA projects in the future may eed amounts they are authorized to recover froin ¢histomers, which could result in
losses related to the PURPA contracts.

State Rate Regulation

Pennsylvania

Pennsylvania’'s Electricity Generation Customer €aa@ind Competition Act (the “Customer Choice Actihich was enacted in 1996,
gave all retail electricity customers in Pennsylaahe right to choose their electricity generatsupplier as of January 2, 2000. Under the
Customer Choice Act and a subsequent restructsattement (the “1998 Restructuring Settlementfraped by the Pennsylvania PUC,
West Penn transferred its generation assets touppl$. West Penn retained its T&D assets. Unded 888 Restructuring Settlement, West
Penn is the default provider for those customers ddnot choose an alternate supplier, whose altesupplier does not deliver, or who h
chosen to return to West Penn service, in eachatasges that are capped at various levels dun@gpplicable transition period. West
Penn’s T&D assets are subject to traditional ragdlatility ratemaking (i.e., cost-based rates).
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Joint Petition and Extension of Generation Rate Cap By order entered on May 11, 2005, the PennsjdvBb/C approved a Joint
Petition for Settlement and for Modification of th898 Restructuring Settlement, as amended, amasi Pénn, the Pennsylvania Office of
Consumer Advocate, the Office of Small Businessdadte, The West Penn Power Industrial Intervenodscartain other parties (the “2004
Joint Petition™). The 2004 Joint Petition extendgaheration rate caps for most customers from 20@®10 and provided for increases in
generation rates in 2007, 2009 and 2010, in additigoreviously approved rate cap increases fo620@ 2008. The order approving the
2004 Joint Petition also extended distribution ps from 2005 through 2007, with an additiontd cap in place for 2009 at the rate in
effect on January 1, 2009. The intent of this titeors plan is to gradually move generation ratexsel to market prices. Rate caps on
transmission services expired on December 31, 2005.

Default Service Regulations In May 2007, the Pennsylvania PUC entered al Roemaking Order (the “May 2007 Order”)
promulgating regulations defining the obligatiofi€kectric distribution companies (“EDCs"), such\gst Penn, to provide generation
default service to retail electric customers whandbor cannot choose service from a licensed ridegneration supplier (“EGS”) at the
conclusion of the EDCs’ restructuring transitiomipds. West Penn'’s transition period will end foe tmajority of its customers on
December 31, 2010, when its generation rate capiseex

The regulations promulgated by the May 2007 Ordevide that the incumbent EDC will be the defaeltvice provider (“DSP”) in its
service territory, although the Pennsylvania PU neassign the default service obligation to onmore alternative DSPs when necessary
for the accommodation, safety and convenienceeptiblic. The DSP is required to file a defaulvgsr plan not later than 12 months prior
to the end of the applicable generation rate cap.default service plan must identify the DSP’sggation supply acquisition strategy and
include a rate design plan to recover all reas@natéts of default service. The default service ptaist be designed to acquire generation
supply at prevailing market prices to meet the BS#iticipated default service obligation at reabtmaosts. A DSP’s affiliate generation
supplier may participate in the DSREompetitive bid solicitations for generation seev DSPs will use an automatic energy adjustmianise
to recover all reasonable costs of obtaining adtiive energy pursuant to the Alternative EnergytfBlio Standards Act, and the DSP may
an automatic adjustment clause to recover nonratiee energy default service costs. Automatic stdpent clauses will be subject to annual
review and audit by the Pennsylvania PUC. Defaltise rates will be adjusted on a quarterly basisnore frequently, for customer classes
with a peak load up to 500 kW, and on a monthlyshas more frequently, for customer classes wéhkploads greater than 500 kW.

In October 2007, West Penn filed a default sergie@ with the Pennsylvania PUC. The Pennsylvani& Rdministrative law judge
entered a final order on July 25, 2008 that largglgroved West Penn’s proposed default service plaluding its full requirements
procurement approach and rate mitigation plan. \Wesh filed tariff supplements implementing theaddifservice plan in September 2008
and January 2009. On February 6, 2009, West Plthdipetition with the Pennsylvania PUC requestipgroval to advance the first series
of default service procurements for residentiat@uers from June 2009 to April 2009 to take advgmtaf a downturn in market prices for
power. West Penn’s petition was approved by then®gnania PUC in March 2009, and it began to cohddeanced procurements in April
2009. Also in April 2009, West Penn petitioned enRsylvania PUC for approval to further acceledsault service procurements increas
by 550 MW the amount of power that it planned togoire in June 2009. By Order entered May 14, 20@9Pennsylvania PUC approved the
request to advance the procurement of 550 MW, laagbtocurement occurred in June 2009.

Advanced Metering and Demand-Side Management Irtiti@s. In October 2008, Pennsylvania adopted Act 129¢hkvimcludes a
number of measures relating to conservation, dersalelmanagement and power procurement procesee&28 requires each EDC with
more than 100,000 customers to adopt a plan, apgrby the Pennsylvania PUC, to reduce, by May B112electric consumption by at le
one percent of its expected consumption for Jura®Q9 through May 31, 2010. By May 31, 2013, thaltannual weather-
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normalized consumption is to be reduced by a mininofithree percent, and peak demand is to be reldmuca minimum of four and ontealf
percent of the EDC’s annual system peak demandl2&also:

» directed the Pennsylvania PUC to adopt an energyatwation and efficiency program to require ED&ddvelop and file, by
July 1, 2009, plans to reduce energy demand ansLiogption; anc

» requiredEDCs to file a plan fo“smart mete” technology procurement and installation in Augl3Q2
West Penn expects to incur significant capital exjiteres in 2010 and beyond to comply with thesgiirements.

Act 129 also requires EDCs to obtain energy threaigihudent mix of contracts, with an emphasis anpetitive procurement. The Act
includes a “grandfather” provision for West Penprecurement and rate mitigation plan, which wavipresly approved by the Pennsylvania
PUC.

On June 30, 2009 West Penn filed its Energy Efficjeand Conservation Plan containing 22 progranmdet its Act 129 demand and
consumption reduction obligations. The proposedj@ms cover most energy-consuming devices of re8alecommercial and industrial
customers. The Plan also proposes a reconcilalitbage mechanism to obtain full and current cesbvery of the Plan costs as provided in
Act 129. The Plan projected an aggregated costeoéhergy efficiency measures in the amount ofagprately $94.3 million through mid
2013. A hearing concerning West Penn’s Energy [efficy and Conservation Plan was held August 199200

The Pennsylvania PUC approved West Penn’s Enerfigidffcy and Conservation Plan, in large part, ipinibn and Order entered
October 23, 2009. The new programs approved biP#mnsylvania PUC include: rebates for customerspulnchase high efficiency
appliances, lighting and heating and cooling systeesidential home audits and rebates toward imgxhting audit recommendations; home
audit, weatherization and air conditioner replacetnpeograms for low-income customers; new rateamgtithat will provide financial
incentives for customers to lower their demancdefectricity or shift their usage to lower-pricethés; incentives for customers who install in-
home devices that reduce electric usage when demdrighest; and various programs for commeramlystrial, government and non-profit
customers to increase energy efficiency and coasierv The Pennsylvania PUC also approved West'B@noposal to recover its Energy
Efficiency and Conservation Plan costs on a futl anrrent basis via an automatic surcharge to musts bills, subject to an annual
reconciliation mechanism.

The Pennsylvania PUC declined to approve West Bgymposed distributed generation program and Wesh’'s proposed contract
demand response program and encouraged West Psubriit revisions to both programs. On Decembef@09, West Penn filed an
Amended Energy Efficiency and Conservation Pladigected by the Pennsylvania PUC, in which it addesw customer resources demand
response program intended to replace the previguslyosed distributed generation and contract ddrpamgrams. The Pennsylvania PUC
reviewed Allegheny’s amended Plan at its public tingeon February 11, 2010 and ordered Alleghenfjlecan amended plan within 60 days
to include additional detail on the costs assodiatith the previously approved customer load respgrogram and the new customer
resources demand response program.

On August 14, 2009, West Penn filed its Smart M&rhnology Procurement and Installation Plan. Plaa provides for extensive
deployment of smart meter infrastructure with reptaent of all of West Penn’s approximately 725,6@ers by the end of 2014. To support
two-way communications with the new meters, WestrRgill build a new and secure telecommunicatiogisvork. To support time of use
and real time pricing as required by Act 129, Wreshn will purchase and install a new customer imégion system. A hearing on West
Penn’s smart meter Plan was held on November &.200 December 18, 2009, West Penn filed a motaedpen the evidentiary record to
submit an alternative smart meter plan proposinmpray other things, a less rapid deployment of smaters. On January 13, 2010, the
Pennsylvania PUC granted the motion to reopendberd and remanded the proceeding to the ALJ. Ena$ylvania PUC also waived the
late January 2010 deadline by which the ALJ’s rem@mded decision would have been required. On Ja6ar2010, the ALJ set
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a hearing and briefing schedule for the reopenedirde with a target deadline for the ALJ's recomutexh decision of April 23, 2010.

West Penn estimates that the total cost of impléimgismart metering infrastructure as proposedhénRlan as originally filed would be
approximately $620 million; however, West Penn’siatcost to implement smart meter infrastructusgy mary from that estimate as a result
of changes in its procurement and installation plamltimately approved by the Pennsylvania PUCthadiming of that approval, among
other factors. In accordance with Act 129, WestrPeRIlan requests a cost recovery surcharge fdiuthand current recovery of the
expenditures from customers.

Transmission Expansion By order entered on December 12, 2008, the Réraréa PUC authorized TrAlL Company to construct a
1.2 mile portion of TrAIL in Pennsylvania from tipeoposed 502 Junction Substation in Greene Coorttyet Pennsylvania-West Virginia
state line. In the same order, the Pennsylvania Bid@€approved an agreement among TrAIL Compant\WRenn and Greene County,
Pennsylvania in which, among other provisions, Tr&ompany agreed to engage in a collaborative pot®identify possible solutions to
reliability problems in the Washington County, Pgylaania area in lieu of the Prexy Facilities thatl been a part of the original TrAIL
proposal. Judicial review is pending in the Commealth Court of Pennsylvania with regard to the artifation to construct the 1.2 mile
portion of TrAIL. A proposed settlement and an adraent to the application based on a consensusrtiéipants in the collaborative process
are pending before the Pennsylvania PUC for approva

Alternative Energy Portfolio Standard Legislation enacted in 2004 requires the implententaf an alternative energy portfolio
standard in Pennsylvania. This legislation requEB€s and retail electric suppliers in Pennsylvdaiabtain certain percentages of their
energy supplies from alternative sources. Howeher|egislation includes an exemption from thisuiegment for companies, such as West
Penn, that are operating within a transition petinder the current regulations governing the ttarsto market competition in Pennsylvania.
The full requirement will apply to those companigsen their respective transition periods end. Huggslation also includes a provision that
will allow the Pennsylvania PUC to modify or eliratie these obligations if alternative sources ategasonably available. The law directs
that all costs related to the purchase of eletgricom alternative energy sources and paymentalfernative energy credits will be fully
recovered pursuant to an automatic energy adjustolaumse. The Pennsylvania PUC initiated a procggiti January 2005 regarding
implementation and enforcement of the legislation.

Reliability Benchmarks In May 2004, the Pennsylvania PUC modified itsitytpecific benchmarks and performance standands f
electric distribution system reliability. The benchrks were set too low for West Penn, resultingeguired reliability levels that were
unattainable. West Penn appealed the benchmatke ®ennsylvania PUC. In 2005, the parties to thegeding, including the Consumer
Advocate, the Utility Workers Union of America Ldd®2, and the Rural Electric Association entergd an agreement settling the
proceeding and providing West Penn with attainadliability benchmarks. The Pennsylvania PUC apedothe settlement in an Order issi
July 27, 2006. According to the Pennsylvania PUElectric Service Reliability in Pennsylvania 20@®ort, Alleghenys overall performanc
in 2008 was substantially better than its perforoeasuring 2007. In 2007 and 2008, Allegheny’s Sysfeverage Interruption Frequency
Index, Customer Average Interruption Duration Indexl System Average Interruption Duration Indexugalwere better than the applicable
standards. As of July 2009, West Penn is satisfglhgf the reliability benchmarks and standardgraped by the Pennsylvania PUC in its
July 2006 order.

