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Notes:

Imergent, Inc.
754 East Technology Avenue
Orem, Utah 84097

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To be held on December 19, 2002

The annual meeting of the stockholders of Imergent, Inc. will be held
at 754 East Technology Avenue, Orem, Utah on December 19, 2002 at 12:00 p.m.,
local time.

The purpose of the meeting is to consider, discuss, vote and act upon
the following proposals:

o To elect two (2) Class I directors for a term of two years, expiring
at our annual meeting of stockholders to be held for our fiscal year
2004 or until their successors have been duly elected and qualified,
and to elect one (1) Class II director for a term of one year,
expiring at our annual meeting of stockholders to be held for our
fiscal vyear 2003 or until his successor has been duly elected and
qualified;

o To ratify the appointment of Grant Thornton LLP as our independent
auditors for our fiscal year ending June 30, 2003; and

o To transact such other Dbusiness as may properly come before the
meeting, or any postponement of the meeting.

The items of business are more fully described in the proxy statement
accompanying this notice. Only stockholders of record at the close of business
on November 14, 2002 may vote at the meeting or any adjournment or postponement
of the meeting.

Your vote is important. Please complete, sign, date and return your
proxy card in the enclosed envelope promptly.
By order of the Board of Directors,

By: /s/ Frank C. Heyman
Frank C. Heyman, Secretary

November 21, 2002

THIS PROXY STATEMENT AND THE ACCOMPANYING MATERIALS ARE SOLELY FOR THE
INFORMATION OF OUR PRESENT STOCKHOLDERS. NO ONE SHOULD BUY OR SELL ANY SECURITY
IN RELIANCE ON ANY STATEMENT HEREIN. THIS PROXY STATEMENT AND THE ACCOMPANYING
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MATERIALS ARE NEITHER AN OFFER TO BUY OR SELL NOR A SOLICITATION OF OFFERS TO
BUY OR SELL ANY SECURITY.

Imergent, Inc.
754 East Technology Avenue
Orem, Utah 84097

PROXY STATEMENT
FOR ANNUAL MEETING OF STOCKHOLDERS
To be held December 19, 2002

SOLTICITATION AND REVOCABILITY OF PROXY
General

We are furnishing you this statement 1in connection with the
solicitation by our Board of Directors of proxies to be voted at an annual
meeting of stockholders that our Board of Directors has called for December 19,
2002 at 754 East Technology Avenue, Orem, Utah at 12:00 p.m. local time, and at
any and all postponements or adjournments thereof. This proxy statement and the
enclosed form of proxy card are being sent to stockholders on or about November
26, 2002.

The purpose of the meeting is to consider, discuss and vote and act on
a number of proposals, as follows:

o To elect two (2) Class I directors for a term of two years, expiring
at our annual meeting of stockholders to be held for our fiscal year
2004 or until their successors have been duly elected and qualified,
and to elect one (1) Class II director for a term of one year,
expiring at our annual meeting of stockholders to be held for our
fiscal vyear 2003 or until his successor has been duly elected and
qualified;

o To ratify the appointment of Grant Thornton LLP as our independent
auditors for our fiscal year ending June 30, 2003; and

o To transact such other Dbusiness as may properly come before the
meeting, or any postponement of the meeting.

The enclosed annual report to stockholders is not to be regarded as
proxy soliciting material. If you would like an additional copy of the report,
please contact us at 754 E. Technology Avenue, Orem, Utah 84097, Attn: Investor
Relations, telephone: (801) 227-0004.

Our Board of Directors Dbelieves that the election of its director
nominees is in the best interests of Imergent, Inc. and its stockholders and
recommends to the stockholders that they approve each of the nominees listed in
the proxy.

Record Date and Voting Securities

Our Board of Directors has fixed the close of business on November 14,
2002 as the record date for the determination of stockholders entitled to
receive notice of and to vote at the meeting and any adjournment or postponement
of the meeting. Only holders of record of our common stock on November 14, 2002
are entitled to vote at the meeting. If your shares are owned of record in the
name of a broker or other nominee, you should follow the voting instructions
provided by your nominee. Each holder of record of common stock at the close of
business on the record date is entitled to one vote per share on each matter to
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be voted upon by the stockholders at the meeting. As of November 14, 2002, there
were 10,999,520 shares of our common stock issued and outstanding.
Voting and Revocability of Proxies
You may vote by completing and returning the enclosed proxy or by

voting in person at the annual meeting. Our Board of Directors is soliciting the
accompanying proxy for use at the meeting. The proxy may be revoked at any time

prior to its use by: (1) delivering to our secretary a signed notice of
revocation or a later dated proxy, (2) attending the annual meeting and voting
in person, or (3) giving notice of revocation of the proxy at the annual

meeting. Attendance at the meeting will not in itself constitute the revocation
of a proxy. Prior to the meeting, any written notice of revocation should be
sent to Imergent, Inc., 754 East Technology Avenue, Orem, Utah, 84097,
Attention: Corporate Secretary. Any notice of revocation that is delivered at
the meeting should be hand delivered to our secretary at or before the vote is
taken. A stockholder may be requested to present identification documents for
the purpose of establishing such stockholder's identity.

Our shares of common stock, par value $.001, represented by properly
executed proxies, will be voted in accordance with the instructions indicated on
such proxies. If no specific instructions are given, the shares will be voted
FOR the election of the nominees for director set forth herein and FOR approval
of the other proposals listed in the proxy. In addition, if other matters come
before the annual meeting, the persons named in the accompanying form of proxy
will vote in accordance with their best judgment with respect to such matters.

One or more 1inspectors of election, duly appointed for that purpose,
will count and tabulate the votes cast and report the results of the votes at
the meeting to our management. Your vote at the meeting will not be disclosed
except as needed to permit the inspector to tabulate and certify the votes, or
as is required by law.

Please fill in, sign and date the enclosed Proxy and return it promptly
in the enclosed envelope. No postage will be required for you to return the
Proxy in the enclosed envelope if you mail it in the United States. You will be
able to revoke your Proxy and vote in person 1if you decide to attend the
meeting. The last valid vote you submit chronologically will supercede your
prior vote(s).

