


HIGHLIGHTS

   Percent

   Increase

For years ended December 31, 2008 2007 (Decrease)

FINANCIAL HIGHLIGHTS
(millions, except per share amounts) 

Operating revenues  ........................................................................................................................ $  3,386 $  3,307 2

Operations and maintenance expense .................................................................................... 675  687 (2)

Net income:

           GAAP basis ............................................................................................................................... 395   412          (4)

           As adjusted 1 ........................................................................................................................... 391 385              2

Diluted net income per share:

           GAAP basis  .............................................................................................................................. 2.33 2.43 (4)

           As adjusted 1 ........................................................................................................................... 2.30 2.26 2

Common stock dividend per share (quarterly) 2 ................................................................... 0.15 0.15 --

Total assets .......................................................................................................................................... $10,811   $  9,907 9

OPERATING HIGHLIGHTS

Retail electric customers (average) ............................................................................................ 1,577,873 1,570,004 1 

Retail electric sales ........................................................................................................................... 44.2 44.9 (2)

(million megawatt hours)

Electric generation ........................................................................................................................... 46.6 48.2 (3)

(million megawatt hours)

Power plant availability (supercritical) ...................................................................................... 87.5% 83.2% 5

1  See reconciliation of non-GAAP financial measures on page 194.
2  Reinstated in fourth quarter 2007.
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March 17, 2009

To Our Stockholders: 

	 2008 was a year of both accomplishments and challenges at Allegheny. We were successful in removing sub-
stantial regulatory risk from our business and moving forward with our key projects. But it was also a year of rising coal 
costs, a global recession and the worst stock market decline since 1937 – all of which adversely affected us. 

	 Despite these challenges, our business remains profitable, our liquidity is solid, and our long-term growth 
catalysts remain substantially intact. Even with the disappointing performance of our stock in 2008, Allegheny’s return 
on a five-year basis was the best of any company in the Edison Electric Institute utility index of 57 companies. 

	 Our achievements last year included: 

	 Regulatory. We secured recovery of fuel and purchased power costs in both our Virginia and West Virginia 
jurisdictions. This was particularly significant in Virginia, where we were losing about $100 million annually due to 
under-recovery. 

	 In Pennsylvania, where our rate caps expire at the end of next year, regulators approved our power procure-
ment and rate mitigation plans, and we will hold our first auction to procure power in April.

	 Transmission expansion. Our Trans-Allegheny Interstate Line was approved by regulators in all three states 
the line crosses. With financing in place and construction started, we are on schedule for completion in June 2011. 

	 For our second transmission project, the Potomac-Appalachian Transmission Highline, we secured Federal 
Energy Regulatory Commission approval for incentive rate treatment, including a 14.3 percent return on equity. We 
expect to file for state regulatory approvals this year. 

	 Environmental improvements. Our scrubber installation projects at the Hatfield’s Ferry and Fort Martin 
power stations remained on schedule and on budget. When placed into service later this year, the equipment will 
reduce our sulfur dioxide emissions by about 70 percent. 

	 Energy efficiency and conservation programs to comply with recent legislation in Maryland and Pennsylvania 
are a major area of focus. Work is underway to move these programs forward. 

	 High performance. Our quality improvement initiatives continue to produce results. For 2008, our supercriti-
cal power plants had their best performance since we’ve been keeping records, and Allegheny Power sustained its 
top-quartile safety ranking. 

	 Turning to 2009, we face the challenge of a weakening U.S. economy. Maintaining solid liquidity and a strong 
financial condition, as well as controlling costs, are our top priorities. 

	 I am confident that with our experienced management team, dedicated employees and loyal stockholders, we 
will weather the economic downturn and keep our place as one of the premier companies in the electric utility indus-
try. We appreciate your continued support.

Sincerely,

Paul J. Evanson 
Chairman, President and Chief Executive Officer



		  The graph below compares the cumulative 5-year total return on our common stock with the Dow Jones U.S. 
Electricity Index and the Standard & Poor’s 500 Index, assuming the investment of $100 in each on December 31, 2003, 
and the reinvestment of all dividends.

	The stock price performance depicted on this graph is not indicative of future stock price performance.

	 12/03 	 12/04 	 12/05 	 12/06	 12/07	 12/08	
Allegheny Energy, Inc. .................................................. 		 100.00 	 154.47	 248.04 	 359.80 	 499.76	 269.79

S&P 500  ............................................................................. 		 100.00	 110.88	  116.33	 134.70	  142.10	  89.53

Dow Jones US Electricity  ............................................ 		 100.00	 124.36 	 145.33	 175.64	 212.53	 147.60



	 The stock price performance depicted on this graph is not indicative of future stock price performance.
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GLOSSARY

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

AE Allegheny Energy, Inc., a diversified utility holding company
AESC Allegheny Energy Service Corporation, a subsidiary of AE
AE Supply Allegheny Energy Supply Company, LLC, an unregulated generation subsidiary of AE
AGC Allegheny Generating Company, a generation subsidiary of AE Supply and Monongahela
Allegheny Allegheny Energy, Inc., together with its consolidated subsidiaries
Distribution Companies Monongahela, Potomac Edison and West Penn, which collectively do business as Allegheny

Power
Monongahela Monongahela Power Company, a regulated subsidiary of AE
PATH, LLC Potomac-Appalachian Transmission Highline, LLC, a joint venture between Allegheny and a

subsidiary of American Electric Power Company, Inc.
Potomac Edison The Potomac Edison Company, a regulated subsidiary of AE
TrAIL Company Trans-Allegheny Interstate Line Company
West Penn West Penn Power Company, a regulated subsidiary of AE

II. The following abbreviations and acronyms are used in this report to identify entities and terms
relevant to Allegheny’s business and operations:

CDD Cooling Degree-Days
Clean Air Act Clean Air Act of 1970
CO2 Carbon dioxide
DOE United States Department of Energy
EPA United States Environmental Protection Agency
Exchange Act Securities Exchange Act of 1934, as amended
FERC Federal Energy Regulatory Commission, an independent commission within the DOE
FPA Federal Power Act
FTRs Financial Transmission Rights
GAAP Generally accepted accounting principles used in the United States of America
HDD Heating Degree-Days
kW Kilowatt, which is equal to 1,000 watts
kWh Kilowatt-hour, which is a unit of electric energy equivalent to one kW operating for one hour
Maryland PSC Maryland Public Service Commission
MW Megawatt, which is equal to 1,000,000 watts
MWh Megawatt-hour, which is a unit of electric energy equivalent to one MW operating for one hour
NOx Nitrogen Oxide
NSR The New Source Performance Review Standards, or “New Source Review,” applicable to

facilities deemed “new” sources of emissions by the EPA
OVEC Ohio Valley Electric Corporation
PATH Potomac-Appalachian Transmission Highline
Pennsylvania PUC Pennsylvania Public Utility Commission
PJM PJM Interconnection, L.L.C., a regional transmission organization
PLR Provider-of-last-resort
PURPA Public Utility Regulatory Policies Act of 1978
RPM Reliability Pricing Model, which is PJM’s capacity market
RTO Regional Transmission Organization
Scrubbers Flue-gas desulfurization equipment
SEC Securities and Exchange Commission
SO2 Sulfur dioxide
SOS Standard Offer Service
T&D Transmission and distribution
TrAIL Trans-Allegheny Interstate Line
Virginia SCC Virginia State Corporate Commission
West Virginia PSC Public Service Commission of West Virginia
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PART I

ITEM 1. BUSINESS

OVERVIEW

Allegheny is an integrated energy business that owns and operates electric generation facilities and delivers
electric services to customers in Pennsylvania, West Virginia, Maryland and Virginia. AE, Allegheny’s parent
holding company, was incorporated in Maryland in 1925. Allegheny operates its business primarily through AE’s
various directly and indirectly owned subsidiaries.

Allegheny has two business segments:

• The Delivery and Services segment includes Allegheny’s electric T&D operations.

• The Generation and Marketing segment includes Allegheny’s power generation operations.

The Delivery and Services Segment

The principal companies and operations in AE’s Delivery and Services segment include the following:

• The Distribution Companies include Monongahela (excluding its West Virginia generation assets),
Potomac Edison and West Penn. Each of the Distribution Companies is a public utility company and
does business under the trade name Allegheny Power. Allegheny Power’s principal business is the
operation of electric public utility systems. In April 2002, the Distribution Companies transferred
functional control over their transmission systems to PJM. As a RTO, PJM coordinates the movement of
electricity over the transmission grid in all or parts of Delaware, Illinois, Indiana, Kentucky, Maryland,
Michigan, New Jersey, North Carolina, Ohio, Pennsylvania, Tennessee, Virginia, West Virginia and the
District of Columbia.

• Monongahela was incorporated in Ohio in 1924. It conducts an electric T&D business that serves
approximately 381,000 customers in northern West Virginia in a service area of approximately
13,000 square miles with a population of approximately 791,000. Monongahela’s Delivery and
Services segment had operating revenues of $597.5 million and sold 10.6 million MWhs of
electricity to retail customers in 2008. Monongahela also owns generation assets, which are included
in the Generation and Marketing Segment. See “The Generation and Marketing Segment.”

• Potomac Edison was incorporated in Maryland in 1923 and was also incorporated in Virginia in
1974. It operates an electric T&D system in portions of West Virginia, Maryland and Virginia.
Potomac Edison serves approximately 480,000 customers in a service area of about 7,500 square
miles with a population of approximately 1.06 million. Potomac Edison had total operating revenues
of $901.9 million and sold 13.2 million MWhs of electricity to retail customers in 2008.

• West Penn was incorporated in Pennsylvania in 1916. It operates an electric T&D system in
southwestern, south-central and northern Pennsylvania. West Penn serves approximately 713,000
customers in a service area of about 10,400 square miles with a population of approximately 1.5
million. West Penn had total operating revenues of $1.3 billion and sold 20.4 million MWhs of
electricity to retail customers in 2008.

• TrAIL Company was incorporated in Maryland and Virginia in 2006. In June 2006, PJM, which
manages a regional planning process for transmission expansion, approved a regional transmission
expansion plan designed to maintain the reliability of the transmission grid in the Mid-Atlantic region.
The transmission expansion plan includes TrAIL, a new 500 kV transmission line that will extend from
southwestern Pennsylvania through West Virginia to a point of interconnection with Virginia Electric
and Power Company (“Dominion”) in northern Virginia. PJM designated Allegheny to construct the
portion of the line that will be located in the Distribution Companies’ PJM zone. TrAIL Company was
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formed in connection with the management and financing of transmission expansion projects, including
this project (the “TrAIL Project”), and will build, own and operate the new transmission line. TrAIL
Company received siting approval in West Virginia and Virginia and for a portion of the line in
Pennsylvania in 2008 and currently expects to complete construction of the new line in 2011. See
“Capital Expenditures” and “Regulatory Framework Affecting Allegheny.”

• PATH, LLC was formed in Delaware in 2007 following PJM approval of PATH. As currently proposed,
PATH is a new, 765 kV transmission line that will extend from a substation owned by American
Electric Power Company (“AEP”) near St. Albans, West Virginia, to a new substation near Kemptown,
Maryland. PATH, LLC, which was formed in connection with the management and financing of this
project (the “PATH Project”), is a series limited liability company. The “West Virginia Series” is owned
equally by Allegheny and a subsidiary of AEP. The “Allegheny Series” is 100% owned by Allegheny.
Each Series will, through an operating subsidiary, build, own and operate a portion of the line.
Construction of the line, which PATH, LLC currently estimates will be complete in 2013, remains
subject to siting approval by the relevant state utility commissions, among other things. See “Capital
Expenditures” and “Regulatory Framework Affecting Allegheny.”