West Virginia

In 1998, the West Virginia legislature passed latjisn directing the West Virginia PSC to determimeether retail electric competition
was in the best interests of West Virginia anaitizens. In response, the West Virginia PSC suteahié plan to introduce full retail
competition on January 1, 2001. The West Virgiegidlature approved, but never implemented, tlia.dh March 2003, the West Virginia
legislature passed a bill
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that clarified the jurisdiction of the West VirglhPSC over electric generation facilities. In 20B6tomac Edison received approval to trar
its West Virginia generation assets to AE Supplgwidver, the West Virginia PSC never acted on alairpetition by Monongahela, and
Monongahela agreed to withdraw its petition. Basedhese actions, Allegheny has concluded thail cetanpetition and the deregulation of
generation is no longer likely in West Virginia.

Rate Case On August 13, 2009, Monongahela and PotomamBEdiked with the West Virginia PSC a request tor@ase retail rates
by approximately $122.1 million annually, effectiyene 10, 2010. On January 12, 2010, Monongahel&atomac Edison filed
supplemental testimony discussing a tax treatniesahge that would result in a revenue requiremeattithapproximately $7.7 million lower
than the requirement included in the original filirin addition, in December 2009, subsidiaries aihgngahela and Potomac Edison
completed a securitization transaction to finarexain costs associated with the installation otiBbers at the Fort Martin generating stat
which costs would otherwise have been includethénrequest for rate recovery. Consequently, Monoelgaand Potomac Edison now are
requesting to increase retail rates by approxima#06 million, rather than $122.1 million, annyalAdditionally, the parties to the case
agreed to toll the effectiveness of the new ratd# dune 29, 2010. An evidentiary hearing on thistter is scheduled to begin April 5, 2010.

Annual Adjustment of Fuel and Purchased Power Cé&tes. On August 29, 2008, Monongahela and PotomaBdiked with the
West Virginia PSC a request to increase retaisrbteapproximately $173 million annually to reflesipected increases in fuel and purchased
power costs during 2009 and under-recovery of pastis through June 2008. The new rates, propodeectume effective January 1, 2009,
were submitted pursuant to the schedule for anfiughland purchased power cost reviews that wasoapdrby the West Virginia PSC whe
reinstated a fuel and purchased power cost recalenge in the rate case described above. On Dexe2fb2008, the West Virginia PSC
issued an order approving a settlement agreemem@#illegheny, the Consumer Advocate Division, $taff of the West Virginia PSC and
the West Virginia Energy Users Group, pursuant ictv Allegheny’s rates in West Virginia were incsed by $142.5 million annually
beginning on January 1, 2009.

On September 1, 2009, Monongahela and Potomaciiflisd their annual fuel adjustment request with West Virginia PSC,
requesting a rate increase of $143.2 million temtfincreases in their unrecovered balances dfafioe purchased power costs that have
accrued through June 2009 and projected increbsasgh June 2010. The new rates were submittedigntso the schedule for annual fuel
and purchased power cost reviews. On December0®, 20e parties to the proceeding filed a Joirp8éition providing that Monongahela
and Potomac Edison would receive an increase @ #iillion, effective January 1, 2010, plus deferredovery of an additional $23.1 milli
effective January 1, 2011, with carrying charge§%fon the deferred amount. The West Virginia PB@@ved the Joint Stipulation on
December 29, 2009.

Securitization and Scrubber Project In May 2005, the state of West Virginia adopteddigion permitting securitization financing
the construction of certain types of pollution gohequipment at facilities owned by public utdisi that are regulated by the West Virginia
PSC, subject to the satisfaction of certain catein April 2006, the West Virginia PSC approveskttlement agreement among Monongal
Potomac Edison and certain other interested paglatng to Alleghenys plans to construct Scrubbers at the Fort Madimegation facility ir
West Virginia. Concurrently, the West Virginia P§@nted Monongahela and Potomac Edison a cer#fimpublic convenience and
necessity authorizing the construction and opemnaifdthe Scrubbers, approved the Asset Swap, anédsa related financing order (the
“Financing Order”)Japproving a proposal by Monongahela and Potomasoidb finance $338 million of project costs usihg securitizatio
mechanism provided for by the legislation adopteMay 2005. Specifically, Monongahela and Potomdis&h received approval to issue
environmental control bonds secured by the rigltioltect a surcharge from West Virginia retail aumsers dedicated to the repayment of the
bonds.

In October 2006, Monongahela and Potomac Edised filith the West Virginia PSC a Petition to Reopeoceedings and to Amend
Financing Order (“Petition”), informing the Westrginia PSC that the current estimate for constngcthe Scrubbers at Fort Martin had
increased from $338 million to an amount up to $550
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million. In December 2006, Allegheny reached alesetent agreement with all parties in the reoperasgs and filed the agreement with the
West Virginia PSC. The West Virginia PSC approves settlement agreement, authorizing Alleghenyetustize up to $450 million of the
estimated construction costs, plus $16.5 milliompfront financing costs and certain other costs April 11, 2007, Allegheny completed the
securitization with the sale by two indirect suliiés of an aggregate of $459.3 million in envir@ntal control bonds.

On July 2, 2009, Monongahela and Potomac Edisamestgd authority from the West Virginia PSC to fioa the remaining costs
associated with the Fort Martin Scrubber projemulgh the issuance of additional environmental mbfitonds. On September 30, 2009, the
West Virginia PSC issued a financing order granifanongahela and Potomac Edison the authority estilp the terms and conditions of
the financing order, to issue the bonds and imploseelated environmental control charge. On Deeer2B, 2009, MP Environmental
Funding LLC, an indirect wholly owned subsidiaryMdnongahela, and PE Environmental Funding LLCingiirect wholly owned
subsidiary of Potomac Edison, issued $85,890,090eagte principal amount of Senior Secured ROC BpBdvironmental Control Series

Transmission Expansion On May 15, 2009, PATH-WV, PATH-Allegheny and teémn other related entities (the “PATH Entities”)
filed an application with the West Virginia PSC fmartificates of public convenience and necessityonstruct portions of the PATH Project
in West Virginia. On October 28, 2009, the Stafflo West Virginia PSC filed a motion to dismiss #pplication on the basis that, because
there was no application pending at that time leeémy regulatory agency for approval of the Margllgortion of the PATH Project, there
was no identified eastern terminus of the proj@ther parties filed similar motions or statementsupport of the Staff motion. The PATH
Entities filed responses in which they opposed3ta#f motion but agreed to toll the statutory dieciglue date in West Virginia until
February 24, 2011, if the West Virginia PSC extehite current procedural schedule in the mannegpgsed by the PATH Entities. The West
Virginia PSC denied the motions to dismiss andidistaed a revised procedural schedule providingfoevidentiary hearing commencing in
October 2010 and a final commission decision byraly 24, 2011. The PATH Entities expect to supgetiheir pre-filed testimony on
June 29, 2010 to reflect a new in-service datéhferPATH Project based on PIJM’s 2010 RTEP analysis.

On September 10, 2009, TrAIL Company filed a patitio amend its certificate for the TrAIL Projeetjuesting authorization of the
West Virginia PSC to make minor adjustments ingpproved route in 21 locations. The West VirgingCPauthorized the adjustments and
required the filing of property owner written cont®e Subsequently, TrAIL Company determined thaad not obtained the written consent
for two parcels as it had previously representetifded a corrected petition to amend the certtBoaith respect to these parcels. The West
Virginia PSC has not acted on the corrected petifldAIL Company has filed an additional petitianamend the certificate requesting
authorization of the West Virginia PSC to approwe fadditional minor adjustments to the approvadeoThe West Virginia PSC has not
acted on this additional petition.

On October 19, 2009, four individuals filed a coaipt with the West Virginia PSC regarding TrAIL Cpany’s right-of-way clearing
practices for the TrAIL Project that requested, agother things, a limit on right of way clearirg fTrAIL. TrAIL Company responded to
the complaint, denying each of its allegations. Wst Virginia PSC has not acted on the complaint.

Purchase of Distribution Operations In connection with Potomac Edison’s agreemesgtbits Virginia distribution assets, Allegheny
will purchase certain West Virginia distributionergtions from Shenandoah Valley Electric Coopeedfiir approximately $15 million.

Maryland

In 1999, Maryland adopted electric industry restitiag legislation, which gave Potomac Edison’s Wiand retail electric customers
the right to choose their electricity generatiop@iers. In 2000, Potomac Edison transferred itsyléad generation assets to AE Supply but
remained obligated to provide standard offer gdimraervice (“SOS”) at capped rates to residemtil nonresidential customers for varic
periods. The longest such
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period, for residential customers, expired on Ddzen31, 2008. As discussed below, Potomac Edissiinmalemented a rate stabilization
plan to transition customers from capped generatitas to rates based on market prices. Potomaodétained its T&D assets. Potomac
Edison’s T&D rates for all customers were cappedugh 2004 and are otherwise subject to traditiopgililated utility ratemaking (i.e., cost-
based rates).

Standard Offer Service In 2003, the Maryland PSC approved two statesvsigktiements relating to the future of PLR and Sb@
settlements extended Potomac Edison’s obligatigordgide SOS after the expiration of the generatada cap periods established for
Potomac Edison as part of the 1999 restructuringanfyland’s electric market. The settlements predithat, after expiration of the
generation rate caps, SOS would be provided thr@0gR for residential customers, through 2008 fealter commercial and industrial
customers and through 2006 for Potomac Edison’sunedized commercial customers. Potomac Edisorligation to provide SOS for its
largest industrial customers expired at the en2D@5. A 2005 settlement extended Potomac EdisddS &bligations to its medium-sized
commercial customers through May 2007, and a fudhgéer of the Maryland PSC issued on August 2862éktended that obligation throt
at least the end of May 2009. The Maryland PSCeg&n order on November 8, 2006, and a reporetdryland legislature on
December 31, 2006, that would continue SOS to samallmedium-sized commercial customers with chamgpsocurement durations. In
another proceeding, the Maryland PSC ordered flitestto issue an RFP for possible acquisitiomefand response resources for the
period from 2011 to 2016 and to participate in akivg group on the development of distributed gatien resources. The RFP was issue
January 16, 2009. The Maryland PSC issued an ordi&tarch 11, 2009 approving the purchase of mo#it@fesources offered, and the
utilities have made the purchases.

By statute enacted in 2007, the obligation of Mang utilities to provide SOS to residential and ke@mmercial customers, in
exchange for recovery of their costs plus a redslerarofit, was extended indefinitely. The legiglatalso established a five-year cycle (to
begin in 2008) for the Maryland PSC to report te législature on the status of SOS. The other Maryklectric utilities providing SOS, all
of whose initial settlement obligations have exgjreontinue to do so essentially in accordance thighterms of the 2003 settlements as
modified by the Maryland PSC orders discussed imately above, as does Potomac Edison. The termgharh Potomac Edison will
provide SOS to residential customers after théeseéint covering that initial obligation expires2812 depend on developments with respect
to SOS in Maryland between now and then, includingnot limited to possible Maryland PSC decisionghe proceedings discussed below.