Quorum, Voting Requirements and Effect of Abstentions and Non-Votes

At the meeting, the inspector of election will determine the presence
of a quorum and tabulate the results of the voting by stockholders. The holders
of a majority of the total number of outstanding shares of stock that are
entitled to vote at the meeting, at least 5,499,761 shares, must be present in
person or by proxy 1in order to have the quorum that is necessary for the
transaction of Dbusiness at the annual meeting. Shares of common stock
represented in person or by proxy (including shares that abstain or do not vote
with respect to one or more of the matters to be voted upon) will be counted for
purposes of determining whether a quorum exists. If a quorum is not present, the
meeting will be adjourned until a quorum is obtained.

The nominees for director who receive a plurality of the votes cast by

the holders of our common stock, 1in person or by proxy at the meeting, will be
elected. Broker "non- votes" are not counted for ©purposes of the election of
directors. A "non-vote" occurs, with respect to a proposal, when a broker or

nominee holding shares for a beneficial owner does not have discretionary voting
power and has not received instructions from the Dbeneficial owner. The
affirmative vote of the holders of a majority of the common shares present in
person or represented by proxy and entitled to vote is required to approve the
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other proposals. An abstention is counted as a vote against a proposal. A broker
"non-vote" is not counted for purposes of approving a proposal. Imergent
stockholders have no dissenters' or appraisal rights in connection with the
proposals to be presented at the meeting.

Expense of Solicitation of Proxies

We will pay the cost of soliciting proxies for the Annual Meeting. In
addition to solicitation by mail, our directors, officers and employees, without
additional pay, may solicit proxies by telephone, telecopy or in person.
Arrangements will be made with brokerage houses and other custodians, nominees
and fiduciaries to send proxies and proxy material to their principals, and we
will reimburse them for their expenses in so doing.

Security Ownership of Certain Beneficial Owners and Management
The following table sets forth, as of November 20, 2002, the number of

shares of common stock Dbeneficially owned by each of the following persons and
groups and the percentage of the outstanding shares owned by each person and

group: (i) each person who is known Dby us to be the owner of record or
beneficial owner of more than 5% of the outstanding common stock; (ii) each of

our directors, nominees, and named executive officers; and (iii) all of our
current directors and executive officers as a group.

With respect to certain of the individuals listed below, we have relied
upon information set forth in statements filed with the Securities and Exchange
Commission pursuant to Section 13(d) or 13(g) of the Securities Exchange Act of
1934. Except as otherwise noted below, the address of each of the persons in the
table is c¢/o Imergent, Inc., 754 East Technology Ave., Orem, Utah 84097.

Number of Warrants
and Option Grants

Under Imergent Total

Shares Stock Options Plans Beneficial
Name of Beneficial Owner Owned (1) Ownership (2)
Donald L. DanksS. . vttt teeennnnn. 486,751 - 486,751
John J. "Jay" Poelman........oeeeeunnenen.. 357,425 34,277 391,702
Brandon LeWisS .. ue et eneeeeeneeeeeeneenns 243,968 38,427 282,395
David Rosenvall.......eeitteenennneeeenns 109,470 23,715 133,185
David WisSe . vt i ettt et ettt eenneeeenns 126,271 16,683 142,954
Frank Heyman ........c.ceeiieeeeennneeeenns 139,260 25,574 164,834
All current directors and executive 1,463,145 138,676 1,601,821

officers as a group (6 persons).......

(1) Reflects warrants or options that will be exercisable or vested, as the

case may be, as of November 20, 2002 or within 60 days thereafter.
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(2) Beneficial ownership is determined in accordance with the rules of the SEC.
In computing the number of shares beneficially owned by a person and the
percentage ownership of that person, shares of common stock subject to
options held by that person that are currently exercisable or become
exercisable within 60 days following November 20, 2002 are deemed
outstanding. These shares, however, are not deemed outstanding for the
purpose of computing the percentage ownership of any other person. Unless
otherwise indicated in the footnotes to this table, the persons and
entities named in the table have sole voting and sole investment power with
respect to the shares set forth opposite such stockholder's name.

PROPOSAL I
Election of Directors

At the meeting, two (2) Class I directors and one (1) Class II director
are to be elected. The Class I directors will be elected for a term ending at
the annual meeting of the stockholders for fiscal vyear 2004, or until their
successor have been duly elected and qualified, and the Class II director will
be elected for a term ending at the annual meeting of the stockholders for
fiscal year 2003, or until his successor has been duly elected and qualified. In
May 2000, our stockholders approved an amendment to our Bylaws that provided for
a classified board and two-year staggered terms of the members of our board of
directors. The amendment contemplates the election of one-half of the directors
at each annual meeting and was originally intended to significantly extend the
time required to effect a change in control of our board of directors. Because
an annual meeting was not held following fiscal year 2000 or fiscal year 2001
the terms of both our Class I and Class II directors will expire at this annual
meeting and accordingly all of our directors are subject to election at this
meeting.

It is intended that wvalid proxies received will be voted, unless
contrary instructions are given, to elect the three (3) nominees named in the
following table to the directorship indicated therein. Should any nominee
decline or be unable to accept such nomination to serve as a director, an event
that we do not currently anticipate, the persons named in the enclosed proxy
reserve the right, in their discretion, to vote for a lesser number of or for
substitute nominees designated by the Dboard of directors, to the extent
consistent with our certificate of incorporation and our bylaws.

Nominees of the Board

The Board of Directors is responsible for supervision of the overall
affairs of the Company. The Board has nominated the following individuals to
serve on our Board of Directors until our next annual meeting or until their
respective successors are elected. Each of the nominees has agreed to be named
in this Proxy Statement and to serve if elected.

Director Name Age Position Class/Term
Donald L. Danks 45 Chairman of the Board I1/2004
John J. Poelman 59 Chief Executive Officer and Director I1/2004
Brandon Lewis 32 President and Director I1/2003

Information Concerning Directors and Officers

Set forth in the table below are the names, ages and positions of the
nominees for election as directors and current executive officers of Imergent.
None of the nominees or executive officers has any family relationship to any
other nominee or executive officer of Imergent.
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Name Age Position

Donald L. Danks......coiiieeennn.. 45 Chairman of the Board of Directors
John J. "Jay" Poelman.............. 59 Chief Executive Officer and Director
Brandon LewiS.......eeeeeeeeeennnnn 32 President and Director

Frank C. Heyman............ccvvvnn.. 65 Chief Financial Officer

David Rosenvall.........iiiiuennnnn. 36 Chief Technology Officer

David Wise. ..ottt neiieieeennnn 42 Vice-President, Operations

Set forth below is a brief description of the business experience for
the previous five years of the nominees for director and the executive officers
of Imergent.