During 2008, the Delivery and Services segment had operating revenues of $2.8 billion and net income of
$51.1 million. As of December 31, 2008, the Delivery and Services segment held approximately $4.8 billion of
identifiable assets. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and Note 11, “Business Segments” to the Consolidated Financial Statements.

The Generation and Marketing Segment

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

• AE Supply was formed in Delaware in 1999. AE Supply owns, operates and manages electric
generation facilities. AE Supply also purchases and sells energy and energy-related commodities. As of
December 31, 2008, AE Supply owned or contractually controlled approximately 6,919 MWs of
generation capacity. See “Electric Facilities.”

AE Supply markets its electric generation capacity to various customers and markets. AE Supply
currently is contractually obligated to provide West Penn with most of the power that it needs to meet its
PLR obligations in Pennsylvania through the end of 2010. In addition, AE Supply has contracts with
Potomac Edison to supply most of the power necessary to serve Potomac Edison’s Virginia customers
through mid-2011 and is serving a portion of Potomac Edison’s customer load in Maryland pursuant to
contracts that range in length from five to 29 months. Together, these contracts currently comprise a
majority of AE Supply’s normal operating capacity. AE Supply had total operating revenues of $1.8
billion in 2008.

• Monongahela’s West Virginia generation assets are included in the Generation and Marketing
segment. As of December 31, 2008, Monongahela owned or contractually controlled 2,811 MWs of
generation capacity. See “Electric Facilities.”

Monongahela’s generation capacity supplies Monongahela’s Delivery and Services segment. In
addition, Monongahela is contractually obligated to provide Potomac Edison with the power that it
needs to meet its load obligations in West Virginia. Monongahela’s Generation and Marketing segment
had operating revenues of $526.8 million in 2008.

• AGC was incorporated in Virginia in 1981. As of December 31, 2008, AGC was owned approximately
59% by AE Supply and approximately 41% by Monongahela. AGC’s sole asset is a 40% undivided
interest in the Bath County, Virginia pumped-storage hydroelectric generation facility and its connecting
transmission facilities. All of AGC’s revenues are derived from sales of its 1,084 MW share of
generation capacity from the Bath County generation facility to AE Supply and Monongahela. AGC had
total operating revenues of $66.9 million in 2008. See “Electric Facilities.”
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In addition to coordinating the movement of wholesale electricity in its region and managing regional plans
for generation and transmission expansion, PJM operates a competitive wholesale energy market. All of
Allegheny’s generation facilities are located within the PJM market. To facilitate the economic dispatch of
generation, AE Supply and Monongahela sell power into the PJM market and purchase power from the PJM
market to meet their contractual obligations to supply power. See “Fuel, Power and Resource Supply” and
“Regulatory Framework Affecting Allegheny.”

During 2008, the Generation and Marketing segment had operating revenues of $2.3 billion and net income
of $344.3 million. As of December 31, 2008, the Generation and Marketing segment held approximately $5.4
billion of identifiable assets. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and Note 11, “Business Segments” to the Consolidated Financial Statements.

Intersegment Services

AESC was incorporated in Maryland in 1963 and is a service company for Allegheny. AESC employs
substantially all of the Allegheny personnel who provide services to AE and its subsidiaries, including among
others, AE Supply, AGC, the Distribution Companies, TrAIL Company, PATH, LLC and their respective
subsidiaries. These companies reimburse AESC at cost for services provided to them by AESC’s employees.
AESC had 4,455 employees as of December 31, 2008.
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Where You Can Find More Information

AE files or furnishes Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K, proxy statements and other information with or to the SEC. You may read and copy any document
that AE files with the SEC at the SEC’s public reference room at 100 F Street, N.E., Room 1580, Washington,
D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the public reference room. These
SEC filings are also available to the public from the SEC’s website at http://www.sec.gov.

The Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy
statements, statements of changes in beneficial ownership and other SEC filings, and any amendments to those
reports, that AE files with or furnishes to the SEC under the Exchange Act are made available free of charge on
AE’s website at http://www.alleghenyenergy.com as soon as reasonably practicable after they are electronically
filed with, or furnished to, the SEC. AE’s website and the information contained therein are not incorporated into
this report.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

In addition to historical information, this report contains a number of forward-looking statements as defined
in the Private Securities Litigation Reform Act of 1995. Words such as anticipate, expect, project, intend, plan,
believe and words and terms of similar substance used in connection with any discussion of future plans, actions
or events identify forward-looking statements. These include statements with respect to:

• regulatory matters, including but not limited to environmental regulation, state rate regulation, and the
status of retail generation service supply competition in states served by the Distribution Companies;

• financing plans;

• market demand and prices for energy and capacity;

• the cost and availability of raw materials, including coal, and Allegheny’s ability to enter into and
enforce long-term fuel purchase agreements;

• PLR and power supply contracts;

• results of litigation;

• results of operations;

• internal controls and procedures;

• capital expenditures;

• status and condition of plants and equipment;

• changes in technology and their effects on the competitiveness of Allegheny’s generation facilities;

• work stoppages by Allegheny’s unionized employees; and

• capacity purchase commitments.