The Maryland PSC opened a new docket in August 20@8e No. 9117) to consider matters relating &siixte “managed portfolio”
approaches to SOS, the aggregation of low incom® &Btomers, and a retail supplier proposal foutiiy “purchase” of all retailer
receivables at no discount and with no recoursikase II” of the case addressed utility purchase®ostruction of generation, bidding for
procurement of demand response resources and lgoskérnatives if the TrAIL and PATH projects alelayed or defeated. Hearings on
Phase | and Il were held in October and Novemb@i 20hd in January 2008. It is unclear when the Mad/PSC will issue its findings in
this and other related pending proceedings disdussew.

On July 3, 2008, the Maryland PSC issued a furdhéer requiring the utilities to prepare detailtutges of alternatives for possible
managed portfolios, with a time horizon out todih years, and to file those studies by Octob2008. The Maryland PSC expressly stated
that the order, “should not be construed... as asd®tio modify in any way, the current SOS procueatrpractice.” Potomac Edison filed its
study with the Maryland PSC on October 1, 2008, thedViaryland PSC held hearings on the matter icebder 2008. No order has been
issued.

Also, on September 29, 2009, the Maryland PSC apanether new proceeding to receive and consiagrgsials for construction of
new generation resources in Maryland. Proposals wdially due to be filed by December 16, 2008t the Maryland PSC has indefinitely
postponed that deadline while it considers recontagons as to what the filings should be requicedantain. Also, on December 18, 2009,
Governor Martin O’'Malley filed a letter in this preeding in which he characterized the electricisykat in Maryland as a “failurednd urge
the Maryland PSC to use its existing authority fideo the construction of new generation
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in Maryland, vary the means used by utilities toqure generation and include more renewables ig¢heration mix.

In August 2007, Potomac Edison filed a plan fokgggbids to serve its Maryland residential loadtfee period after the expiration of
rate caps on December 31, 2008. The Maryland P$tegd the plan in a series of orders issued bet&eptember 2007 and September
2008. Potomac Edison will continue to conduct ngjlauctions to procure the power supply necessasgiive its customer load going
forward.

Rate Stabilization In special session on June 23, 2006, the Maghiegislature passed emergency legislation, dirgdtie Maryland
PSC to, among other things, investigate optiondaba to Potomac Edison to implement a rate mitdyaor rate stabilization plan for SOS
protect its residential customers from rate shobkmvcapped generation rates end on January 1, 2009.

In December 2006, Potomac Edison filed with theWéard PSC a proposed Rate Stabilization Ramp-Upsitian Plan designed to
transition residential customers from capped gdiwaraates to rates based on market prices. Uingeplan as approved by the Maryland
PSC, residential customers who did not elect tooopbf the program began paying a surcharge ie 2007. The application of the surcha
resulted in an overall rate increase of approxiiyeit&% in 2007 and 13% in 2008. With the expiratafrihe residential generation rate caps
and the move to generation rates based on maikesmn January 1, 2009, the surcharge convertadtedit on customers’ bills. Funds
collected through the surcharge during 2007 and@2plis interest, are being returned to customeesaedit on their electric bills, thereby
reducing the effect of the rate cap expiration. Tiealit will continue, with adjustments, to maimtaate stability until December 31, 2010 or
until all monies collected from customers plustiagt are returned. The resulting rate increas®@® 2vas 11.3%, and the rate change
approved in 2009 for 2010 was actually a decre&8e586. Of Potomac Edisom'approximately 219,000 residential customers imyldad, a:
of December 31, 2009, approximately 32,400, or %4 &lected to opt-out of, or are not eligible ®otomac Edison’s plan.

Advanced Metering and Demand Side Management Irtittas. On June 8, 2007, the Maryland PSC establishethacase to consid
advanced meters and demand side management prodraenStaff of the Maryland PSC filed its reporttbese matters on July 6, 2007. On
September 28, 2007, the Maryland PSC issued am ortleis case that required the utilities to filetailed plans for how they will meet a
proposal-“EmPOWER Maryland’-that in Maryland elécttonsumption be reduced by 10% and electricitpaed be reduced by 15%, in
each case by 2015. On October 26, 2007, Potomaoitélled its initial report on energy efficien@gnservation and demand reduction plans
in connection with this order. The Maryland PSCdurted hearings on Potomac Edison’s and othetiesiliplans in November 2007 and
further hearings on May 7, 2008.

In a related development, the Maryland legislainr2008 adopted a statute codifying the EmPOWERyMad goals and setting a
deadline of September 1, 2008 for the utilitiefillocomprehensive plans for attempting to achiénase goals. Potomac Edison filed its
proposals on August 29, 2008, asking the Maryla®@ B approve seven programs for residential custenfive programs for commercial,
industrial, and governmental customers, a cust@decation program, and a pilot deployment of Adeahtility Infrastructure (“AUI")that
Allegheny has previously been testing in West Vfirgi On December 31, 2008, the Maryland PSC isanaatder approving some of
Potomac Edison’s programs and directing that othenedesigned. Potomac Edison filed its revisednams on March 31, 2009, with new
cost and benefit information. The Maryland PSC aped the programs on August 6, 2009, and approwstrecovery for the programs on
October 6, 2009. Expenditures are expected to peapnately $101 million and will be recovered otlee next six years. Meanwhile, the
AUI pilot is being examined on a separate track iaralirrently under discussion with the Staff of taryland PSC.

Renewable Energy Portfolio StandardLegislation enacted in 2004 (and supplemented reispect to solar power in 2007) requires
implementation of a renewable energy portfolio dead in Maryland. Beginning upon the later of tlpieation of the transition period for
any particular customer class served by a supptidanuary 1, 2006, retail electricity supplierdaryland must obtain certain percentage
their
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energy supplies from renewable energy resourceslakh provides that if renewable resources arekpensive, or are not available in
guantities sufficient to meet the standard in airgmy year, suppliers can instead opt to pay a “d@npe fee.” The law directs the Maryland
PSC to allow electric suppliers to recover thestsdrom customers, including any compliance feas they incur.

Moratorium on Service Terminations On March 11, 2009, the Maryland PSC issued an auagwending until further notice the right
of all electric and gas utilities in the statee¢atinate service to residential customers for naynrpent of bills. The order directed the utilities
and other interested parties to meet and devigeopeds for offering payment plans to all residdrtisstomers, not just low-income
customers. On April 1, 2009, the Staff of the Mand PSC and utilities filed a plan providing fodabnal and longer payment plans and for
a temporary suspension of requests to customemdi@ased deposits. The Maryland PSC held a learirthe matter on April 7, 2009, and
subsequently issued an order making various ride@bs relating to terminations, payment plans,caistomer deposits that make it more
difficult for Maryland utilities to collect depositor to terminate service for non-payment. PotoEdison and several other utilities filed
requests for reconsideration of various parts efdider on May 26, 2009, which motions were depnie&Geptember 23, 2009. Potomac
Edison filed a notice of appeal of that order oidBer 23, 2009, but withdrew the appeal when theyMad PSC issued a further order on
November 23, 2009 that clarified the limited scape duration of the rule changes. The Maryland BS®ntinuing to conduct hearings
related issues, including a set of proposed reiguiathat would expand the summer and winter “swarather” termination moratoria when
temperatures are very high or very low, from ong da provided by statute, to three days on eachroence.

Transmission Expansion On December 21, 2009, Potomac Edison filed aamglication with the Maryland PSC for a certifieatf
public convenience and necessity to construct theyMnd portions of the PATH Project. The projecMaryland will be owned by PATH
Allegheny MD, which is owned by Potomac Edison &&irH-Allegheny. The Maryland PSC has not made asttat whether to accept the
application. If the application is accepted, PotorRdison expects to supplement its pre-filed testiynon or about June 29, 2010 to reflect a
new in-service date for the PATH Project based #’B 2010 RTEP analysis. Potomac Edison has alssedgiot to file an application with
FERC pursuant to Section 216(b)(1) of the FPA piealune 29, 2011 to construct the PATH Projeddaryland.

Virginia

Sale of Distribution Operations On May 4, 2009, Potomac Edison signed definitiveeaments to sell its electric distribution
operations in Virginia to Rappahannock Electric femtive and Shenandoah Valley Electric Cooperdtogether, the “Cooperatives”) for
cash proceeds of approximately $340 million, suttiestate and federal regulatory approval, cettaind-party consents and applicable price
adjustments. On September 15, 2009, Potomac Edisbithe Cooperatives filed with the Virginia SC{iat request for approval of the
transaction. The Virginia SCC issued a procedurdéinscheduling an evidentiary hearing on the mé&teMarch 2, 2010. On January 29,
2010, consultants retained by the Staff of the MiegSCC filed testimony analyzing the transactiasserting that current Virginia customers
of Potomac Edison would pay $370 million more itessover nine years if the Cooperatives take oeeiice to those customers. Potomac
Edison and the Cooperatives filed rebuttal testiynam February 12, 2010, which pointed to varioasvll in the consultants’ analysis and
concluded that current Virginia customers would cemparable or lower rates under Cooperative ovinieiess compared to future rates that
Potomac Edison would need to charge. See “RiskoFsicand consolidated financial statement NoteA&sets Held for Sale.”

Purchased Power Cost Recoverydntil July 1, 2007, Potomac Edison had a poweclpase agreement with AE Supply to provide
Potomac Edison with the power necessary to seswetail customers in Virginia at rates that weyesistent with generation rate caps in
effect pursuant to the Virginia Electric Utility Bteucturing Act of 1999 (the “Restructuring ActBffective with the expiration of that power
purchase agreement on July 1, 2007, Potomac Ebisgen to purchase the power necessary to seVegigia customers through the
wholesale market at market prices, through a coithEetvholesale bidding process. In
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April 2007 and again in March 2008, Potomac Edisomducted a competitive bidding process to purcpasesr requirements from the
wholesale market for its retail customer servic¥iiginia, and AE Supply was the successful bidaih respect to a substantial portion of
these requirements.

The Restructuring Act initially capped generatiates until July 1, 2007. In 2004, it was amendeektend capped rates to 2010, but
also provided that Virginia utilities that had dé¢ed their generation, such as Potomac Edisond ¢mgin to recover purchased power costs
on July 1, 2007. In 2007, the law was revised atmprovide for generation rate caps to end on Bibes 31, 2008. The market prices at
which Potomac Edison has purchased power sincexghieation in 2007 of its power purchase agreemdifit AE Supply were significantly
higher than the capped generation rates initigtyusder the Restructuring Act.

Although the Restructuring Act does provide for gtion rate caps through December 31, 2008, itam@ended to provide, among
other things, that Virginia utilities, such as Pot Edison, could begin to recover purchased poosts, such that the rates a utility woulc
permitted to charge Virginia customers beginningloly 1, 2007 would be based on the utility’s aafgpurchased power.

In an April 2007 filing with the Virginia SCC, Pattac Edison requested to adjust its fuel factortarichplement a rate stabilization
plan, including an increase in retail rates of agpnately $103 million to be phased in over threarng beginning July 1, 2007, to offset the
impact of increased purchased power costs. In 208&, the Virginia SCC issued an order that deRiedmac Edison’s application and
motion to establish interim rates, cancelled eiden hearings and dismissed the case, rulingrdivery was barred by a Memorandum of
Understanding (the “MOU”") that Potomac Edison esdiento with the Staff of the Virginia SCC in 20b0connection with the transfer of its
Virginia generating assets to AE Supply. UnderNt@U, Potomac Edison agreed to forego fuel costsidjents otherwise permitted under
the Restructuring Act during the capped rate peniddch, at the time that the MOU was entered intas scheduled to expire as of July 1,
2007.

On December 20, 2007, the Virginia SCC granted atoEdison partial ($9.5 million) recovery of inased purchased power costs,
following a second application by Potomac Edisarréte recovery of $42.3 million. On May 15, 20@8lowing a third application by
Potomac Edison, the Virginia SCC issued an ordewalg Potomac Edison to increase its rates effeciuly 1, 2008, on an interim basis
subject to refund, to collect $73 million of pureled power costs. Revenues were recognized bagbé amethod under which the rates were
developed and not the amounts collected. As atrespbrtion of the amounts collected from Jul2Q08 to December 31, 2008 was deferred
as a regulatory liability and was recognized agnere from January through June 2009.