Donald L. Danks

Mr. Danks has served as our Chairman since January 2001. He also served
as our Chief Executive Officer from January 5, 2001 to May 7, 2002. He was an
original investor in founding Imergent in 1998 and is currently one of our
largest stockholders. During the five years previous to joining us as our CEO,
Mr. Danks was involved in the creation, funding and Dbusiness development of
early-stage technology companies. In addition to attracting inceptive capital
for client companies, Mr. Danks assisted in the development of their business
plans, helped in the recruitment of senior management, supported the development
of the public market for their securities by introducing them to institutional
investors and market makers and oversaw ongoing corporate finance needs.
Previously, Mr. Danks was the co-founder and President of Prosoft Training.com,
(Nasdag: POSO), a company involved in Internet technology training, education
and certification. Mr. Danks holds a B.S. from UCLA.

John J. "Jay" Poelman

Mr. Poelman has served as our Chief Executive Officer since May 7,
2002. He was appointed as our President and chief operating officer on January
5, 2001. Mr. Poelman has served as one of our directors since November 2000,
except for a period from February to May 2002. Prior to the acquisition by us of
Galaxy Enterprises, Inc. ("Galaxy"), Mr. Poelman was founder, and served as
Chairman, Chief Executive Officer and President of Galaxy from 1997-2000. From
1993 until 1997, Mr. Poelman was the CEO of Profit Education Systems, Inc.
(PES). In 1997, Galaxy Mall, 1Inc. acquired the assets of PES, and Mr. Poelman
became the CEO of Galaxy.

Brandon Lewis

Mr. Lewis has served as our President since May 2002, and prior
thereto, since January 2001, he served as our Executive Vice-President for sales
and marketing. He has served as a director since May 2002. He was Vice-President
of sales and marketing and COO of Galaxy from 1997 until he joined our company.
Prior to Galaxy, Mr. Lewis was Vice-President of sales and marketing for Profit
Education Systems, Inc. a worldwide marketing and sales organization. Mr. Lewis
earned his B.A. degree from Brigham Young University.

Frank C. Heyman

Mr. Heyman has served as our Chief Financial Officer since September
2000. Prior to that, he served from 1997-2000 as vice president, secretary,
treasurer and chief financial officer of Galaxy. From June 1992 to May 1996 he
also served as financial +vice president and chief financial officer and a

director of NYB Corporation, a manufacturer of women's sport clothing, and from
June 1996 to April 1997 he was employed as controller of Provider Solutions,
Inc., a business consulting firm. Prior to that, from 1986 to 1992, Mr. Heyman

served as vice president and chief financial officer of GC Industries, Inc., a
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manufacturer of calibration systems for toxic gas monitors. Mr. Heyman is a
graduate of the University of Utah with a B.S. degree in accounting.

David Rosenvall

Mr. Rosenvall was appointed as our Chief Technology Officer in February
2001. Prior thereto, he served as our Chief Architect from September 1999. He
initially Jjoined wus in November 1998 as part of Imergent's acquisition of
StoresOnline.com. From September 1997-December 1998, Mr. Rosenvall was president
of Spartan Multimedia in Calgary, Alberta, Canada, and from January 1995 to
August 1997, he was Vice-President for Research and Development at Xentel,
another Calgary company. Mr. Rosenvall holds a B.S. in Mechanical Engineering
from the University of Calgary and an M.B.A. from Brigham Young University.

David Wise

Mr. Wise was Chief Operating Officer of Galaxy Mall prior to becoming
our Vice President-Operations in July 2000. Prior to joining Galaxy Mall, Mr.
Wise was, from 1998-1999, president of Wise Business Solutions. From 1992 to
1999, he was chief financial officer and chief operating officer of Capsoft
Development Corp. He served as COO of Medcare Operating Solutions from 1988 to
1989. Mr. Wise graduated cum laud from Brigham Young University with his Masters
in Business Administration in 1991.

Director Compensation

None of our current directors are awarded stock options or are
compensated for their services as directors, but Mr. Poelman and Mr. Lewis are
compensated as officers of our company and have been granted stock options in
this capacity. All directors are reimbursed for reasonable expenses incurred in
connection with attending meetings of the board of directors.

Information About Board and Committee Meetings

During fiscal vyear 2002, our board of directors held eleven (11)
scheduled meetings and acted by unanimous written consent on five (5) occasions.
Each of our incumbent directors attended no fewer than 75% of our board's
meetings in fiscal year 2002 during the period in which he served as a director.

In addition to attending meetings, directors also discharge their
responsibilities Dby review of company reports to directors, Dby visits to our
facilities, through correspondence and via telephone conferences with our

executive officers and others. The board of directors currently has no standing
audit, compensation or other committees.

Section 16 (a) Beneficial Ownership Reporting Compliance

Based on a review of reports and representations submitted to us, all
reports regarding beneficial ownership of our securities required to be filed
under Section 16(a) of the Exchange Act for the 2002 fiscal year were timely
filed with the exception of the following Forms 4 which should have been filed
by June 10, 2002 but were filed by the following individuals on the dates
indicated: Donald Danks, June 18, 2002; Jay Poelman, June 24, 2002; Brandon
Lewis, June 17, 2002; Frank Heyman, June 17, 2002; David Rosenvall, June 21,
2002; and David Wise, June 28, 2002.

The Board of Directors recommends a vote "FOR"
all of the incumbent directors identified above.

EXECUTIVE COMPENSATION

Executive Compensation
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On June 28, 2002, our stockholders approved amendments to our
Certificate of 1Incorporation to change our corporate name to "Imergent, Inc."
and to effect a one-for-ten reverse split of the issued and outstanding shares
of our common stock and reduce the authorized number of shares of common stock
from 250,000,000 to 100,000,000. These changes were effected July 2, 2002. As a
result of the reverse stock split, every ten shares of our existing common stock
was converted into one share of our new common stock under our new name,
Imergent, Inc. Fractional shares resulting from the reverse stock split were
settled by cash payment. References herein to numbers of shares and prices of
shares have been adjusted to reflect the reverse stock split.