Forward-looking statements involve estimates, expectations and projections and, as a result, are subject to
risks and uncertainties. There can be no assurance that actual results will not differ materially from expectations.
Actual results have varied materially and unpredictably from past expectations. Factors that could cause actual
results to differ materially include, among others, the following:

• the results of regulatory proceedings, including proceedings related to rates;

• plant performance and unplanned outages;

• volatility and changes in the price and demand for energy and capacity and changes in the value of
FTRs;

• volatility and changes in the price of coal, natural gas and other energy-related commodities and
Allegheny’s ability to enter into and enforce long term fuel purchase agreements;

• changes in the weather and other natural phenomena;

• changes in industry capacity, development and other activities by Allegheny’s competitors;

• changes in market rules, including changes to PJM’s participant rules and tariffs, and defaults by other
market participants;

• the loss of any significant customers or suppliers;

• changes in both customer usage and customer switching behavior and their resulting effects on existing
and future load requirements;

• dependence on other electric transmission and gas transportation systems and their constraints on
availability;

• environmental regulations;
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• changes in other laws and regulations applicable to Allegheny, its markets or its activities;

• changes in the underlying inputs and assumptions, including market conditions, used to estimate the fair
values of commodity contracts;

• complications or other factors that make it difficult or impossible to obtain necessary lender consents or
regulatory authorizations on a timely basis;

• changes in access to capital markets, the availability of credit and actions of rating agencies;

• inflationary or deflationary trends and interest rate trends;

• the effect of accounting pronouncements issued periodically by accounting standard-setting bodies;

• general economic and business conditions, including the effects of the current recession; and

• other risks, including the effects of global instability, terrorism and war.
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ALLEGHENY’S SALES AND REVENUES

Generation and Marketing

The Generation and Marketing segment had operating revenues of $2.3 billion and $2.1 billion in 2008 and
2007, respectively. For more information regarding the Generation and Marketing segment’s operating revenues,
see “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and Note 11,
“Business Segments” to the Consolidated Financial Statements.

Delivery and Services

The Delivery and Services segment sold 44.2 million and 44.9 million MWhs of electricity to retail
customers in 2008 and 2007, respectively. The Delivery and Services segment had operating revenues of $2.8
billion in both 2008 and 2007. These revenues included revenue from electric sales and unregulated services.
There were $1.7 billion of intersegment sales and revenues between the Generation and Marketing segment and
the Delivery and Services segment in each of 2008 and 2007, which have been eliminated in Allegheny’s
statement of income. The following table describes the segment’s revenues from electric sales:

Revenues (in millions): 2008 2007

Retail electric:
Generation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,828.3 $1,813.2
Transmission . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 163.7 166.0
Distribution . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 675.1 698.9

Subtotal retail . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,667.1 $2,678.1

Transmission services and bulk power . . . . . . . . . . . . . . . . . . . . . . . . 137.9 110.1
Other affiliated and nonaffiliated energy services . . . . . . . . . . . . . . . 41.7 41.0

Total Delivery and Services revenues . . . . . . . . . . . . . . . . . $2,846.7 $2,829.2

For more information regarding the Delivery and Services segment’s revenues, see “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and Note 11, “Business Segments” to
the Consolidated Financial Statements.
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CAPITAL EXPENDITURES

Actual capital expenditures for 2008 and estimated capital expenditures for 2009 and 2010 are shown on a
cash basis in the following table. The amounts and timing of capital expenditures are subject to continuing
review and adjustment, and actual capital expenditures may vary from these estimates.

Actual Projected

(In millions) 2008 2009 2010

Transmission and distribution facilities:
TrAIL and related transmission expansion (a) . . . . . . . $103 $ 284 $ 391
PATH Project (b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 71 217
Other transmission and distribution facilities . . . . . . . . 241 212 239

Environmental:
Fort Martin Scrubbers (c) . . . . . . . . . . . . . . . . . . . . . . . 223 191 13
Hatfield Scrubbers (d) . . . . . . . . . . . . . . . . . . . . . . . . . . 278 142 17
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82 84 141

Other generation facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . 47 66 90
Other capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 15 20

Total capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . $994 $1,065 $1,128

AFUDC and capitalized interest included above . . . . . . . . . $ 37 $ 35 $ 12

(a) Includes expenditures for the TrAIL Project, which has a target completion date of 2011 and an estimated
cost, excluding allowance for funds used during construction (“AFUDC”), of approximately $820 million,
as well as expenditures for other related transmission projects requested by PJM.

(b) Reflects total expenditures for the PATH Project to be paid by PATH, LLC in the years shown, including
those attributable to AEP. The PATH Project has a target completion date of 2013. Excluding AFUDC, total
project costs of the West Virginia Series, which is owned equally by Allegheny and AEP, are expected to be
approximately $1.2 billion, and total project costs of the Allegheny Series, which is owned by Allegheny,
are expected to be approximately $0.6 billion. Allegheny’s share of the total cost of this project is expected
to be approximately $1.2 billion.

(c) Construction of the Scrubbers at Allegheny’s Fort Martin generation facility is expected to be completed in
2009 at an estimated cost, excluding AFUDC, of approximately $550 million.

(d) Construction of the Scrubbers at Allegheny’s Hatfield’s Ferry generation facility is expected to be
completed in 2009 at an estimated cost, excluding capitalized interest, of approximately $725 million.
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ELECTRIC FACILITIES

Generation Capacity

All of Allegheny’s owned or controlled generation capacity is part of the Generation and Marketing
segment. In addition, the Distribution Companies are obligated to purchase 479 MWs of power through state
utility commission-approved arrangements pursuant to PURPA. The PURPA capacity for which West Penn and
Potomac Edison contract is part of the Delivery and Services segment, and the PURPA capacity for which
Monongahela contracts is part of the Generation and Marketing segment.