On July 18, 2008, the Virginia SCC issued an ofitheling that the rate making provisions of the M@Aduld expire on December 31,
2008. On November 18, 2008, Potomac Edison filgt thie Virginia SCC a comprehensive rate settleragreed to with the Staff of the
Virginia SCC, the Consumers Counsel of the Virgi@idice of the Attorney General and a group of Podc Edison’s industrial customers
that transitions all customers to rates that aflomfull recovery of purchased power costs no latan July 1, 2011. The Virginia SCC held a
hearing on the settlement on November 18 and apgritwvithout alteration or condition on Novembér, 2008. Key provisions of the
settlement include:

» the $73 million rate increase approved on a temgdrasis on May 15, 2008 will remain in effect thgh June 30, 200!

» for the period from July 1, 2009 through DecemkrZD09, half of any further increase in purchgseder costs for service to
large norresidential customers will be forgone, up to $18iom;

» for the period from July 1, 2009 through June 3,@ the total rate increase for all other custeméll be capped at 15%; ai

e during the period from July 1, 2009 through JungZ81.1, 100 MW of the power procured by Potomacé&uiwill be deemed for
rate purposes to have been procured at the lekaetual cost or $55 per MW
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Potomac Edison successfully procured power in Déeer008 to cover load for the settlement periodugh 2011, and AE Supply
was the successful bidder with respect to a sutistgrortion of these requirements.

On June 5, 2009, Potomac Edison filed a request fmnsmission rate adjustment clause to colle€t fillion of third-party
transmission costs that it expects to incur betwkzenuary 1, 2009 and August 31, 2010, as perntigdtie settlement. Potomac Edison has
proposed to recover this amount from its retait@orers over the rate period from September 1, 20@figh August 31, 2010. The Virginia
SCC approved recovery of all but an insignificamittipn of this amount in an order issued on Au@85t2009.

On May 15, 2009, the Virginia SCC issued an ora&rcerning a request by Potomac Edison to recowehpaed power costs to serve
its Virginia customers. The Virginia SCC’s ordeagted an interim rate increase of approximately.4b@llion, subject to refund, effective
July 1, 2009. In October 2009, Potomac Edison hadstaff of the Virginia SCC filed a joint stipulat, pursuant to which the rate increase
would be reduced by $3.2 million to approximatelyp® million. On October 30, 2009, the Virginia S&Sued an order that approved the
joint stipulation.

Transmission Expansion On May 19, 2009, PATH-VA filed an applicationtivthe Virginia SCC for a certificate of public
convenience and necessity to construct portiortkeoPATH Project in Virginia. The Virginia SCC elsiahed a procedural schedule that
provided for an evidentiary hearing commencing amuary 19, 2010. On December 21, 2009, PATH-VAlfdemotion (as amended on
December 29, 2009) to withdraw its application lo@ basis that certain sensitivity analyses conduayePJM as directed by the Hearing
Examiner suggested that the PATH Project appedrorie needed in June 2014 as a result of a rieductthe scope and severity of
observed NERC reliability violations. PATH-VA fueh stated that, consistent with PIM processe®R&¥eH Project will be considered by
PJM in its 2010 RTEP analysis to determine whevilitbe needed to resolve NERC reliability violat®and that PATH/A did not expect ti
file a new application prior to the third quartér2010. The Hearing Examiner suspended the proeédahedule and issued a report to the
Virginia SCC recommending that the motion to withdrbe granted. On January 27, 2010, the Virgini€ §@nted the motion to withdraw,
and the application is no longer pending.
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ENVIRONMENTAL MATTERS

The operations of Allegheny’'owned facilities, including its generation fa@#$, are subject to various federal, state anal lavs, rule
and regulations as to air and water quality, hamasdind solid waste disposal and other environrerettiers, some of which may be
uncertain. Compliance may require Allegheny to msubstantial additional costs to modify or replagesting and proposed equipment and
facilities.

Information regarding capital expenditures andnested capital expenditures associated with knowir@mmental standards is
provided under the heading “Capital Expenditurésitlitional legislation or regulatory control regeiinents have been proposed that, if
enacted, may require supplementation or replaceofesquipment at existing generation facilitiesalbstantial additional cost.

Global Climate Change

The United States relies on coal-fired power plémtsnore than 48% of its energy. However, coadipower plants have come under
scrutiny due to their emission of gases implicatedimate change, primarily carbon dioxide, or “GO

Allegheny produces approximately 95% of its eledtyiat coal-fired facilities and currently prodscapproximately 45 million tons of
CO,annually through its energy production. While thare many unknowns concerning the final regulatibgreenhouse gases in the Un
States, federal and/or state legislation and impteimg regulations addressing climate change, dictulimits on emissions of C® , likely
will be adopted some time in the future. Thus, Cé€yidlation and regulation, if not reasonably desiyrcould have a significant impact on
Allegheny’s operations. On June 26, 2009, the H&use of Representatives passed the American Eeargy and Security Act. The U.S.
Senate released its draft of the bill, the Cleaar§y Jobs and American Power Act, on Septembe2@). Additionally, on December 7,
2009, the EPA announced its Greenhouse Gas EndgmaegeFinding, stating that greenhouse gas emis$ionscars and light trucks, when
mixed in the atmosphere, endanger public healtb.fiffding provides the EPA with a basis on whicheigulate greenhouse gas emissions
from vehicle tailpipes under the provisions of @€lean Air Act. Once a pollutant is regulated unither Clean Air Act for one source category,
the EPA has authority to apply similar regulatiem®ther source categories, and the EPA has anedltwxintention to do so. Hence, with
Endangerment Finding finalized, the EPA will hakie uthority to regulate greenhouse gas emissions$tationary sources such as electric
generating units. Allegheny can provide no asswdhat limits on CQ emissions, if imposed by legisih or otherwise, will be set at levels
that can accommodate its generation facilities mththe installation of controls.

Moreover, there is a gap between desired redutdiais in the current proposed legislation andciveent capabilities of technology;
no current commercialeale technology exists to enable many of the t@mlutevels in national, regional and state projssauch technolog
may not become available within a timeframe cossiswith the implementation of any future climatatol legislation or at all. To the
extent that such technology does become availaliegheny can provide no assurance that it wilsbh&able for installation at Allegheny’s
generation facilities on a cost effective basiatoall. Based on estimates from a 2007 DOE Nati&hedtric Technology Laboratory report
and announced projects by other entities, it cookt as much as $5,500 per kW to replace existiailtased power generation with fossil
fuel stations capable of capturing and sequesté&{dg emissions. However, exact estimates are diffimcause of the variance in the
legislative proposals and the current lack of dealtde technology.

Allegheny supports federal legislation and beliethed the United States must commit to a respamsérhate change that both
encourages the development of technology and creat@rkable control system. Regardless of thetamémechanism for limiting C@
emissions, however, compliance will be a major emstly challenge for Allegheny, its customers amalregion in which it operates. Most
notable will be the potential impact on customdlsk@ind disproportionate increases in energy c¢oatéas that have built their energy and
industrial infrastructure over the past centurydoasn coal-fired electric generation.
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Because the legislative process and applicabletéayy each is in its infancy, it is difficult féllegheny to aggressively implement
greenhouse gas emission expenditures until the erare and requirements of any regulation areviknand the capabilities of control or
reduction technologies are more fully understodtegheny’s current strategy in response to clintitgnge initiatives focuses on six tasks:

e maintaining an accurate C,emissions data bas
« improving the efficiency of its existing c-burning generation facilitie:

» following developing technologies for clean-coakrgy and for CQ emission controls at coal-fired poplants, including carbon
sequestratior

» participating in CGC, sequestration efforts (e.g. reforestation projdotéh domestically and abroe
» analyzing options for future energy investment.(eegewables, clei-coal, etc.); an

» improving demand-side efficiency programs, as evige by customer conservation outreach plans aegi#dny’s Watt Watchers
initiatives.

Allegheny’s energy portfolio also includes approately 1,180 MWs of renewable hydroelectric and pedhgtorage power generation.
Allegheny obtained a permit to allow for a limitege of bio-mass (wood chips and saw dust) at oiite obal-fired power stations in West
Virginia and currently has approval to use wagte-dierived fuel at another of its coal-based patations in West Virginia.

Allegheny intends to engage in the dialogue thédltshiape the regulatory landscape surrounding, COsstoms. Additionally,
Allegheny intends to pursue proven and cefftctive measures to manage its emissions whilataiaing an affordable and reliable supply
electricity for its customers.

Clean Air Act Compliance

Allegheny currently meets applicable standardgfoticulate matter emissions at its generatiorifi@s through the use of high-
efficiency electrostatic precipitators, cleanedlctiae-gas conditioning, optimization softwareeficombustion modifications and, at times,
through other means. From time to time, minor esioms of stack emission opacity that are normébssil fuel operations are experienced
and are accommodated by the regulatory process.

Allegheny’s compliance with the Clean Air Act has requiratt] enay require in the future, that Allegheny instaintrol technologies c
many of its generation facilities at significanstorhe Clean Air Interstate Rule (“CAIR”) promutgd by the EPA on March 10, 2005 may
accelerate the need to install this equipment lasiply out a portion of the currently available @bmces. The EPA is revising certain porti
of CAIR that were invalidated by the U.S. CourtAgdpeals for the District of Columbia Circuit. Th@E has cautioned that it is reviewing
whether or not to have an annual NO trading progirmmn-Ozone Season) beyond 2010.

On March 15, 2005, the EPA issued the Clean Airddsr Rule (“CAMR”"), establishing a cap and tradstsyn designed to reduce
mercury emissions from coal-fired power plants.February 8, 2008, the U.S. Court of Appeals forDigrict of Columbia Circuit vacated
the rule in its entirety. The State of West Virgisubsequently suspended its rule for implemer@iAYIR. Pennsylvania and Maryland,
however, took the position that their mercury rulekich are discussed below, survived this rulingaddition, the EPA has announced plans
to propose a new maximum achievable control tedyyotule for hazardous air pollutant emissions frelectric utility steam generating
units. The EPA is expected to finalize the new hyléNovember 2011. Accordingly, Allegheny is moning the EPA’s efforts to promulgate
hazardous air pollutant rules that will includet il not be limited to, mercury limits. To estéh these standards with respect to mercury,
the EPA must identify the best performing 12% airses in each source category and, to that endséasd an information request to
members of the fossil fuel-fired generating indusitrat includes a requirement to conduct extensigiek emissions testing on selected
generating units. Allegheny is required to condiatk testing for nine of its generating units. &ging on the final hazardous air pollution
limits set by the EPA, Allegheny could incur sigodgint costs for additional control equipment.
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The Pennsylvania Department of Environmental Ptmedthe “PA DEP”) promulgated a more aggressiwreury control rule on
February 17, 2007. Pennsylvania’s proposed shatteompliance schedule and more aggressive emislaioits might result in the
installation of additional emission controls at afyAllegheny’s three Pennsylvania coal-fired faigb or in a change in fuel specifications.
Controls might include additional Scrubbers, at¢tdacarbon injection, selective catalytic reductiwrother currently emerging technologies.
On September 15, 2008, PPL Corporation filed alehgé to the PA DEP’s mercury rule in Pennsylva@igenmonwealth Court. The
Commonwealth Court overturned the Pennsylvania umngnaile on January 30, 2009. On December 23, 20@9Pennsylvania Supreme
Court affirmed the Commonwealth Court’s holdingtttiee rule is invalid.