Summary Compensation Table

The following table contains information concerning each of the two
persons who served as our chief executive officer during fiscal year 2002 and
our four most highly-compensated executive officers during fiscal year 2002 who
were serving as executive officers at the end of fiscal year 2002 (as a group,
the "named executive officers").

Annual Compensation Long-Term Compensation Awar
Restricted

Stock Stock

Name and Salary Bonus Awards Option

Principal Position Year ($) ($) ($) (#) (3
Donald L. Danks (1) ...evieinennnnn. 2002 - -
Chief Executive Officer 2001 - -
2000 - -
John J. "Jay" Poelman (2) ........... 2002 119,274 148,591
Chief Executive Officer 2001 134,200 86,339
2000 126,152 43,212
Brandon Lewis (4) «.v ittt nennnn 2002 104,787 124,565
President 2001 106,542 69,154
2000 100,169 34,650
David Rosenvall . ...t nnennnnn 2002 111,539 20,760
Chief Technology Officer 2001 117,343 -
2000 118,841 -
David WisSe .. vttt e e ettt ieeeennnnns 2002 102,139 53,852
Vice President - Operations 2001 103,841 61,792
2000 49,154 -
Frank C. Heyman.........ououeeeeeeeenn. 2002 86,513 78,089
Chief Financial Officer 2001 71,165 58,799
2000 60,753 30,030

(1) Mr. Danks was appointed as chief executive officer on January 5, 2001 and
served in this capacity until May 7, 2002.

(2) Mr. Poelman was appointed as chief executive officer on May 7, 2002. Prior
to this appointment, he served as our president and chief operating officer
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from January 5, 2001.
(3) On June 28, 2002, our stockholders approved a one-for-ten reverse split of

the outstanding shares of our common stock, which became effective July 3,
2002. All data for shares of common stock, options and warrants have been

adjusted to reflect the one-for-ten reverse split for all periods
presented.

(4) Mr. Lewis was appointed as president on May 7, 2002, Prior to this
appointment, he served as our Executive Vice-President, Sales and
Marketing.

Employment Agreements

The following table summarizes the key provisions of employment
agreements Dbetween us and our current executive officers that were in effect
during our fiscal year ended June 30, 2002. All of the agreements expired at
various times during the fiscal year.

Contract Contract
Name/Position Commencement Termination
————————————— Date Date
John J. "Jay" Poelman......... June 26 2000 June 26, 2002
Chief Executive Officer
Brandon LeWisS....eueeeeeeeneens June 26, 2000 June 26, 2002
President
David Rosenvall .............. November 1, 1998 November 1, 2001
Chief Technology Officer
David Wise. . v ittt ii i i ieennnn June 26, 2000 June 26, 2002
Vice President - Operations
Frank C. Heyman............... June 26, 2000 June 26, 2002

Chief Financial Officer

(1) Each of Messrs. Poelman, Lewis, Rosenvall, Wise and Heyman agreed to a
pay cut for an indefinite period effective March 3, 2001. Mr. Poelman's
salary was adjusted to $114,400; Mr. Lewis' salary was adjusted to $91,300;
Mr. Rosenvall's salary was adjusted to $116,000; Mr. Wise's salary was
adjusted to $88,250; and Mr. Heyman's salary was adjusted to $72,560. From
January 28, 2002 through March 31, 2002, Mr. Poelman served without
remuneration. Effective November 1, 2002 each of Messrs. Poelman, Lewis,
Rosenvall, Wise and Heyman had a salary increase. Mr. Poelman's salary was
adjusted to $125,000; Mr. Lewis' salary was adjusted to $130,000; Mr.
Rosenvall's salary was adjusted to $125,000; Mr. Wise's salary was adjusted
to $93,000; and Mr. Heyman's salary was adjusted to $95,000.

Stock Option Grants in Last Fiscal Year

We did not grant any stock options or stock appreciation rights in
fiscal year 2002 to any of the named executive officers.

Aggregated Stock Option Exercises in Last Fiscal Year and Fiscal Year
End Option Values

Per Annum
Salary
(1)

$143,000
$114,125
$145,000
$110, 650

$90,700

10
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The following table sets forth information concerning the year-end
number and value of wunexercised options with respect to each of the named
executive officers. None of these individuals exercised any options during
fiscal year 2002.

Number of Securities Underlying Value of Unexercised

Unexercised Options In-The-Money Options

at Fiscal Year End (#) at Fiscal Year End ($) (1)
Name Exercisable Unexercisable Exercisable Unexercisable
Donald Danks...... - - - -
Jay Poelman....... 27,402 12,866 - -
Brandon Lewis..... 29,317 18,931 - -
David Rosenval.... 19,965 6,285 - -
David Wise........ 11,643 10,433 - -
Frank Heyman...... 20,228 12,328 - -

(1) Based on the closing sale ©price of our common stock on the OTC
bulletin Dboard at fiscal year end of $1.50 per share less the exercise price
payable for the shares. The fair market wvalue of our common stock at June 30,
2002 was determined on the basis of the closing sale price of our common stock
on June 28, 2002, the last trading day prior to fiscal year-end.

Stock Option Plans
1998 Stock Option Plan for Senior Executives

In December 1998, the board of directors adopted, and our stockholders

approved, the 1998 Stock Option Plan for Senior Executives. This plan provides
for the grant of options to purchase up to 500,000 shares of common stock to our
senior executives. Options may be either incentive stock options or

non-qualified stock options under Federal tax laws.

The board of directors administers this plan. The board has appointed a
plan administrator to address the day-to-day administration of this plan. The
board determines, among other things, the individuals who will receive options,
the time period during which the options may be partially or fully vested and
exercisable, the number of shares of common stock issuable upon the exercise of
each option and the option exercise price.

The exercise price per share of common stock subject to an incentive
option may not be less than the fair market value per share of common stock on
the date the option is granted. The per share exercise price of the common stock
subject to a non-qualified option may be established by the compensation
committee, Dbut shall not be less than 50% of the fair market value per share of
common stock on the date the option is granted. The aggregate fair market value
of common stock for which any person may be granted incentive stock options
which first become exercisable in any calendar year may not exceed $100,000 on
the date of grant.