Nominal Maximum Operational Generation Capacity (MW)

Stations Units
Project
Total

Regulated Unregulated Service
Commencement

Dates (b)Monongahela (a) AE Supply and Other (a)

Coal Fired-Supercritical (Steam):
Harrison (Haywood, WV) . . . . . . . . . . . . . . 3 1,983 407 1,576 1972-74
Hatfield’s Ferry (Masontown, PA) . . . . . . . . 3 1,710 1,710 1969-71
Pleasants (Willow Island, WV) . . . . . . . . . . 2 1,300 100 1,200 1979-80
Fort Martin (Maidsville, WV) . . . . . . . . . . . 2 1,107 1,107 1967-68

Coal Fired-Other (Steam):
Armstrong (Adrian, PA) . . . . . . . . . . . . . . . . 2 356 356 1958-59
Albright (Albright, WV) . . . . . . . . . . . . . . . . 3 292 292 1952-54
Mitchell (Courtney, PA) . . . . . . . . . . . . . . . . 1 288 288 1963
Ohio Valley Electric Corp. (Chelsea, OH)

(Madison, IN) (c) . . . . . . . . . . . . . . . . . . . 11 78 78
Willow Island (Willow Island, WV) . . . . . . 2 243 243 1949-60
Rivesville (Rivesville, WV) . . . . . . . . . . . . . 2 142 142 1943-51
R. Paul Smith (Williamsport, MD) . . . . . . . 2 116 116 1947-58

Pumped-Storage and Hydro:
Bath County (Warm Springs, VA) (d) . . . . . 6 1,084 442 642 1985; 2001
Lake Lynn (Lake Lynn, PA) (e) . . . . . . . . . . 4 52 52 1926
Green Valley Hydro (f) . . . . . . . . . . . . . . . . 21 6 6 Various

Gas-Fired:
AE Nos. 3, 4 & 5 (Springdale, PA) . . . . . . . 3 540 540 2003
AE Nos. 1 & 2 (Springdale, PA) . . . . . . . . . 2 88 88 1999
AE Nos. 8 & 9 (Gans, PA) . . . . . . . . . . . . . . 2 88 88 2000
AE Nos. 12 & 13 (Chambersburg, PA) . . . . 2 88 88 2001
Buchanan (Oakwood, VA) (g) . . . . . . . . . . . 2 43 43 2002
Hunlock CT (Hunlock Creek, PA) . . . . . . . . 1 44 44 2000

Oil-Fired (Steam):
Mitchell (Courtney, PA) . . . . . . . . . . . . . . . . 1 82 82 1949

Total Capacity . . . . . . . . . . . . . . . . . . . 9,730 2,811 6,919

(a) Effective January 1, 2007, Monongahela and AE Supply completed an intra-company transfer of assets (the
“Asset Swap”) that realigned generation ownership and contractual obligations within the Allegheny
system. See Note 14, “Asset Swap” to the Consolidated Financial Statements.

(b) When more than one year is listed as a commencement date for a particular generation facility, the dates
refer to the years in which operations commenced for the different units at that generation facility.
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(c) The amount attributed to OVEC represents capacity entitlement through AE’s ownership of OVEC shares.
AE holds a 3.5% equity stake in, and is a sponsoring company of, OVEC. OVEC supplies power to its
sponsoring companies under an intercompany power agreement. As of December 31, 2008, as a result of
AE’s equity interest, Monongahela was entitled to 3.5% of OVEC generation, a portion (67 MWs) of which
was transferred to AE Supply, effective as of February 1, 2009, in connection with the Asset Swap.

(d) This figure represents capacity entitlement through ownership of AGC. A modernization project has been
completed on five of the six generating units at the Bath County facility, and work on the remaining unit is
expected to be completed in 2009. Each upgrade results in an increase of approximately 25 MWs to AGC’s
capacity entitlement.

(e) AE Supply has a license for Lake Lynn through 2024.
(f) The licenses for hydroelectric facilities Dam No. 4 and Dam No. 5, located in West Virginia and Maryland,

will expire in November 2024. The licenses for the Shenandoah, Warren, Luray and Newport projects
located in Virginia run through 2024.

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

PURPA Capacity

The following table shows additional generation capacity available to the Distribution Companies through
state utility commission-approved arrangements pursuant to PURPA. PURPA requires electric utility companies,
such as the Distribution Companies, to interconnect with, provide back-up electric service to and purchase
electric capacity and energy from qualifying small power production and cogeneration facilities, although electric
utilities are no longer required to enter into any new contractual obligation to purchase energy from a qualifying
facility if FERC finds that the facility has non-discriminatory access to a functioning wholesale market and open-
access transmission. The capacity purchases reflected in this table are reflected in the results of the Delivery and
Services segment, except that the PURPA generation for which Monongahela contracts is reflected in the results
of the Generation and Marketing segment.

PURPA Capacity (MW)

PURPA Stations
Project
Total Monongahela

Potomac
Edison

West
Penn

Contract
Termination

Date

Coal-Fired: Steam
AES Warrior Run (Cumberland, MD) (a) . . . . . . . . . . . . . . . 180 180 2030
AES Beaver Valley (Monaca, PA) . . . . . . . . . . . . . . . . . . . . . 125 125 2016
Grant Town (Grant Town, WV) . . . . . . . . . . . . . . . . . . . . . . . 80 80 2036
West Virginia University (Morgantown, WV) . . . . . . . . . . . . 50 50 2027

Hydro:
Hannibal Lock and Dam (New Martinsville, WV) . . . . . . . . 31 31 2034
Allegheny Lock and Dam 6 (Freeport, PA) . . . . . . . . . . . . . . 7 7 2034
Allegheny Lock and Dam 5 (Freeport, PA) . . . . . . . . . . . . . . 6 6 2034

Total PURPA Capacity . . . . . . . . . . . . . . . . . . . . . . . . . . . . 479 161 180 138