Additionally, Maryland passed the Healthy Air Antéarly 2006. This legislation imposes state-wiahission caps on S©® and NO
requires greater reductions in mercury emissionsergaickly than required by CAMR and mandates thatyland join the Regional
Greenhouse Gas Initiative (“RGGI”) and participaiehat coalition’s regional efforts to reduce GQnissions. On April 20, 2007,
Maryland’s governor signed on to RGGI, as a result of wMelnyland became the 10th state to join the Northesggonal climate change a
energy efficiency program. The Healthy Air Act pid®s a conditional exemption for the R. Paul Smitlver station for NQ , S@ and
mercury, based on a PJM declaration that the st&iwital to reliability in the Baltimore/Washirajt DC metropolitan area, which PIM
determined in 2006. Pursuant to the legislatioa,NMtaryland Department of the Environment (the “MDRassed alternate NO and $0
limits for R. Paul Smith, which became effectiveAipril 2009. The MDE still expects R. Paul Smithnieet the Healthy Air Act mercury
reductions of 80% beginning in 2010. The statuexgmption does not extend to R. Paul Smith’s,CO ssioms. Maryland issued final
regulations to implement RGGI requirements in Faby2008. Among other things, under RGGI, the M mauctions 100% of CQ
allowances associated with Maryland’s power plaamsl, Allegheny is participating in RGGI auctions.

AE Supply and Monongahela comply with current SOission standards through a system-wide plan comditiie use of emission
controls, low sulfur fuel and emission allowanc&kegheny continues to evaluate and implement oytiimr compliance. It completed the
elimination of a partial bypass of Scrubbers aPitsasants generation facility in December 2007thadtonstruction of Scrubbers at its
Hatfield's Ferry and Fort Martin generating fadédi in 2009. Allegheny now has Scrubbers instadled operating on all 10 of the units at its
four supercritical generating facilities and at dhiell Unit 3.

Allegheny’s NO, compliance plan functions on a systgide basis, similar to its S© compliance plan. 3dpply and Monongahela
also have the option, in some cases, to purchs=mate fuels or NQ allowances, if needed, to =mppht their compliance strategies.
Allegheny currently has installed selective norabidic reduction equipment at its Fort Martin andtfild’s Ferry generating stations and
selective catalytic reduction equipment at its i$am and Pleasants generating stations, togethlemother NO, controls at these supercritical
generating facilities, as well as its other genegafacilities.

On January 8, 2010, the West Virginia Departmerrofironmental Protection (“WVDEP”) issued a NotmfeViolation for opacity
emissions at Allegheng’Pleasants generating facility. Allegheny is eafihg certain control system options for opacityugtion. Although
system has not yet been selected, the cost tdliastasuch system could be significant.

Clean Air Act Litigation

In August 2000, AE received a letter from the ERAuesting that it provide information and documgoiterelevant to the operation
and maintenance of the following ten electric gatien facilities, which collectively include 22 genation units: Albright, Armstrong, Fort
Martin, Harrison, Hatfield's Ferry, Mitchell, Pleasts, Rivesville, R. Paul Smith and Willow IsladE Supply and/or Monongahela own
these generation facilities. The letter requestéatination under Section 114 of the Clean Air Actietermine compliance with the Clean
Act and related requirements, including potentmdiecation of the NSR standards of the Clean Air
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Act, which can require the installation of addiair emission control equipment when the majodifiation of an existing facility results
in an increase in emissions. AE has provided resigerinformation to this and a subsequent request.

If NSR requirements are imposed on Allegheny’s gatien facilities, in addition to the possible ingition of fines, compliance would
entail significant capital investments in emissommtrol technology.

On May 20, 2004, AE, AE Supply, Monongahela and ¥¥Pesin received a Notice of Intent to Sue Purstea@lean Air Act 87604 (the
“Notice”) from the Attorneys General of New Yorkel Jersey and Connecticut and from the PA DEP Ndtee alleged that Allegheny
made major modifications to some of its West Virgifacilities in violation of the Prevention of Siicant Deterioration (“PSD”) provisions
of the Clean Air Act at the following coal-firedd#ities: Albright Unit No. 3; Fort Martin Units Ndl and 2; Harrison Units No. 1, 2 and 3;
Pleasants Units No. 1 and 2 and Willow Island Wt 2. The Notice also alleged PSD violations atAnmstrong, Hatfield's Ferry and
Mitchell generation facilities in Pennsylvania addntifies PA DEP as the lead agency regardingetfiasilities. On September 8, 2004, AE,
AE Supply, Monongahela and West Penn received aragpNotice of Intent to Sue from the Marylandofitey General that essentially
mirrored the previous Notice.

On January 6, 2005, AE Supply and Monongahela fileéclaratory judgment action against the Attosr@gneral of New York,
Connecticut and New Jersey in federal District CouiVest Virginia (“West Virginia DJ Action”). Tlsi action requests that the court declare
that AE Supply’s and Monongahela’s coal-fired gatien facilities in Pennsylvania and West Virgioc@mply with the Clean Air Act. The
Attorneys General filed a motion to dismiss the YWé&gginia DJ Action.

On June 28, 2005, the PA DEP and the Attorneys @aenENew York, New Jersey, Connecticut and Mangldiled suit against AE,
AE Supply and the Distribution Companies in thetediStates District Court for the Western DistatPennsylvania (the “PA Enforcement
Action”). This action alleges NSR violations undee federal Clean Air Act and the PennsylvaniaPatlution Control Act at the Hatfield's
Ferry, Armstrong and Mitchell facilities in Penngghia. The PA Enforcement Action appears to rdisesame issues regarding Allegheny’s
Pennsylvania generation facilities that are befbesfederal District Court in the West Virginia Bétion, except that the PA Enforcement
Action also includes the PA DEP and the Marylantbitey General. On January 17, 2006, the PA DERlandttorneys General filed an
amended complaint. On May 30, 2006, the Districit€denied Allegheny’s maotion to dismiss the amehdemplaint. On July 26, 2006, at a
status conference, the Court determined that deyowould proceed regarding liability issues, bott remedies. Discovery on the liability
phase closed on December 31, 2007, and summamngridoriefing was completed during the first quaofe2008. On November 18, 2008,
the District Court issued a Memorandum Order deggith motions for summary judgment and establistiedain legal standards to gover
trial. In December 2009, a new trial judge wasgssil to the case and has since entered an ordingra motion to reconsider the rulings
the November 2008 Memorandum Order. A ruling ors¢higsues is expected within the first quarterQdf@ Trial has been tentatively
scheduled to begin on September 13, 2010.

In addition to this lawsuit, on September 21, 208 tgheny received a Notice of Violation (“NOV”"ydm the EPA alleging NSR and
PSD violations under the federal Clean Air Actyasdl as Pennsylvania and West Virginia state |ale NOV was directed to AE,
Monongahela and West Penn and alleges violatiotheedtatfield’s Ferry and Armstrong generation liies in Pennsylvania and the Fort
Martin and Willow Island generation facilities inast Virginia. The projects identified in the NO\karssentially the same as the projects at
issue for these four facilities in the May 20, 20gtice, the West Virginia DJ Action and the PA &mement Action.

Allegheny intends to vigorously pursue and defegairast the Clean Air Act matters described abowechanot predict their outcomes.
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Clean Water Act Compliance

In 2004, the EPA issued a final rule requiringeadisting power plants with once-through cooling evatystems withdrawing more than
50 million gallons of water per day to meet cerstimndards to reduce mortality of aguatic organiginsed against the water intake screens
or, in some cases, drawn through the cooling watstem. The standards varied based on the typsizedf the water bodies from which the
plants draw their cooling water.

In January 2007, the Second Circuit Court of Appésdued a decision on appeal that remanded dis@miportion of the rule to the
EPA. As a result, the EPA suspended the rule, éXoep requirement, which existed prior to the E®adoption of the 2004 rule, that
permitting agencies use best professional judgifiBft]”) to determine the best technology availdbleminimizing adverse environmental
impacts for existing facility cooling water intakd2ending re-issuance of the 2004 rule by the EReAnitting agencies thus will rely on BPJ
determinations during permit renewal at existingjliges.

On April 1, 2009, the U.S. Supreme Court reversedappeals court decision and upheld EPA’s authtiriise cost/benefit analysis.
The EPA has indicated that it plans to issue agweg rule addressing the issues remanded by the I§omid-2010 and to issue a final rule
in 2012. Depending on the standards set by the B it reissues this rule, Allegheny could indgn#icant costs for additional control
equipment.

Monongahela River Water Quality

In late 2008, the PA DEP imposed water qualityecid for certain effluents, including total dissedivsolid and sulfate concentrations in
the Monongahela River, on new and modified sourlicefyding the Scrubber project at the Hatfield&sly generation facility. These criteria
are reflected in the current PA DEP water dischaeyenit for that project. AE Supply has appealedRi® DEP’s permitting decision, which
would require it to incur significant costs or nggely impact its ability to operate the Scrubbdteeliminary studies indicate an initial capital
investment of approximately $62 million in orderimstall technology to meet the total dissolveddsahd sulfate limits in the permit. The
permit has been independently appealed by Enviratahintegrity Project and Citizens Coal Councilondeek to impose more stringent
technology-based effluent limitations. Those saltigs have intervened in the appeal filed by ARy and both appeals have been
consolidated for discovery purposes. An order fenltentered that stays the permit limits that AgpBuhas challenged while the appeal is
pending. No hearing date has been set. AE Supf@Epdls to vigorously pursue these issues but cgredict the outcome of these appeals.
On November 7, 2009, the PA DEP published propaseehdments to the PA Chapter 95 rules that incindend-of-pipe limit for total
dissolved solids for new and modified sources. FPAeDEP’s proposed rule was open for public comnoerit February 12, 2010.

In October, 2009, the WVDEP issued the water digghaermit for the Fort Martin generation facili§imilar to the Hatfield's Ferry
water discharge permit issued for the Scrubbeeptpthe Fort Martin permit imposes effluent lintibas for total dissolved solid and sulfate
concentrations. The permit also imposes temperditai@tions and other effluent limits for heavy taks that are not contained in the
Hatfield’s Ferry water permit. Concurrent with tissuance of the Fort Martin permit, WVDEP also éan administrative order that sets
deadlines for Monongahela to meet certain of tfiaesit limits that are effective immediately undiee terms of the permit. Monongahela has
appealed the Fort Martin permit and the administeadrder. The appeal includes a request to stagineof the conditions of the permit and
order while the appeal is pending. The requestay lsas been granted pending a final decision peamnd subject to WVDEP moving to
dissolve the stay. The appeals have been consadidend a hearing is likely to be scheduled for 2@%0. The current terms of the Fort
Martin permit would require Monongahela to incigrsficant costs or negatively impact operationsat Martin. Preliminary information
indicates an initial capital investment in excekthe capital investment that may be needed ati¢ld® Ferry in order to install technology to
meet the total dissolved solid and sulfate limitshie Fort Martin permit, which technology may atseet certain of the other effluent limits
the permit. Additional technology may be needeth&®t certain other limits in the permit. Monongahietends to vigorously pursue these
issues but cannot predict the outcome of theseadgpe
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Solid Waste

The EPA is reviewing its waste regulations relatmgoal combustion byproducts (“CCB”) partly irsppnse to a Tennessee Valley
Authority ash spill in Kingston, Tennessee on Delsen?2, 2008. CCB includes bottom ash, boiler dlggash and Scrubber byproducts
including gypsum. CCB has historically been desigd@nd managed as a non-hazardous waste and AheaSRwice determined it is not
appropriate to regulate it as a hazardous wasterihd Resource Conservation and Recovery Act (“RQ.R he EPA is reconsidering those
earlier determinations and intends to issue newlatigns for the management and disposal of CCB.HRA has not yet reached a final
decision on whether to regulate CCB as hazardoGR@RTitle C) or non-hazardous (RCRA Title D) oraablybrid, but hopes to reach that
decision during the first quarter of 2010. Shotlel EPA elect to designate CCB as hazardous ata@nyip its generation, storage,
transportation or disposal cycle, it could sigrafitly increase Allegheny’s cost of managing CCBarials. In addition to potential additional
management costs, CCB generators could expeceta seduction in options for beneficial reuse oBd@ applications such as mine
reclamation, cement manufacture and agricultumthéun increasing costs, as such materials will #reter landfills rather than beneficial
reuse. The EPA might also designate CCB as hazamidy when it is destined for wet storage impouadts, which would reduce
Allegheny’s potential waste management exposure.