No stock option may be transferred by an optionee other than by will or
the laws of descent and distribution or, if permitted, pursuant to a qualified
domestic relations order and, during the lifetime of the optionee, the option

will be exercisable only by the optionee. 1In the event of termination of
employment by reason of death, disability or by us for cause, as defined in each
optionee's employment agreement, the optionee will have no more than 365 days
after such termination during which the optionee shall be entitled to exercise
the vested options, unless otherwise determined by the board of directors. Upon
termination of employment by us without cause or by the optionee for good
reason, as defined in the optionee's employment agreement, the optionee's

options remain exercisable to the extent the options were exercisable on the

11
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date of such termination wuntil the expiration date of the options pursuant to
the option agreement.

We may grant options wunder this plan within ten vyears from the
effective date of the plan. The effective date of this plan is December 31,
1998. Holders of incentive stock options granted under this plan cannot exercise

these options more than ten vyears from the date of grant. Payment of the
exercise price may be made by (1) delivery of cash or a check, bank draft or
money order, in United States dollars, payable to our order, (2) through

delivery to us of shares of common stock already owned by the optionee with an
aggregate fair market value on the date of exercise equal to the total exercise
price, (3) by having shares with an aggregate fair market value on the date of
exercise equal to the total exercise price (A) withheld by us or (B) sold by a
broker-dealer under the circumstances meeting the requirements of 12 C.F.R. ss.
220 or any successor thereof, (4) by any combination of the above methods of
payment or (5) by any other means determined by the board of directors.
Therefore, if it is provided in an optionee's option agreement, the optionee may
be able to tender shares of common stock to purchase additional shares of common
stock and may theoretically exercise all of his stock options with no additional
investment other than the purchase of his original shares.

Any unexercised options that expire or terminate wupon an optionee's
ceasing to be employed by us become available again for reissuance under this
plan.

As of June 30, 2002, options exercisable for an aggregate of 91,563
shares of common stock were outstanding pursuant to this plan at a weighted
average exercise price of $28.40 per share.

1998 Stock Compensation Program

In July 1998, the Dboard of directors adopted the 1998 Stock
Compensation Program. Our stockholders approved the program in December 1998.
This program provides for the grant of options to purchase up to 100,000 shares
of common stock to officers, employees, directors and independent contractors
and agents. Options may be either incentive stock options or non-qualified stock
options under Federal tax laws.

The Dboard of directors administers this program. The board has
appointed a plan administrator to address the day-to-day administration of this
plan. The board determines, among other things, the individuals who will receive
options, the time period during which the options may be partially or fully
vested and exercisable, the number of shares of common stock issuable upon the
exercise of each option and the option exercise price.

The exercise price per share of common stock subject to an incentive
option may not be less than the fair market value per share of common stock on
the date the option is granted. The aggregate fair market value of common stock
for which any person may be granted incentive stock options which first become
exercisable in any calendar year may not exceed $100,000 on the date of grant.

No stock option may be transferred by an optionee other than by will or
the laws of descent and distribution or, if permitted, pursuant to a qualified
domestic relations order and, during the lifetime of the optionee, the option
will be exercisable only by the optionee. 1In the event of termination of
employment for reasons other than the death or disability of the optionee, the
option shall terminate immediately; provided, however, that the board of
directors may, in its sole discretion, allow the option to be exercised, to the
extent exercisable on the date of termination of employment or service, at
anytime within 60 days from the date of termination of employment or service. In
the event of termination of employment by reason of the death or disability of
the optionee, the option may be exercised, to the extent exercisable on the date
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of death or disability, within one year from such date.

We may grant options under this program within ten years from the
effective date of the plan. The effective date of this program is July 31, 1998.
Holders of incentive stock options granted under this program cannot exercise

these options more than ten years from the date of grant. Payment of the
exercise price may be made by (1) delivery of cash or a check, bank draft or
money order, in United States dollars, payable to our order, (2) through

delivery to us of shares of common stock already owned by the optionee with an
aggregate fair market value on the date of exercise equal to the total exercise
price, (3) by having shares with an aggregate fair market value on the date of
exercise equal to the total exercise price (A) withheld by us or (B) sold by a
broker-dealer under the circumstances meeting the requirements of 12 C.F.R. ss.
220 or any successor thereof, (4) by any combination of the above methods of
payment or (5) by any other means determined by the board of directors.
Therefore, if it is provided in an optionee's option agreement, the optionee may
be able to tender shares of common stock to purchase additional shares of common
stock and may theoretically exercise all of his stock options with no additional
investment other than the purchase of his original shares.

Any unexercised options that expire or that terminate wupon an
optionee's ceasing to be employed by us become available again for reissuance
under this program.

This program permits us to grant, in addition to 1incentive stock
options and non-qualified stock options: (i) rights to purchase shares of our
common stock to employees; (ii) restricted shares of our common stock; (1id)

stock appreciation rights; and (iv) performance shares of common stock.

However, we have not issued any other type of compensation under this
program other than non-qualified stock options and have agreed not to do so in
the future.

As of June 30, 2002, options exercisable for an aggregate of 8,432
shares of common stock were outstanding pursuant to this program at a weighted
average exercise price of $33.20 per share.

1999 Stock Option Plan For Non-Executives

In July 1999, the board of directors adopted the 1999 Stock Option Plan
for Non-Executives. This plan was approved by our stockholders in May 2000. This
plan is administered by the compensation committee of the board of directors.
The compensation committee has appointed a plan administrator to address the
day-to-day administration of this plan. The compensation committee determines,
among other things, the individuals who will receive options, the time period
during which the options may be partially or fully vested and exercisable, the
number of shares of common stock issuable upon the exercise of each option and
the option exercise price.

The exercise price per share of common stock subject to an option is

determined on the date of grant, and is generally fixed at 100% of the fair
market value per share at the time of grant. The exercise price of any option

granted to an optionee who owns stock possessing more than 10% of the voting
power of our outstanding capital stock must equal at least 110% of the fair

market value of the common stock on the date of grant. Payment of the exercise
price may be made by (1) delivery of cash or a check, bank draft or money order
in United States dollars, payable to our order, (2) through delivery to us of

shares of common stock already owned by the optionee with an aggregate fair
market value on the date of exercise equal to the total exercise price (3) by
having shares with an aggregate fair market value on the date of exercise equal
to the total exercise price (A) withheld by us or (B) sold by a broker-dealer
under circumstances meeting the requirements of 12 C.F.R. ss. 220 or any
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successor thereof, (4) by any combination of the above methods of payment or (5)
by any other means determined by the board of directors.