(a) As required under the terms of a Maryland restructuring settlement, Potomac Edison offers the 180 MW
output of the AES Warrior Run project to the wholesale market and will continue to do so for the term of the
AES Warrior Run contract, which ends on February 10, 2030. Revenue received from the sale reduces the
AES Warrior Run surcharge paid by Maryland customers.
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Transmission and Distribution Facilities

The following table sets forth the existing miles of T&D lines and the number of substations of the
Distribution Companies and AGC as of December 31, 2008:

Underground
Above-
Ground

Total
Miles

Total Miles
Consisting of
500-Kilovolt
(kV) Lines

Number of
Transmission and

Distribution
Substations

Monongahela . . . . . . . . . . . . . . . . . . . . . . . . . . . 872 22,476 23,348 250 243
Potomac Edison . . . . . . . . . . . . . . . . . . . . . . . . . 5,581 18,148 23,729 175 219
West Penn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,750 24,243 26,993 277 513
AGC (a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 87 87 87 1

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,203 64,954 74,157 789 976

(a) Total Bath County transmission lines, of which AGC owns an undivided 40% interest and Virginia Electric
and Power Company owns the remainder.

The Distribution Companies’ transmission network has 12 extra-high-voltage (345 kV and above) and 36
lower-voltage interconnections with neighboring utility systems.
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FUEL, POWER AND RESOURCE SUPPLY

Generation and Marketing Segment

Coal Supply

Allegheny consumed approximately 19 million tons of coal and synthetic fuel in 2008 at an average price of
approximately $49 per ton delivered. Allegheny purchased these fuels primarily from mines in Pennsylvania,
West Virginia and Ohio. However, Allegheny also purchases coal from other regions, and blends coal from the
Powder River Basin with eastern bituminous coal at several generation facilities.

Historically, Allegheny has purchased a majority of its coal from a limited number of suppliers. Of
Allegheny’s coal purchases in 2008, 65% came from subsidiaries of four companies, the largest of which
represented 28% of the total tons purchased.

As of February 27, 2009, Allegheny had commitments for the delivery of more than 95% of the coal that
Allegheny expects to consume in 2009. Excluding volumes that are priced annually based on market conditions,
Allegheny also had commitments for the delivery of approximately 60% of its anticipated coal needs for 2010
and 2011 and for approximately 55% of its anticipated coal needs for 2012 and 2013.

Most of Allegheny’s coal purchase agreements contain specified prices and include price adjustment
provisions related to changes in specified cost indices, as well as to specific events, such as changes in
regulations that affect the coal industry.

Developments and operational factors affecting Allegheny’s coal suppliers, including increased costs,
transportation constraints, safety issues and operational difficulties, may have negative effects on coal supplier
performance. Additionally, Allegheny has experienced, and may continue to experience, increases in other fuel-
related costs, such as its fuel handling costs and its costs to procure lime, urea and other materials necessary to
the operation of its pollution controls. See “Risk Factors.”

Natural Gas Supply

AE Supply purchases natural gas to supply its natural gas-fired generation facilities. In 2008, AE Supply
purchased its natural gas requirements principally in the spot market.

AE Supply has an agreement under a FERC-approved tariff with Kern River Gas Transmission Company
for the transportation of 45,122 decatherms of natural gas per day from Opal, Wyoming to southern California.
The transportation agreement runs through April 30, 2018. The latest in a series of long-term capacity releases
for the full contract volume expired in November 2008. AE Supply is currently purchasing and selling physical
natural gas as part of its hedging strategy around this obligation.

The Delivery and Services Segment

Electric Power

Allegheny reorganized its corporate structure in response to electric utility deregulation within its service
area between 1999 and 2001. The Distribution Companies, with the exception of Monongahela and its West
Virginia generation assets, do not produce their own power. Potomac Edison transferred all of its generation
assets to AE Supply in 2000. West Penn transferred all of its generation assets to AE Supply in 1999.
Monongahela transferred the portion of its generation assets dedicated to its previously-owned Ohio service
territory to AE Supply in 2001. The Asset Swap realigned ownership of certain generation facilities between
Monongahela and AE Supply, effective as of January 1, 2007. See “Regulatory Framework Affecting Allegheny”
and Note 14, “Asset Swap” to the Consolidated Financial Statements.
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Pennsylvania instituted retail customer choice in 1996 and is transitioning to market-based, rather than cost-
based pricing for generation. West Penn is the PLR for those Pennsylvania customers who do not choose an
alternate supplier or whose alternate supplier does not deliver or who choose to return to West Penn service, in
each case at rates that are capped at various levels through the end of the transition period. Currently, West
Penn’s transition period will end on December 31, 2010. AE Supply is contractually obligated to provide West
Penn with most of the power that it needs to meet its PLR obligations in Pennsylvania through the end of the
transition period. In July 2008, the Pennsylvania PUC approved West Penn’s proposed power procurement plan
pursuant to which West Penn will procure its post-transition period power requirements through a combination of
competitively bid contracts and spot market purchases.

Potomac Edison has contracts with AE Supply to supply most of the power necessary to serve Potomac
Edison’s Virginia customers through mid-2011. AE Supply also is serving a portion of Potomac Edison’s
Maryland customers pursuant to contracts that range in length from five to 29 months. These contracts were
awarded to AE Supply as a result of competitive bidding processes in both Virginia and Maryland. Suppliers that
are not affiliated with Potomac Edison also were awarded contracts for portions of Potomac Edison’s Virginia
and Maryland load pursuant to the competitive bidding process. In Maryland, Potomac Edison will conduct
rolling auctions to procure its power supply. The arrangements to serve Potomac Edison’s load obligations in
Virginia after July 1, 2011 are still under development.