Global Warming Class Action

On April 9, 2006, AE, along with numerous other gamies with coal-fired generation facilities andnganies in other industries, was
named as a defendant in a class action lawsuikeitunited States District Court for the Southerstigt of Mississippi. On behalf of a
purported class of residents and property ownekdigsissippi who were harmed by Hurricane Katrithe, named plaintiffs allege that the
emission of greenhouse gases by the defendantshbedat to global warming, thereby causing Hurre#atrina and plaintiffstamages. Tt
plaintiffs seek unspecified damages. On Decemb20®6, AE filed a motion to dismiss plaintiffs’ cptaint on jurisdictional grounds and
then joined a motion filed by other defendantsisoniss the complaint for failure to state a claikha hearing on August 30, 2007, the Court
granted the motion to dismiss that AE had joined dismissed all of the plaintiffs’ claims againBtdefendants. Plaintiffs appealed that
ruling to the United States Court of Appeals far Hifth Circuit. On October 6, 2009, the assignadgb of the appellate court issued a written
opinion that reversed the judgment entered by tis&ibx Court in favor of the defendants with respi® certain of the plaintiffs’ claims and
remanded the case to the District Court for furfireceedings. On November 25, 2009, AE and otlileit & petition to have all of the judges
of the Fifth Circuit rehear the issues addressdtiempanel’s October 6, 2009 opinion. There has Im@eruling on that petition. AE intends to
vigorously defend against this action but cannetmt its outcome.
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EMPLOYEES

Substantially all of Allegheny’s officers and ottprsonnel are employed by AESC. As of Decembe2B3029, AESC employed 4,383
employees. Of these employees, 1,223 are subjedilaxtive bargaining arrangements. Approxima#9bo of the unionized employees are
at the Distribution Companies and approximately 28&at AE’s other subsidiaries. As of December2809, System Local 102 of the
Utility Workers Union of America (the “UWUA”) repsents 1,037 employees, and locals of the IntenmaitiBrotherhood of Electrical
Workers (the “IBEW”) represent 186 employees. Guillee bargaining arrangements with the IBEW and UA\Xpire during 2010 and
2011, respectively. Members of IBEW Local 50, whictludes 34 members, recently ratified a new frear labor agreement that will exte
from March 1, 2010 through February 28, 2015. Gaitnegotiations with IBEW Local 2357, which inchsd123 members, with respect tc
current agreement that expires on February 28,,28&0still ongoing. The parties have agreed terekthe existing contract through
March 31, 2010, and union members are expectedtbon a new agreement at the beginning of Mard®20

Allegheny believes that current relations betwéemd its unionized and non-unionized employeesatisfactory.

On September 19, 2005, AE entered into a Profeak®ervices Agreement with a service provider undgch, on November 1, 2005,
the service provider assumed responsibility for ynainAllegheny’s information technology functiorignless extended by AE, the
Professional Services Agreement will expire on Daloer 31, 2012,
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Executive Officers

The names of AE’s executive officers, their agks,fositions they hold, and their business expeeieluring the past five years appear
below. All of AE’s officers are elected annually.

Name Age Title

Paul J. Evanso 68 Chairman, President, Chief Executive Officer anceBlior
Curtis H. Davis 57 Chief Operating Officer, Generatit

Rodney L. Dicken: 52 Vice Presiden

Edward Dudzinsk 57 Vice Presiden

David M. Feinber¢ 40 Vice President, General Counsel and Secre

Eric S. Gleasol 43 Vice President, Corporate Development and Qu

Kirk R. Oliver 52 Senior Vice President and Chief Financial Offi
William F. Wahl, IlI 50 Vice President, Controller and Chief AccountingiCéf

Paul J. Evansonhas been Chairman of the Board, President, Chiet&xe Officer and a director of AE since June20dr. Evansor
is the Chair of the Executive Committee. Priordiming Allegheny, Mr. Evanson was President of ilaiPower & Light Company, the
principal subsidiary of FPL Group, Inc., and a diog of FPL Group, Inc. from 1995 to 2003.

Curtis H. Davis has been Chief Operating Officer, Generation, ofsétiee March 2008. Prior to joining Allegheny, Nravis served as
Senior Vice President for Duke Energy Corporatiords-regulated generation fleet from January 2003etruary 2008. Prior to that, he
served in various senior operational positions@td)Energy Corporation.

Rodney L. Dickenshas been Vice President of AE since joining Allegha June 2009 and also serves as President efddiny’s
transmission and distribution business. Prior woifg Allegheny, Mr. Dickens was most recently Vigeesident, Asset Management and
Centralized Services with Public Service ElectriéG&s Company, where he worked in various capaditiethe preceding 32 years.

Edward Dudzinski has been Vice President, Human Resources and §eadfrAE since August 2004. Prior to joining Allegny,
Mr. Dudzinski was Vice President, Human Resouroestfe Agriculture and Nutrition Platform and Pienéli-Bred International, Inc. on
behalf of E. I. DuPont de Nemours and Company (“@uP. Prior to that, he served in various othee@xive and leadership positions at
DuPont.

David M. Feinberg has been Vice President, General Counsel and S8sc#tAE since October 2006. Mr. Feinberg joindtégheny
in August 2004 and served as Deputy General CourmgiélOctober 2006. Prior to joining Allegheny, Mreinberg was a partner with the law
firm of Jenner & Block LLP in its Chicago office.

Eric S. Gleasonhas been Vice President, Corporate DevelopmenQaradity, of AE since October 2009. Mr. Gleason @rAllegheny
in August 2008 and served as Vice President, Catpddevelopment until October 2009. Prior to joinilegheny, Mr. Gleason was
employed by JPMorgan Chase & Co. since 2002, anmédeas Executive Director, Natural Resources limest Banking from 2005 to 200
Prior to that, he served as Vice President in tivedtment Banking Division of Goldman, Sachs & Co.

Kirk R. Oliver has been Senior Vice President and Chief Fina@ffater of AE since October 2008. Prior to joiniAdegheny,
Mr. Oliver was employed by Hunt Power since Jun@&2énd served as a senior executive from June @200¢tober 2008. Prior to that,
Mr. Oliver spent eight years at TXU Corp, startagyTreasurer and then serving as Executive Vicgid&net and Chief Financial Officer.

William F. Wabhl, Ill has been Vice President, Controller and Chief Anting Officer of AE since May 2007. He joined Allegny in
2003 and served as Assistant Controller, Corpdkat®unting from February 2005 to May 2007. From 2892003, Mr. Wahl was employ
by PNC Financial Services Group, Inc. Prior to thatwas employed by Dominion Resources, Inc.
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ITEM 1A. RISK FACTORS

Allegheny is subject to a variety of significargks that are difficult to predict, involve uncentidés that may materially affect actual
results and are often beyond its control. A nundfehese risks are identified below, in additiorthe matters set forth under “Special Note
Regarding Forward-Looking Statements.” Allegherstsceptibility to certain risks could exacerbateeotisks. These risk factors should be
considered carefully in evaluating Allegheny’s rglofile.

Risks Relating to the Merger with FirstEnergy

Allegheny may be unable to obtain the approvals ragred to complete its merger with FirstEnergy or, n order to do so, the combined
company may be required to comply with material refictions or conditions.

On February 11, 2010, Allegheny announced the dietof a merger agreement with FirstEnergy. Betbeemerger may be
completed, both Allegheny and FirstEnergy will néedbtain shareholder approval for the proposaaistiction. In addition, various filings
must be made with FERC and various utility regulgtantitrust and other authorities in the UnitadtSs. These governmental authorities
may impose conditions on the completion, or reqciv@nges to the terms, of the merger, includingioti®ns or conditions on the business,
operations, or financial performance of the comtiioempany following completion of the merger. Thesaditions or changes could have
the effect of delaying completion of the mergemoposing additional costs on or limiting the reveawf the combined company following
the merger, which could have a material adverseetin the financial results of the combined comypamd/or cause either Allegheny or
FirstEnergy to abandon the merger.

If Allegheny and FirstEnergy are unable to comptatemerger, we still will incur and will remairable for significant transaction cos
including legal, accounting, financial advisoryinfg, printing and other costs relating to the negrgghether or not it is completed. Also,
depending upon the reasons for not completing thiger, including whether Allegheny has receivedrmiered into a competing takeover
proposal, Allegheny may be required to pay FirstBype termination fee of up to $150 million andmburse FirstEnergy for its transaction
expenses up to $45 million. Additionally, underafied circumstances in which the merger is not ptated but the $150 million termination
fee is not payable, Allegheny may neverthelesshaired to reimburse FirstEnergy for its transactgpenses up to $45 million. Any such
payment could have a material adverse effect oeghkny’s business, results of operations, castsfovd financial condition. See
consolidated financial statement Note 27, “Subsefjggent — Merger Agreement.”

If completed, Allegheny’s merger with FirstEnergy nmay not achieve its intended results.

Allegheny and FirstEnergy entered into the mergee@ment with the expectation that the merger woesdlt in various benefits,
including, among other things, cost savings andaipey efficiencies. Achieving the anticipated béseof the merger is subject to a number
of uncertainties, including whether the businesgesllegheny and FirstEnergy are integrated in Hicient and effective manner. Failure to
achieve these anticipated benefits could resuitdreased costs, decreases in the amount of expestenues generated by the combined
company and diversion of management’s time andggreand could have an adverse effect on the comlaetgbany’s business, financial
results and prospects.

Allegheny will be subject to business uncertaintieand contractual restrictions while the merger withFirstEnergy is pending that
could adversely affect Allegheny’s financial resuft.

Uncertainty about the effect of the merger withstinergy on employees, customers and suppliershanas an adverse effect on
Allegheny. Although Allegheny intends to take stelpsigned to reduce any adverse effects, thesetaimts may impair Allegheng’ability
to attract, retain and motivate key personnel uh&élmerger is completed and for a period of tihexdafter, and could cause customers,
suppliers and others that deal with Allegheny &ks® change existing business relationships.
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Employee retention and recruitment may be partibutzhallenging prior to the completion of the mergas employees and prospective
employees may experience uncertainty about thairduoles with the combined company. If, despilegheny’s retention and recruiting
efforts, key employees depart or fail to acceptlegment with us because of issues relating to tieertainty and difficulty of integration ol
desire not to remain with the combined companyedtieny’s financial results could be affected.

The pursuit of the merger and the preparationterimtegration of Allegheny and FirstEnergy maycpla significant burden on
management and internal resources. The diversiomofgement attention away from day-to-day busioesserns and any difficulties
encountered in the transition and integration pssa®uld affect Allegheny’s business, results @frapons and financial condition.

In addition, the merger agreement restricts Alleghevithout FirstEnergy’s consent, from making a@rtacquisitions and taking other
specified actions until the merger occurs or thegaeagreement terminates. These restrictions mayept Allegheny from pursuing
otherwise attractive business opportunities andingafither changes to its business prior to comptetif the merger or termination of the
merger agreement.

Risks Relating to Regulation

Allegheny is subject to substantial governmental gulation. Compliance with current and future regulatory requirements and the
need to obtain necessary approvals, permits and ddicates may result in substantial costs to Allegény, and failure to obtain
necessary regulatory approvals could have an advar®ffect on its business.