Options granted to employees under the 1999 Stock Option Plan for
Non-Executives generally become exercisable 1in increments, based on the
optionee's continued employment with us, over a period of up to three years. The
form of option agreement generally provides that options granted under the 1999
Stock Option Plan for Non-Executives 1is not transferable by the optionee, other
than by will or the laws of descent and distribution, and are exercisable during
the optionee's lifetime only by the optionee. 1In the event of termination of
employment for reasons other than the death or disability of the optionee, the
option shall terminate immediately; provided, however, that the board of
directors may, in its sole discretion, allow the option to be exercised, to the
extent exercisable on the date of termination of employment or service, at
anytime within 60 days from the date of termination of employment or service. In
the event of termination of employment by reason of the death or disability of
the optionee, the option may be exercised, to the extent exercisable on the date
of death or disability, within one year from such date. Generally, in the event
of our merger with or into another corporation or a sale of all or substantially
all of our assets, all outstanding options under the 1999 Stock Option Plan for
Non-Executives shall accelerate and become fully exercisable upon consummation
of such merger or sale of assets.

The board may amend the 1999 Stock Option Plan for Non-Executives at
any time or from time to time or may terminate the 1999 Stock Option Plan for
Non-Executives without the approval of the stockholders, provided that
stockholder approval is required for any amendment to the 1999 Stock Option Plan
for Non-Executives requiring stockholder approval under applicable law as in
effect at the time. However, no action by the board of directors or stockholders
may alter or impair any option previously granted wunder the 1999 Stock Option
Plan for Non-Executives. The board may accelerate the exercisability of any
option or waive any condition or restriction pertaining to such option at any
time.

Any unexercised options that expire or that terminate wupon an
optionee's ceasing to be employed by us become available for reissuance under
this plan.

In May 2000, our stockholders approved an amendment to this plan to
increase the number of shares available for grant under the plan from 200,000 to
500, 000.

As of June 30, 2002, options exercisable for an aggregate of 74,660
shares of common stock were outstanding pursuant to this plan at a weighted
average exercise price of $33.50.

Galaxy Enterprises Stock Option Plan

Pursuant to the terms of the merger with Galaxy Enterprises, each
outstanding option to purchase shares of Galaxy Enterprises common stock under
Galaxy Enterprises' 1997 Employee Stock Option Plan was assumed by us, whether
or not vested and exercisable. We assumed options exercisable for an aggregate
of 166,582 shares of common stock of Galaxy Enterprises.

Each Galaxy Enterprises stock option and warrant we assumed is subject
to the same terms and conditions that were applicable to the stock option or
warrant immediately prior to the merger, except that:

o each Galaxy Enterprises stock option will be exercisable for shares of
our common stock and the number of shares of our common stock issuable
upon exercise of any given option or warrant will be determined by
multiplying 0.63843 by the number of shares of Galaxy Enterprises
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common stock underlying such option or warrant; and

o the per share exercise price of any such option or warrant will be
determined by dividing the exercise price of the option immediately
prior to the effective time of the merger by 0.63843.

As at June 30, 2002, outstanding options assumed in the Galaxy merger
were exercisable for 44,373 shares of our common stock.

Compensation Committee Interlocks and Insider Participation

During fiscal 2002, membership of the compensation committee (the
"Compensation Committee") was comprised of the full board of directors. No
interlocking relationships exist Dbetween our Compensation Committee and the
board of directors or compensation committee of any other company, nor has any
such interlocking relationship existed in the past. There are no interlocking
relationships between us and other entities that might affect the determination
of the compensation of our directors and executive officers.

Board Compensation Committee Report on Executive Compensation

The Compensation Committee believes that the compensation levels of our
executive officers, who provide leadership and strategic direction for us,
should consist of (i) base salaries that are commensurate with executives of
other comparable e-commerce companies and (ii) cash bonus opportunities based on
achievement of objectives set by the compensation committee with respect to the
chief executive officer and the president, and by the chief executive officer
and the president, in consultation with the Compensation Committee, with respect
to our other executive officers. The Compensation Committee also believes that
it is important to provide our executive officers with significant stock-based
incentive compensation that increases 1in value in direct correlation with
improvement in the performance of our common stock, thereby aligning
management's interest with that of our stockholders.

The Compensation Committee considers the following factors (ranked in
order of importance) when determining compensation of our executive officers:
(i) our performance measured by attainment of specific strategic objectives,
stock price performance and operating results; (ii) the individual performance
of each executive officer, including the achievement by the executive (or the
executive's functional group) of identified goals; and (iii) historical cash and
equity compensation levels.

The salaries of some of our executive officers were 1initially set by
their respective employment agreements. As stated above, the compensation of
executive officers 1is also based 1in part wupon individual performance and
comparative industry compensation levels. Typically, early in each year, a
performance plan is established. Each plan sets forth overall goals to be
achieved by us, as well as specific performance goals to be achieved by each of
our executive officers according to his or her duties and responsibilities, for
the relevant year. These overall compensation goals include: (i) the meeting of
targets relating to the gross revenues arising from e-Commerce services; (ii)
the meeting of targets relating to new customers in each of our targeted markets
and to additional sales to existing customers in each of those markets; (1i1)
the acquisition of technologies and businesses consistent with our business and
product goals and the successful integration of the acquired businesses and
technologies; (iv) the enhancement of strategic relationships; (v) the meeting
of cash flow, expense and other budgetary targets; and (vi) the achievement of
appreciation in our stock price.

The base salaries of each of the executive officers identified above
were either set by, or determined by reference to, that executive's employment
agreement. Bonus compensation for each executive, when awarded, was determined
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based on the executive's achievement of overall corporate goals and individual
and functional area goals. Other executive officers received salary increases
and bonuses based on their achievement of overall corporate goals and individual
and functional area goals. On average, the compensation committee believes the
cash compensation for our executive officers is comparable to industry salary
and bonus levels. During fiscal year 2001, our executive officers agreed to a
pay cut of indefinite duration as a cost-saving measure. Effective November 1,
2002, the salaries of our executive officers were increased.