Monongahela’s Generation and Marketing segment provides the power necessary to meet the obligations of
its Delivery and Services segment. Prior to January 1, 2007, AE Supply sold power to Potomac Edison to serve
customers in Potomac Edison’s West Virginia service territory. In connection with the Asset Swap, Monongahela
assumed the obligation to supply power to Potomac Edison to meet its West Virginia load obligations through
2027. To facilitate the economic dispatch of its generation, Monongahela sells the power that it generates from
its West Virginia jurisdictional assets into the PJM market and purchases from the PJM market the power
necessary to meet its West Virginia jurisdictional customer load and contractual obligations to provide power.
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REGULATORY FRAMEWORK AFFECTING ALLEGHENY

The interstate transmission services and wholesale power sales of the Distribution Companies, AE Supply
and AGC are regulated by FERC under the FPA. The Distribution Companies’ local distribution service and
sales at the retail level are subject to state regulation. In addition, Allegheny is subject to numerous other local,
state and federal laws, regulations and rules. See “Risk Factors.”

Federal Regulation and Rate Matters

FERC, Competition and RTOs

Allegheny’s generation and transmission businesses are significantly influenced by the actions of FERC
through policies, regulations and orders issued pursuant to the FPA. The FPA gives FERC exclusive jurisdiction
over the rates, terms and conditions of wholesale sales and transmission of electricity in interstate commerce.
Entities, such as the Distribution Companies, TrAIL Company, the operating subsidiaries of PATH, LLC, AE
Supply and AGC, that sell electricity at wholesale or own transmission facilities are subject to FERC jurisdiction
and must file their rates, terms and conditions for such sales with FERC. Rates for wholesale sales of electricity
may be either cost-based or market-based. Rates for use of transmission facilities are determined on a cost basis.

FERC’s authority under the FPA, as it pertains to Allegheny’s generation and transmission businesses, also
includes, but is not limited to: licensing of hydroelectricity projects; transmission interconnections with other
electric facilities; transfers of public utility property; mergers, acquisitions and consolidation of public utility
systems and companies; issuance of certain securities and assumption of certain liabilities; accounting and
methods of depreciation; transmission reliability; siting of certain transmission facilities; allocation of
transmission rights; relationships between holding companies and their public utility affiliates; availability of
books and records; and holding of a director or officer position at more than one public utility or specified
company.

FERC’s policies, regulations and orders encourage competition among wholesale sellers of electricity. To
support competition, FERC requires public utilities that own transmission facilities to make such facilities
available on a non-discriminatory, open-access basis and to comply with standards of conduct that prevent
transmission-owning utilities from giving their affiliated sellers of electricity preferential access to the
transmission system and transmission information. To further competition, FERC encourages transmission-
owning utilities to participate in RTOs, such as PJM, by transferring functional control over their transmission
facilities to RTOs.

All of Allegheny’s generation assets and power supply obligations are located within the PJM market, and
PJM maintains functional control over the transmission facilities owned by the Distribution Companies and
TrAIL Company. PJM operates a competitive wholesale electricity market and coordinates the movement of
wholesale electricity in all or parts of Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey,
North Carolina, Ohio, Pennsylvania, Tennessee, Virginia, West Virginia and the District of Columbia. PJM is
also responsible for developing and implementing the regional transmission expansion plan for the PJM region to
ensure reliability of the electric grid and promote market efficiency. In addition, PJM determines the
requirements for, and manages the process of, interconnecting new and expanded generation facilities to the grid.
Changes in the PJM tariff, operating agreement, policies and/or market rules could adversely affect Allegheny’s
financial results. See “Risk Factors.”

Transmission Rate Design. FERC actions with respect to the transmission rate design within PJM may
impact the Distribution Companies. Beginning in July 2003, FERC issued a series of orders related to
transmission rate design for the PJM and Midwest Independent Transmission System Operator (“MISO”)
regions. Specifically, FERC ordered the elimination of multiple and additive (i.e., “pancaked”) rates and called
for the implementation of a long-term rate design for these regions. In November 2004, FERC rejected long-term
regional rate proposals concluding that neither the rate design proposals nor the existing PJM rate design had
been shown to be just and reasonable. FERC ordered the continuation of the existing PJM zonal “license plate”
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rate design and the implementation of a transition charge for these regions during a 16-month transition period
commencing on December 1, 2004 and ending on March 31, 2006. Subsequently, transition charge proposals
were submitted by transmission owners and accepted by FERC subject to an evidentiary hearing to determine if
the amount of the charges was just and reasonable. Rehearing of the November 2004 order is pending before
FERC and will be subject to possible judicial review. Allegheny cannot predict the outcome of this proceeding or
whether it will have a material impact on its business or financial position.

During the now-expired transition period, the Distribution Companies were both payers and payees of
transition charges. These charges resulted in the payment by the Distribution Companies of $13.7 million and
payments to the Distribution Companies of $3.5 million during the transition period. Following the evidentiary
hearing, an administrative law judge issued an initial decision finding the methodologies used to develop the
transition charges to be deficient. The initial decision is now before FERC for review and may be accepted,
rejected or modified by FERC. Based on its review of the initial decision, FERC may require the Distribution
Companies to refund some portion of the amounts received from these transition charges or entitle the
Distribution Companies to receive additional revenue from these charges. In addition, the Distribution
Companies may be required to pay additional amounts as a result of increases in the transition charges previously
billed to them, or they may receive refunds of transition charges previously billed. Allegheny cannot predict the
outcome of this proceeding or whether it will have a material impact on its business or financial position.

The Distribution Companies have entered into nine partial settlements with regard to the transition charges.
FERC has approved eight of these settlements. FERC action is pending for the remaining partial settlement.