Allegheny is subject to substantial regulation frimderal, state and local regulatory agencies.ghimy is required to comply with
numerous laws and regulations and to obtain nunsesiathorizations, permits, approvals and certifisdtom governmental agencies. These
agencies regulate various aspects of Alleghenysiniess, including customer rates, services, regailice territories, generation plant
operations and construction, sales of securitiesgtasales and accounting policies and practidésoudgh Allegheny believes that the
necessary authorizations, permits, approvals ariificates have been obtained for its existing agiens and that its business is conducted in
accordance with applicable laws, it cannot prettiietimpact of any future revisions or changes iarpretations of existing regulations or the
adoption of new laws and regulations applicabli. tSee “Environmental Matters” and “Regulatory feawork Affecting Allegheny.”

Changes in regulations or the imposition of add#éilaegulations could influence Allegheny’s opargtenvironment and may result in
substantial costs to Allegheny, which could havadwerse effect on its business, results of omersticash flows and financial condition.

Allegheny’s costs to comply with environmental lawsire significant. New environmental laws and regul@gons, or new interpretations
of existing laws and regulations, could impose morgringent limitations on Allegheny’s generation oprations or require it to incur
significant additional costs. The cost of compliarewith present and future environmental laws couldhave an adverse effect on
Allegheny’s business.

Allegheny’s operations are subject to extensive federak stad local environmental statutes, rules and atiguis relating to air qualit
water quality, waste management, natural resounedsite remediation and may, in the future, becsufgect to new and potentially more
extensive environmental regulations, including tatt limited to regulations intended to address aterchange. Compliance with these laws
and regulations may require Allegheny to expendiBi@ant financial resources to, among other thjmgset air emission and water quality
standards, conduct site remediation, perform enwental monitoring, purchase emission allowances alternative fuels, install and opel
pollution control equipment at its generation fiieis and modulate operations of its generatioflifiés in order to reduce emissions. If
Allegheny fails to comply with applicable environntal laws and regulations, even if it is unableldoso due to factors beyond its control, it
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may be subject to civil liabilities or criminal paties and may be required to incur significantendgitures to come into compliance. In
addition, any alleged violations of environmengal$ and regulations may require Allegheny to exmaguaificant resources defending itself
against such alleged violations. Either result ddwdve an adverse effect on Allegheny’s businessilis of operations, cash flows and
financial condition.

Allegheny also may be subject to risks in connectiith changing or conflicting interpretations odgting laws and regulations. For
example, applicable standards under the EPA’s M8Rtives remain in flux. Under the Clean Air Aatodification of Allegheny’s
generation facilities in a manner that causes asad emissions could subject Allegheny’s existawilifies to the far more stringent NSR
standards applicable to new facilities.

The EPA has taken the view that many companiekjdimg many energy producers, have been modifymg&ons sources in violati
of NSR standards in connection with work believgdhie companies to be routine maintenance. Alleglenrently is involved in litigation
concerning alleged violations of the PSD provisiohthe Clean Air Act at certain of its facilitiés West Virginia and violations of the
Pennsylvania Air Pollution Control Act and NSR pigigns of the Clean Air Act at certain of its fatids in Pennsylvania. Allegheny intends
to vigorously pursue and defend against the enmental matters described above but cannot prdaéat dutcomes. If NSR and similar
requirements are imposed on Allegheny’s generdéoitities, in addition to the possible impositiohfines, compliance would entail
significant capital investments in pollution contirechnology, which could have an adverse impacAlkegheny’s business, results of
operations, cash flows and financial condition.

In addition, Allegheny incurs costs to obtain andhply with a variety of environmental permits, lses, inspections and other
approvals. If there is a delay in obtaining anyuiegf environmental regulatory approval, or if Aieeny fails to obtain, maintain or comply
with any required approval, operations at affedsmilities could be halted, curtailed or subjecte@dditional costs, which could have an
adverse impact on Allegheny’s business, resultpefations, cash flows and financial condition. S&®vironmental Matters.”

Shifting state and federal regulatory policies impee risks on Allegheny’s operations. Compliance witemerging regulatory initiatives
could require Allegheny to incur significant costsDelays, discontinuations or reversals of electrity market restructurings in the
markets in which Allegheny operates could have andwerse effect on its business.

Allegheny’s operations are subject to evolving fatary policies, including initiatives regardingrdgulation and re-regulation of the
production and sale of electricity, the restrucetgrof transmission regulation and energy efficieang conservation. Any new requirements
arising from these actions could lead to increagestating expenses and capital expenditures, thermfwunt of which cannot be predicted at
this time.

Some deregulated electricity markets in which Atlegy operates have experienced price volatilittsdme of these markets,
government agencies and other interested partiesrhade proposals to delay market restructurirgyen re-regulate areas of these markets
that have previously been deregulated. Althoughpbssible that, in an economic downturn, pricgeases resulting from the transition to
market rates could be smaller than previously g#ted, the heightened public and political conamrer the transition to market rates could
nevertheless be exacerbated by the current detBrigmational economic climate and its potentifdas on consumers.

In Pennsylvania, many of the state’s electrictig#i, including Allegheny, are scheduled to traosito market rates in 2010 and 2011,
when applicable generation rate caps expire. Se@mf price increases in other states followingehd of such regulatory transition periods
have created a heightened political concern reggngliice volatility in Pennsylvania following thegration of its rate caps. In September
2007, a special legislative session was conven@gimsylvania to consider various energy propoBalgng the special session, several
proposed bills involving the extension of rate cagse introduced. Currently, generation rate cap#\flegheny’s Pennsylvania customers
expire at the end of 2010. While the Pennsylvaréadsal
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Assembly adopted legislation in October 2008 thefuides a number of conservation and demand-sidagement measures and
procurement procedures, it does not address raitgation or the transition to market rates. Howevtieere can be no assurance that the
Pennsylvania legislature will not adopt such measum the future. See “Regulatory Matters.”

Other proposals to re-regulate the industry magnbde, and legislative or other action affectingateetric power restructuring process
may cause the process to be delayed, discontinueyersed in the states in which Allegheny operdbelays, discontinuations or reversals
of electricity market restructurings in the markietsvhich Allegheny operates could have an adveffget on its business, results of
operations, cash flows and financial conditionaAhinimum, these types of actions raise uncertaiatcerning the continued developmer
competitive power markets. Given Allegheny’s mgliite operations and asset base, re-regulati@sfictured obligations could prove
intricate, time-consuming and costly to ongoingragens.

In addition, as a result of FERC's efforts to impknt a long-term rate design for the Midwest and-Atiantic regions, the Distribution
Companies may not fully recover their transmissiosts and may have costs shifted to them from athesmission owners. Due to capped
rates and the timing of state rate cases, theilision Companies may not be able to pass throngteased transmission costs to these retalil
customers for some period of time. See “Regulaidaters.”

Furthermore, some of the states in which Alleghapgrates have enacted or are considering variargyefficiency and conservation
programs, which could prove costly for Allegheny 2008, for example, Pennsylvania adopted Act t&8¢h includes a number of
provisions relating to conservation, demasitle management and power procurement processegalthhas adopted some similar meas
as part of its EmMPOWER Maryland initiative. Amorther things, Act 129 requires the implementatiosrofirt meter technology, in
connection with which Allegheny expects to incubstantial costs. Although Act 129 includes cosbueey provisions, any delay in or den
of cost recovery could adversely affect Allegheagditionally, failure to comply with Act 129 coulesult in significant penalties. See
“Regulatory Matters.”

State rate regulation may delay or deny full recows of costs and impose risks on Allegheny’s operatns. Any denial of, or delay in,
cost recovery could have an adverse effect on Allegny’s business.

The retail rates in the states in which Alleghepgrates are set by each state’s regulatory bodg. r&sult, in certain states, Allegheny
may not be able to recover increased, unexpectadamssary costs and, even if Allegheny is abt®tso, there may be a significant delay
between the time Allegheny incurs such costs aedithe Allegheny is allowed to recover them. Anyidéof, or delay in, cost recovery
could have an adverse effect on Allegheny’s resiltgperations, cash flows and financial conditiee “Regulatory Framework Affecting
Allegheny.”

Allegheny could be subject to significant penalties it violates mandatory NERC reliability standards.

The Energy Policy Act amended the FPA to, amongrathatters, provide for mandatory reliability stards designed to assure the
reliable operation of the bulk power system. NER@klished, and the FERC approved, reliability déads that impose certain operating,
record-keeping and reporting requirements on tistribution Companies, TrAIL Company, PATH, LLC, Atipply and AGC. NERC
delegated the day-to-day implementation and enfoece of these standards to eight regional oversigtities, including ReliabilityFirst, of
which Allegheny is a member.

Allegheny has been, and will continue to be, sultfigcoutine audits with respect to its compliamgth applicable reliability standards
and has settled certain related issues. In addiefiabilityFirst is currently conducting sevevidlation investigations that have been self-
reported by Allegheny. The results of these proiregdand investigations have not had, and arexpeated to have, any material impact on
Allegheny’s operations or the results thereofs possible, however, that any violation of thesadatory standards could subject Allegheny
to civil fines imposed by FERC for up to $1.0 nati per day, per violation, which could have an aslweffect on Allegheny’s results of
operations, cash flows and financial condition. S®egulatory Framework Affecting Allegheny.”
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The TrAlIL Project and the PATH Project are subject to permitting and state regulatory approvals, and he failure to obtain any of
these permits or approvals could have an adversefe€t on Allegheny’s business.

The construction of both the TrAIL Project and B¥&TH Project are subject to the prior approval afieus regulatory bodies. TrAIL
Company has obtained the state siting approvalggsuto a pending appeal in Pennsylvania) necgssaronstruct TrAIL and is continuing
to pursue necessary permits. Allegheny met wittstuttial political opposition, as well as oppositfoom environmental, community and
other groups, in obtaining siting approval for TiAdnd is likely to encounter similar opposition lviegard to the PATH Project. There can
be no assurance that Allegheny will be able toialitee regulatory approvals required in connectigth these projects, particularly the siting
approvals required to construct PATH, on a timelgib or at all. The inability to obtain any reqdisgate approval or other regulatory
approval as a result of such opposition or othexwisay have an adverse effect on Allegheny’s basimesults of operations, cash flows and
financial condition. See “Regulatory Framework Atiag Allegheny.”

The pending sale of Potomac Edison’s Virginia distbution assets is subject to the approval of the Wjinia SCC, the denial of which
could have an adverse effect on Allegheny’s finaraicondition.

The pending sale of Potomac Edison’s distributiosifess in Virginia is subject to regulatory apglpwhich the Virginia SCC may
not grant. On May 4, 2009, Potomac Edison signdiditiee agreements to sell its electric distritmrtioperations in Virginia to Rappahann
Electric Cooperative and Shenandoah Valley Ele@doperative for cash proceeds of approximatelyd$84lion, subject to state and fede
regulatory approval, certain third-party consemid applicable price adjustments. On Septemberd®,2°Potomac Edison and the
Cooperatives filed with the Virginia SCC a jointjteest for approval of the transaction. The Virgi8aC issued a procedural order schedi
an evidentiary hearing on the matter for March®,® On January 29, 2010, consultants retainetidgtaff of the Virginia SCC filed
testimony analyzing the transaction, assertinge¢heaient Virginia customers of Potomac Edison waqadgt $370 million more in rates over
nine years if the Cooperatives take over servidbdse customers. Potomac Edison and the Coopesdtied rebuttal testimony on February
12, 2010. Any failure to consummate the proposéa sahether as a result of actions by the Virgla&C or otherwise, may have an adverse
effect on Allegheny’s business, results of operaja@ash flows and financial condition. See “RegujaFramework Affecting Allegheny.”