The full board of directors and, upon formation of the compensation
committee, the non-employee members of the compensation committee, administer
and authorize all grants and awards made under the 1998 Stock Compensation
Program, the 1998 Stock Option Plan for Senior Executives and the 1999 Stock
Option Plan for Non-Executives. In some instances, awards have been authorized
for new employees as incentives to join us. In determining whether and in what
amount to grant stock options or other equity compensation to executive
officers, the board of directors or the non-employee members of the compensation
committee have considered the amount and date of vesting of then-currently
outstanding incentive equity compensation granted previously to each executive
officer. The Compensation Committee Dbelieves that continued grants of equity
compensation to key executives are necessary to retain and motivate
exceptionally talented executives who are necessary to achieve our long-term
goals, especially at a time of significant growth and competition in our
industry.

During recent fiscal vyears, the board of directors or non-employee
members of the Compensation Committee have approved grants of equity
compensation to all the executive officers named in the Summary Compensation
Table below and approved grants of equity compensation to certain of the other
executive officers, consistent with the board of directors' and compensation
committee's overarching policy of granting equity compensation to key executives
and to our employees in general.

Respectfully submitted,

Donald L. Danks
John J. Poelman
Brandon Lewis

Performance Graph

The following graph shows a comparison of the cumulative total
shareholder return on our common stock with the cumulative total return of the
Standard & Poor's 500 Stock Index and a peer group of ten companies selected on
an industry or line-of-business basis over the period beginning with September
30, 1999 (the approximate date of our initial public offering) through the
quarter ended September 30, 2002. The comparison assumes that on September 30,
1999, $100 was invested in our common stock and in each of the foregoing indices
and, where applicable, assumes reinvestment of dividends. The stock price
performance shown on the graph below is not necessarily indicative of future
stock price performance.

[OBJECT OMITTED]
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
During the fiscal vyear ended June 30, 2002 we derived approximately
$5,100,000, or 14%, of our total revenues, from the sale to our customers of a

product which allows the customer to accept credit card payments for goods and
services sold by them through their website. 1In the past, we have experienced
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difficulty in maintaining the arrangements that allow us to offer this product
to our customers and have experienced difficulty in establishing such a product
for resale at our workshops held outside the United States. In addition, from
time to time, <credit card issuing organizations make changes that affect this
product which could negatively impact, or preclude, our offering this product
for sale in the United States in its present form. We presently obtain this
product for resale from Electronic Commerce International, Inc. ("ECI"), the
sole shareholder of which was John J. Poelman, our chief executive officer and
one of our directors and stockholders, who, effective October 1, 2002, sold his
interest in ECI to an unrelated third party. Were we to lose our access to this
product or if its cost increases our business would be severely and negatively
impacted and were we not to be able to obtain a comparable product for resale
outside the United States our ability to successfully execute our international
expansion would be compromised.

Total revenue generated by us from the sale of ECI merchant account
solutions was $5,106,494, $6,403,478 and $2,412,800 for the years ended June 30,
2002, 2001 and 2000, ©respectively. The cost to us for these products and
services totaled $994,043, $975,257 and $1,110,404 for the years ended June 30,
2002, 2001 and 2000, «respectively. During the years ended June 30, 2002, 2001
and 2000, we processed leasing transactions for customers through ECI in the
amounts of $1,090,520, $3,386,231, and $2,450,292, respectively. As of June 30,
2002 and 2001, we had a receivable from ECI for leases in process of $0 and
$90,109, respectively. 1In addition, we have $26,702 and $516,858 recorded in
accounts payable as of June 30, 2002 and 2001, respectively, relating to the
amounts owed to ECI for the purchase of its merchant account product.

On August 1, 2001, we entered into an agreement with ECI, pursuant to
which, among other matters, we agreed to issue ECI a total of 83,192 shares of
our common stock at a price of $3.00 per share in exchange for the release by
ECI of trade claims against us totaling $249,575.

We offer our customers at our Internet training workshops, and through
backend telemarketing sales, certain products intended to assist the customer in

being successful with their business. These products include live chat and web
traffic building services. We utilize Electronic Marketing Services, LLC.
("EMS") to fulfill these services to our customers. In addition, EMS provides

telemarketing services, selling some of our products and services to those who
do not purchase at our workshops and to other leads. Ryan Poelman, who owns EMS,
is the son of John J. Poelman, Chief Executive Officer, a director and a
stockholder of the Company. Our revenues realized from the above products and
services were $4,806,497, $1,263,793 and $0 for the years ended June 30, 2002,
2001 and 2000, respectively. We paid EMS $479,984, $78,435, and $0 to fulfill
these services during the vyears ended June 30, 2002, 2001 and 2000,
respectively.

During our fiscal year ended June 30, 2002 we sold unregistered common
stock to qualified investors in a private placement that closed during May 2002.
The stock was sold at a price of $.40 per share. Our officers and directors
purchased stock in that sale as follows: Mr. Danks 225,000 shares; Mr. Poelman
200,000 shares; Mr. Lewis 200,000 shares; Mr. Heyman 100,000 shares; Mr. Wise
100,000 shares; and Mr. Rosenvall 100,000 shares. We loaned Messrs. Wise and
Rosenvall $20,000 each to assist in their participation in the private
placement. Their full-recourse promissory notes carried interest at 5% and a
repayment schedule of 24 months. Mr. Wise has repaid his loan, and Mr. Rosenvall
is current in making the required monthly payments.

We engaged vFinance Investments, Inc. ("vFinance") as a financial
advisor and placement agent for our private placement of unregistered securities
that closed during May 2002. Shelly Singhal a former member of the Company's
Board of Directors was a principal of vFinance at the time of the private
placement. During the year ended June 30, 2002 the company paid vFinance $61,500
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in fees and commissions for their services. The offering was successful with
adjusted gross proceeds to the Company of $2,185,995.

We engaged SBI-E2 Capital USA Ltd. ("SBI") as a financial consultant to
provide us with various financial services. Shelly Singhal a former member of
the Company's Board of Directors is a managing director of SBI. During the year
ended June 30, 2002 SBI provided wus with a Fairness Opinion relating to our

proposed merger with Category 5 Technologies, for which we paid $67,437, and
additional $85,000 is still payable to SBI for that opinion as of June 30, 2002.

We also paid SBI $58,679 for expenses and commissions relating to our
private placement of unregistered securities that closed during November 2001.
The offering was successful with adjusted gross proceeds to us of $2,803,466.

Pursuant to an agreement dated February 15, 2002, SBI also rendered
certain financial advisory services to us in connection with our private
placement that closed in May 2002, including delivery of a fairness opinion with
respect to such private placement. Pursuant to this agreement, we paid SBI a
total of $40,000 and issued to SBI and various of its designees an aggregate of
112,500 shares of our common stock.