In April 2007, FERC issued an order addressing transmission rate design within the PJM region. In the
orders, FERC directed the continuation of the zonal “license plate” rate design for all existing transmission
facilities within the PJM region, the allocation of costs of new, centrally-planned transmission facilities operating
at or above 500 kV on a region-wide “postage stamp” or “socialized” basis, and the development of a detailed
“beneficiary pays” methodology for the allocation of costs of new transmission facilities below 500 kV.
Subsequently, FERC approved a detailed “beneficiary pays” methodology developed through settlement
discussions among several parties to the underlying FERC proceedings. Judicial review of the April 2007 FERC
order is pending and rehearing by FERC of certain aspects of the detailed “beneficiary pays” methodology
developed through settlement discussions is pending. Allegheny cannot predict the outcome of these proceedings
or whether they will have a material impact on its business or financial position.

Under the zonal “license plate” rate design for existing transmission facilities, costs associated with such
facilities are allocated on a load ratio share basis to load serving entities, such as local distribution utilities,
located within the transmission owner’s PJM transmission zone. As a result of this rate design, the load serving
entity does not pay for the cost of transmission facilities located in other PJM transmission zones even if the load
serving entity engages in transactions that rely on transmission facilities located in other zones. The region-wide
“postage stamp” or “socialized” rate design for new, centrally-planned transmission facilities operating at or
above 500 kV results in charges to all load serving entities within the PJM region a uniform rate based on the
aggregated costs of such transmission facilities within the PJM region irrespective of whether the transmission
service provided to the load serving entity requires the actual use of such facilities. For the “beneficiary pays”
methodology, the costs of new facilities under 500 kV are allocated to load serving entities based on a computer
modeling methodology that considers several factors but is not premised upon the proximity of the load serving
entity to the new facilities or the zone in which the new facilities are located.

In January 2008, FERC accepted a compliance filing submitted by certain PJM and MISO transmission
owners establishing the transmission pricing methodology for transactions involving transmission service
originating in the PJM region or the MISO region and terminating in the other region. The methodology
maintains the existing rate design for such transactions under which PJM and MISO treat transactions that source
in one region and sink in the other region the same as transactions that source and sink entirely in one of the
regions. These inter-regional transactions are assessed only the applicable zonal charge of the zone in which the
transaction sinks and no charge is assessed in the zone of the region where the transaction originates. Judicial
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review of FERC’s order in this matter is pending. Allegheny cannot predict the outcome of these proceedings or
whether they will have a material impact on its business or financial position.

Also in January 2008, FERC accepted a proposal for the allocation of costs of new “cross-border”
transmission facilities required for reliability purposes within the PJM and MISO regions. “Cross-border”
facilities are those that are constructed in one region but provide benefits to the other region. The cost allocation
for such facilities uses a transfer distribution factor analysis to calculate the size of each region’s flows affecting
the constraint that a proposed cross-border facility was designed to relieve.

In January 2009, PJM and MISO filed a proposal for the allocation of costs and new “cross-border”
transmission facilities required for market efficiency or economic purposes within the PJM and MISO regions.
The proposed cost allocation among the RTOs for such facilities is based upon a determination of the relative
benefit to each RTO of the new facilities. FERC has not acted on the proposal.

Wholesale Markets. In August 2005, PJM filed at FERC to replace its capacity market with a new
Reliability Pricing Model, or “RPM,” to address reliability concerns. On April 20, 2006, FERC issued an initial
order that found PJM’s capacity market to be unjust and unreasonable and set a process to resolve features of the
RPM that needed to be analyzed further before it could determine whether the RPM is a just and reasonable
capacity market process. FERC ordered the implementation of settlement procedures in this proceeding, and AE
Supply and the Distribution Companies joined in a settlement agreement that was filed with the FERC on
September 29, 2006. The settlement agreement created a locational capacity market in PJM, in which PJM
procures needed capacity resources through auctions held three years in advance at prices and in quantities
determined by an administratively established demand curve. Under the settlement agreement, capacity needs in
PJM are met either through purchases made in the proposed auctions or through commitments by load serving
entities (“LSEs”) to self-supply their capacity needs. On December 22, 2006, FERC conditionally approved the
settlement agreement, the implementation of which began with the 2007-2008 PJM planning year. Capacity
auctions were held in April, July and October of 2007 and in January and May of 2008. On June 25, 2007 and
again on November 11, 2007, FERC issued orders denying pending requests for rehearing of the December 22,
2006 order and affirming its acceptance of the RPM settlement agreement. Several parties have appealed FERC’s
orders approving the RPM settlement, and those appeals are currently pending at the United States Court of
Appeals for the District of Columbia Circuit. On May 30, 2008, several parties naming themselves the “RPM
Buyers” filed a complaint at FERC seeking a retroactive reduction in the RPM clearing prices for several RPM
auctions that have already been conducted. On September 19, 2008, FERC issued an order denying the RPM
Buyers’ complaint. Requests for rehearing of the September 19, 2008 order are pending at FERC.

On December 12, 2008 PJM filed with FERC a proposal containing several suggested revisions to PJM’s
current RPM construct. The PJM proposal, if accepted by FERC, would change many aspects of the current RPM
rules in time for them to be implemented in the next RPM base auction covering the 2012-2013 PJM Delivery
Year, which is scheduled to take place in May of 2009. Among other things, the PJM proposal:

• updates the cost of new entry reference (“CONE”) used in setting the demand curve for the RPM
auctions to reflect substantial changes in construction costs since 2005;

• reduces the maximum penalties applicable to generation resources that have RPM commitments;

• creates a load forecast holdback in the base auctions equal to 2.5% of the total PJM load forecast in
order to artificially create additional demand in the incremental auctions for demand response and other
short-term resources that are unable to sell their product three years in advance;

• permits, as a new feature of RPM, proposed investments in energy efficiency to be offered into RPM
auctions like any other capacity resource; and

• introduces a process to determine, by objective criteria, whether significant planned transmission
upgrades that might impact the outcome of an RPM auction will be delivered on schedule (and thereby
included in RPM auction assumptions).
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