Allegheny is from time to time subject to federal ostate tax audits the resolution of which could hae an adverse effect on Allegheny’s
financial condition.

Allegheny is subject to periodic audits and exaridme by the Internal Revenue Service (“IRS”) atiteo state and local taxing
authorities. Determinations and expenses relatéoege audits and examinations and other procegtinthe IRS and other state and local
taxing authorities could materially and adversdfga Allegheny’s financial condition.

Risks Relating to Allegheny’s Operations

Decreasing demand for electric power, as well asrfoertain commodities underlying the production ofelectric power and the related
decline in market prices for power are adversely décting Allegheny’s business.

During 2009, customer demand for electric powekliagheny’s region fell significantly as a resuftthe ongoing economic recession
and mild summer weather, among other factors. Qvigemand for some of the commodities that undeheproduction of electricity, and as
a result the prevailing prices for those commosljtfeave also declined. Although power prices mawtdeenced by many factors, weakening
demand for electricity, together with significankbyver commaodity prices, have contributed to stdeplines in market prices for power over
the past 12 to 15 months. Partly as a consequdribese declines, AE Supply generated significalethg power in 2009 than in 2008.
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Allegheny can make no assurances regarding thecingp@any economic recovery on demand and marke¢pfor power.
Improvements in demand and market prices for poivany, may lag any future improvements in oveealbnomic conditions, and it is also
possible that the current economic climate cousdilten long-term reduction of demand for powepur region, particularly among large
industrial consumers. It is also possible that glearin customer behavior, as a result of consemvatiograms such as EmPOWER Maryland
and Pennsylvania’s Act 129 or otherwise, could ltésdong-term reductions in demand for power.

Allegheny’s coal inventories have, at times, exceed desirable levels as a result of recent decreaseour power production resulting
from declines in demand and market prices for power

AE Supply and Monongahela have various longer el supply contracts in place that are intendqehttially mitigate our exposure
to negative fluctuations in coal prices. In somsesathese contracts may require that AE Suppiarongahela purchase a minimum
volume of coal over a given time period. Howevearaaesult of falling demand and market pricepfower, Allegheny experienced declines
in 2009 in the frequency with which its coal buignipower plants operated. As a result, Alleghenga consumption decreased significantly.
Although Allegheny has been able to defer or cadedVeries under certain contracts, it has at $ilmeen required to purchase coal in excess
of immediate needs, resulting in coal inventoriescae of its facilities that exceed what it cors#dto be optimal levels, which could have
adverse impact on its business. As coal inventoeash levels in excess of optimal levels, Allegheray be unable to accept future delive
at one or more of its facilities and may need tspe alternative arrangements, including thirdypsaies of inventory at levels below its cost,
arrangements for third-party storage of a portibitsocoal inventory, and modifications to its diig coal supply agreements.

Allegheny’s generation facilities are subject to uplanned outages and significant maintenance requiraents.

The operation of power generation facilities invas\certain risks, including the risk of breakdowriailure of equipment, fuel
interruption and performance below expected legktsutput or efficiency. If Allegheny’s facilitiegr the facilities of other parties upon
which it depends, operate below expectations, A&y may lose revenues, have increased expenabtorreceive or deliver the amount
power for which it has contracted.

Allegheny’s supercritical generation facilities wariginally constructed in the late 1960s andyeb®70s, and many of its other
generation facilities were constructed prior ta tivae. Older equipment, even if maintained in ademce with good engineering practices,
may require significant maintenance and capitakexjtures to operate at peak efficiency or avditgbif Allegheny underestimates requir
maintenance expenditures or is unable to make nedjgapital expenditures due to liquidity constisiit risks incurring more frequent
unplanned outages, higher than anticipated maintenexpenditures, increased operation at highé¢roée®me of its less efficient generation
facilities and the need to purchase power fronttharties to meet its supply obligations, poss#tl{imes when the market price for power is
high, all of which may have an adverse effect oledtieny’s business, results of operations, castsfland financial condition.

Allegheny’s operating results are subject to seasahand weather fluctuations and other factors thagffect customer demand.

The sale of power generation output is generaflgasonal business, and weather patterns can maggedal impact on Allegheny’s
operating results. Demand for electricity in Allegly’s service territory peaks during the summerwimder months. During periods of peak
demand, the capacity of Allegheny’s generationlitees may be inadequate to meet its contractubdjations, which could require it to
purchase power at a time when the market pricedarer is high. In addition, although the operatiarmsts associated with the Regulated
Operations segment are not weather-sensitive gipment’s revenues are subject to seasonal fluotuakiccordingly, Allegheny’s annual
results and liquidity position may depend dispraipoately on its performance during the winter anchmer.
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Extreme weather or events outside of Alleghenyrsise territory can also have a direct effect om tommodity markets. Events, such
as hurricanes, that disrupt the supply of commeslitised as fuel impact the price and availabifitgrergy commaodities and can have an
adverse impact on Allegheny’s business, resultpefations, cash flow and financial condition.

Allegheny’s results also may be negatively impaete@ result of other circumstances that affedbousr demand for power. For
example, it is possible that the current economierdurn, as well as conservation efforts such aEtmPOWER Maryland program and
Pennsylvania’s Act 129, have and will continue @aatcibute to changes in customer behavior, whiclp reault in a significant reduction in
demand, particularly among commercial and industriatomers, which could, in turn, have an advergect on Allegheny’s business,
results of operations, cash flow and financial ¢ooi.

Changes in weather patterns as a result of globalavming could have an adverse effect on Alleghenylsusiness.

Allegheny also could be impacted to the extent ghaival warming trends affect established weatlatepns or exacerbate extreme
weather or weather fluctuations. Although Allegh'smyhysical assets are located in a region in wiiiely are unlikely to experience
detrimental physical damage from the rising sealtethat have been modeled in various analyseatteamhpt to predict the effects of global
warming, other weather-related effects that cowlédgsociated with global warming, such as an iser@athe frequency and/or severity of
storms or other significant climate changes withiroutside of Allegheny’s service territory, mayhan adverse impact on Allegheny’s
business, results of operations, cash flow andéiz condition.

Allegheny’s assets are subject to other risks beydrits control, including, but not limited to, accidents, storms, natural catastrophes
and terrorism.

Much of the value of Allegheny’s business considtigs portfolio of power generation and T&D assétlegheny’s ability to conduct
its operations depends on the integrity of thesetasThe cost of repairing damage to its facilitlee to storms, natural disasters, wars,
terrorist acts and other catastrophic events mageaxkavailable insurance, if any, for repairs, Whitay adversely impact Allegheny’s
business, results of operations, cash flows arahfiral condition. Although Allegheny has taken, arilll continue to take, reasonable
precautions to safeguard these assets, Alleghengnalie no assurance that its facilities will natefalamage or disruptions or that it will he
sufficient insurance, if any, to cover the costegairs. In addition, in the current geopoliticiimate, enhanced concern regarding the risks of
terrorism throughout the economy may impact Allegh® operations in unpredictable ways. Insuranceeage may not cover costs
associated with any of these risks adequately all.atvhile some losses may be recoverable threaghlatory proceedings, the delay and
uncertainty of any such recovery may have an adweffect on Allegheny’s business, results of openat cash flow and financial condition.

The supply and price of fuel may impact Allegheny’dinancial results.

Allegheny is dependent on coal for much of its glegeneration capacity. Allegheny has coal sumplgtracts in place that partially
mitigate its exposure to negative fluctuationsaalgrices. However, Allegheny can provide no amsce that the counterparties to these
agreements will fulfill their obligations to supptypal. The suppliers under these agreements maygeaseral matter, experience financial,
legal or technical problems that inhibit their &gito fulfill their obligations. Among other cireastances, the prevailing constrained credit
markets and overall negative economic conditiong aitect the ability of Allegheny’s suppliers tocass the capital markets and maintain
adequate liquidity to sustain their respective besses. Additionally, to the extent that any okglieny’s coal suppliers seek bankruptcy
protection, they may, in the current climate, bahla to obtain the financing necessary to contthee operations in bankruptcy and
reorganize and, thus, may be forced to liquidateidds industry and operational factors, includimgreased costs, transportation constraints,
safety issues and operational difficulties may hasgative effects on coal supplier performanceim@uperiods of rising coal prices, the
factors impacting supplier performance could hawgoae pronounced financial impact.
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Furthermore, the suppliers under these agreememtsnt be required to supply coal to Allegheny urmdetain circumstances, such as in the
event of a natural disaster. If Allegheny is unablebtain its coal requirements under these cotsré may be required to purchase coal at
higher prices. In addition, although these agreésngenerally contain specified prices, they alsg pravide for price adjustments related to
changes in specified cost indices, as well as fipesients, such as changes in regulations affgttia coal industry. Finally, it is possible
that, in the future, market prices for coal cowdtl below the prices at which we have agreed telpase coal under our long-term contracts.
Changes in the supply and price of coal may havedaerse effect on Allegheny’s business, resultspefations, cash flow and financial
condition.

Additionally, Allegheny is subject to other fuellaged costs, which may fluctuate. For example, dtileny has experienced, and may
continue to experience, increases in its fuel iagdind transportation costs and its costs to peolimne, urea and other materials necesse
the operation of its pollution controls. Signifitancreases in these and other fuel related castisl have an adverse effect on Allegheny’s
business, results of operations, cash flow andéizé condition.

The supply and price of emissions credits may impadllegheny’s financial results.

Allegheny’s SO, and NQ allowance needs, to a laxgent, are affected at any given time by the amofioutput produced and the
types of fuel used by its generation facilitiesyal as the implementation of environmental colstr&luctuations in the availability or cost
these emission allowances could have a materia@rad\weffect on Allegheny’s business, financial ¢ooad, cash flows and results of
operations. It is also possible that any climatgngfe legislation will incorporate a cap and tradeeme involving CQ emission allowances.
In that case, the cost and availability of €O efoissillowances could have an adverse effect orghbay’s business, financial condition,
cash flows and results of operations. See “Enviremia Matters.”

Allegheny is currently involved in capital intensive projects that may involve various implementatiorand financial risks.

Allegheny currently is involved in a number of dapintensive projects, including the TrAIL Projetiie PATH Project and the
implementation of smart meter and other informateshnology necessary to comply with Pennsylvanigcently-enacted Act 129.
Allegheny’s ability to successfully complete thggejects in a timely manner, within establisheddpetd and without significant operational
disruptions is contingent upon many variables, manyhich are outside of its control. Failure tamquete these projects as planned may
an adverse effect on Allegheny’s business, restitperations, cash flow and financial condition.

Additionally, Allegheny has contracted with speidatl vendors in connection with these projects,raag in the future enter into
additional such contracts with respect to theseadier capital projects. As such, Allegheny is esgabto the risk that these contractors may
not perform as required under their contracts. Sufdilure could occur for any number of reasonsiofAg other things, it is possible that the
prevailing constrained credit markets and overadlative economic conditions may affect the abdityAllegheny’s contractors,
subcontractors, suppliers and vendors to accessaffigal markets and maintain adequate liquiditgustain their respective businesses.
Should this occur, Allegheny may be forced to fali@rnate arrangements, which may cause delay mimdfeased costs. Allegheny can
provide no assurance that it would be able to nsalk@ alternate arrangements on terms acceptaltlertat all. Any inability to make such
alternate arrangements or any substantial delaygm@ases in costs associated therewith may haaeerse effect on Allegheny’s business,
results of operations, cash flow and financial ¢ood. For additional information regarding Act 12&e “Regulatory Matters.”

Changes in PJM market policies and rules or in PJMparticipants may impact Allegheny’s financial resuts.

Because Allegheny has transferred functional cbofris transmission facilities to PIM, is a losetving entity within the PJM Region
and owns generation within the PIJM Region, chang®dM policies and/or market rules, including agasthat are currently under
consideration by FERC, could adversely affect
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