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Proposal #9 Report on the Financial Risks of Continued Reliance on Coal

As You Sow, a shareholder advocacy organization, has filed this proposal on behalf of shareholder Eleanore Despina,
the Proponent. The Proponent is concerned about the long-term value of FirstEnergy’s coal-fired generating assets
given the numerous reports by industry analysts demonstrating that coal plants face unprecedented material risks that
are eroding the value of these assets. The merger with Allegheny Energy has increased our company’s reliance on coal
plants that many industry analysts consider to be at risk and, in the past year, several credit analysts downgraded
FirstEnergy and its subsidiaries.

The proposal requests that:

FirstEnergy’s Board of Directors, at reasonable cost and omitting proprietary information, issue a report by November
2011 on the financial risks of continued reliance on coal contrasted with increased investments in efficiency and
cleaner energy, including assessment of the cumulative costs of environmental compliance for coal plants compared to
alternative generating sources.

FirstEnergy’s Opposition Statement states the following arguments against the Proposal:

•The Board of Directors believes this report would not be beneficial because the information requested has already
been disclosed in FirstEnergy’s Annual 10-K filing and its 2010 Corporate Responsibility report.

• FirstEnergy’s fleet is well positioned to compete in a carbon-constrained economy.
•Given regulatory uncertainty and the lack of consensus regarding the most efficient alternative generating
technology, “any attempt to assess the costs of environmental compliance, or to weigh the costs of coal as opposed to
alternative generation, in a static report” would be meaningless.

The Proponent’s Rebuttal and Reasons for a YES Vote:

Our company’s merger with Allegheny Energy, which was completed in February 2011, has increased its reliance on
coal-fired generation from 7,469MW of capacity (54.2% of total) to 14,880MW (62% of total) and the number of its
coal plants from nine to twenty. Prior to the merger, approximately 25% of FirstEnergy’s coal fleet was more than 50
years old and about half of the coal units were more than 40 years old. The Proponent believes that acquisition of
Allegheny’s fleet of predominantly old and small power plants, many of which lack the necessary environmental
controls, is likely to increase our company’s coal exposure risks.
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Since January 2010, multiple reports by industry analysts1 have concluded that electric utility companies that rely on
coal-fired generation confront several challenges that cumulatively pose high risk for their investors. These challenges
include:

• Competition from low natural gas prices which is exerting downward pressure on power prices;
•Capital expenditures for environmental compliance and uncertainty about the cost implications of pending and
anticipated environmental mandates;

• Persistently high construction costs;
• Coal price volatility, rising prices, and shifting markets all placing upward pressure on coal prices;
• Improved profitability and policy mandates for solar, wind, and energy efficiency investments; and

• The slow pace of development of viable commercial scale carbon capture and storage for coal plants.

Reduced operations at FirstEnergy’s smaller coal-fired units in response to the continued slow economy and lower
demand for electricity, as well as uncertainty related to proposed new federal environmental regulations, resulted in
our company writing off up to $287 million in value related to the assets and a reduction of up to $0.59 per share of
common stock in the third quarter of 2010.2

1.   FirstEnergy faces potentially material financial risks from its reliance on coal, above and beyond climate risk,
including commodity risk, rising construction costs for its new coal plants, as well as regulatory and technological
uncertainty.

Regulatory mandates from federal and state environmental agencies, many of them issued pursuant to court order or in
settlement of litigation, are increasingly forcing utilities that rely on coal combustion to internalize the costs of coal
pollution and waste. In addition to the Greenhouse Gas Permitting Program adopted by U.S. Environmental Protection
Agency (EPA) in late 2010 and proposed rules for coal combustion waste, mercury and other hazardous air pollutants,
these utilities face stricter enforcement of existing environmental laws governing emissions of nitrous oxides (NOx),
sulfur dioxide (SO2), ozone, and particulates.

The EPA recently entered into settlement agreements requiring that it issue new rules on wastewater from coal plants
and cooling water intake structures. New rules for coal plant cooling water systems could cost as much as $300
million per site.3 The estimated cost of installing an SO2 scrubber for a 500-megawatt (MW) mid-western coal plant
is on the order of $210 million.4

The combined FirstEnergy/Allegheny fleet has approximately 4,500 MW of capacity that is unscrubbed (lacking SO2
controls) and 4,100 MW of capacity without NOx controls. Bernstein Research has estimated that scrubber installation
costs could equal 5% of FirstEnergy’s market capitalization and 8% of its coal-fired output could be lost due to new
regulation of mercury and other hazardous air pollutants.5 Capital costs for new cooling water systems for
FirstEnergy’s merchant generators could exceed $4.3 billion, or 40% of our company’s market capitalization.6
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The high cost of environmental compliance and uncertainty regarding future compliance costs for coal plants lacking
the required pollution controls come at a time when commodity risk is driving historic change for electric utilities. The
fundamental change undermining coal-fired power plants is the price reversal of coal relative to natural gas.

With the discovery of large natural gas reserves in the U.S., the price of natural gas has dropped and is expected to
stay low for years.7 The Brattle Group’s analysis projects average gas prices through 2020 to remain under $6.50
mmbtu, and rising by 1% or less annually through 2035.8 This historic shift is undermining the profitability of
coal-fired merchant generating plants.

According to Bernstein Research:

A downward move in the price for natural gas, and a commensurate decline in on-peak power prices at the western
PJM hub, could significantly reduce the generation rates enjoyed by FirstEnergy’s Pennsylvania subsidiaries when they
transition to market-based pricing in 2011. Similarly a downward move in the price of Appalachian coal could depress
the prices received by FirstEnergy’s Ohio utilities in the 2011 auction. These adverse price movements would erode
the gross margins of FirstEnergy’s competitive generation business.9

In response to the slow economy and changing economics for coal, FirstEnergy announced it was reducing generation
at four of its smaller coal-fired plants beginning in September 2010. Allegheny Energy’s merchant fleet also generated
approximately 25% less power in 2008 and 2009 “because of the increased amount of time during which it is not
economical to run its generating units.”10

2.   FirstEnergy has not adequately addressed the financial risks identified by industry analysts related to its reliance
on coal-fired electricity generation.

FirstEnergy has disclosed information regarding some of the risks discussed above, but it has not provide investors
with a cumulative risk assessment that examines the interplay and timing of these risk factors and their bottom line
impact for our company. While the timing of several of the environmental mandates noted above may be uncertain,
the probability of these mandates being imposed during the decades-long useful life of FirstEnergy’s capital
investments in coal plants and emissions control technologies is not zero; and many of the anticipated compliance
costs can be reasonably estimated at this time.

Investors need to understand the magnitude of these capital expenditures on new and existing coal plants in the
context of the historic reversal of coal and natural gas prices, which analysts believe will persist for a decade or more.
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The Proponent appreciates that natural gas price projections are just that – projections. However, there is strong
consensus that low gas prices are not a temporary phenomenon. John Rowe, CEO of Exelon, in a recent speech to the
American Enterprise Institute, noted that low gas prices were even putting nuclear plants at a competitive
disadvantage, saying:

I have all the skepticism that many of you do of forecasts. I've seen an awful lot of wrong forecasts in 27 years. But
the supply/demand equations on gas are very powerful and I believe they're real for a long time.  And, what's more, I
know better than to bet against it, because if you bet on a different fuel source and gas stays cheap, you get literally
murdered.11

Mr. Rowe’s remarks sum up the Proponent’s concern. FirstEnergy’s merger with Allegheny Energy make our company
more heavily dependent on coal plants that lack environmental controls, potentially requiring it to retire these assets or
to make massive capital investments to keep them operating at a time when natural gas is eroding the profitability of
coal. However, our company has not informed its investors how it is going to avoid Mr. Rowe's predicted outcome.

This is not a solicitation of authority to vote your proxy. Please DO NOT send us your proxy card; the proponent is
not able to vote your proxies, nor does this communication contemplate such an event. The proponent urges
shareholders to vote FOR question number #7 following the instruction provided on the management’s proxy mailing.

For questions regarding FirstEnergy Proposal #9 Report on the Financial Risk of Continued Reliance on Coal please
contact:

Andrew Behar, As You Sow, 415-695-0711, abehar@asyousow.org
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