During the 12 months ended June 30, 2001, we issued 12,500 warrants to
Shelly Singhal for non-director services rendered. The warrants were valued at
$40,657.

PROPOSAL II
Ratification of Appointment of Auditors

At the meeting we ask the stockholders to ratify the appointment of the
firm Grant Thornton LLP as independent auditors to audit our consolidated
financial statements for the fiscal year ending June 30, 2003. A representative
of Grant Thornton is not expected to be present at the Annual Meeting.

The Board of Directors recommends a vote "FOR" the proposal
to ratify the appointment of Grant Thornton LLP as our independent auditors
for the fiscal year ending June 30, 2003.

Disclosure of Audit and Non-Audit Fees
Audit Fees

The aggregate fees billed by Grant Thornton, LLP for professional
services rendered for the audit of our annual financial statements for the
fiscal vyear ended June 30, 2002 and for the review of financial statements
included in our quarterly reports on Form 10-Q for the fiscal year were $48,289.
In addition, we incurred aggregate fees of $43,000 during the fiscal year ended
June 30, 2002 from Eisner, LLP (formerly Richard A. Eisner, LLP) for the review
of financial statements included in our quarterly reports on Form 10-Q and their
review and consent to our audited financial statements for the fiscal year ended
June 30, 2001 included in our report on form 10-K for the fiscal year ended June
30, 2002. 1In addition, we incurred fees of $10,000 from KPMG, LLP for their
review and consent to our audited financial statements for the fiscal year ended
June 30, 2000 included in our report on Form 10-K for the fiscal year ended June
30, 2002.

Financial Information Systems Design and Implementation Fees

During fiscal 2002, we did not engage our independent public
accountants to perform financial information systems design and implementation.
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All Other Fees of Independent Public Accountants

During fiscal 2002, all other fees of our independent public
accountants amounted to $67,844, which primarily consisted of accounting and tax
consultation services.

The Board of Directors considered whether the provision of non-audit
services 1s consistent with maintaining the auditor's independence.

Recent Changes in Accountants

On February 4, 2002, we engaged Grant Thornton LLP as our independent
auditor following our dismissal, effective January 31, 2002, of Eisner LLP
(formerly known as Richard A. Eisner & Company, LLP) ("Eisner"). Our board of
directors approved the engagement of Grant Thornton LLP and the dismissal of
Eisner.

Eisner had served as our independent accountants since April 4, 2001.
Eisner's auditors' report on our consolidated financial statements as of and for
the year ended June 30, 2001 contained a separate paragraph stating that it had
substantial doubt about our ability to continue as a going concern. Our
financial statements did not include any adjustments that might result from the
outcome of this uncertainty. Except as noted above, Eisner's report on our
financial statements for the fiscal vyear ended June 30, 2001 contained no
adverse opinions or disclaimer of opinions, and were not qualified as to audit
scope, accounting principles, or uncertainties.

We notified Eisner that during the most recent fiscal year and the
interim period from July 1, 2001 through January 31, 2002, we were unaware of
any disputes Dbetween us and Eisner as to matters of accounting principles or
practices, financial statement disclosure, or audit scope or procedure, which
disagreements, 1if not resolved to the satisfaction of Eisner, would have caused
it to make a reference to the subject matter of the disagreements in connection
with its reports.

Effective February 4, 2002, we engaged Grant Thornton LLP as our
independent auditors with respect to our fiscal year ending June 30, 2002. We
had previously retained Grant Thornton LLP on an interim basis during our
previous fiscal year, from January 22, 2001 to April 4, 2001. Grant Thornton LLP
had reviewed our interim financial statements for the quarter ended December 31,
2000, but did not issue any reports thereon. Other than this limited engagement,
during our most recent fiscal year and through February 4, 2002, we had not
consulted with Grant Thornton LLP regarding either: (i) the application of
accounting principles to a specified transaction, either completed or proposed,
or the type of audit opinion that might be rendered on our financial statements,
and neither a written report was provided to us nor was oral advice provided
that Grant Thornton LLP concluded was an important factor considered by us in
reaching a decision as to the accounting, auditing or reporting issue; or (ii)

any matter that was either the subject of a disagreement, as that term is
defined in Item 304 (a) (1) (iv) of Regulation S-K and the related instructions to
Item 304 of Regulation S-K, or a reportable event, as that term is defined in

Item 304 (a) (1) (v) of Regulation S-K.

On April 4, 2001, we engaged Eisner as our independent auditor
concurrent with our termination of Grant Thornton, LLP. Our board of directors
approved the engagement of Eisner as our independent auditors with respect to
our fiscal year ending June 30, 2001. Grant Thornton was retained on an interim
basis to replace KPMG LLP, which had served as our independent auditor between
June, 1998 and January 12, 2001.

KPMG LLP's independent auditor's report on our consolidated financial
statements for the years ended June 30, 2000 and 1999 contained a separate
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paragraph stating that it had substantial doubt as to our ability to continue as
a going concern. Our financial statements do not include any adjustments that
might result from the outcome of this uncertainty. Except as noted above, KPMG
LLP's reports on our consolidated financial statements for the fiscal years
ended June 30, 2000 and 1999 contained no adverse opinions or disclaimer of
opinions, and were not qualified as to audit scope, accounting principles, or
uncertainties.

We notified KPMG LLP that during the two most recent fiscal years and
the interim period from July 1, 2000 through January 12, 2001, we were unaware
of any disputes between us and KPMG LLP as to matters of accounting principles
or practices, financial statement disclosure, or audit scope of procedure, which
disagreements, if not resolved to the satisfaction of KPMG LLP would have caused
them to make a reference to the subject matter of the disagreements in
connection with their reports.

We engaged Grant Thornton LLP on January 22, 2001 to review our interim
report on Form 10-Q for the three-month period ended March 31, 2001. On April 4,
2001, we terminated their engagement.

During the fiscal year ended June 30, 2000 and through April 4, 2001,
we had not consulted with Eisner regarding either the application of accounting
principles to a specified transaction, either completed or proposed, or the type
of audit opinion that might be rendered on our financial statements, and neither
a written report was provided to us nor oral advice was provided that Eisner
concluded was an important factor considered by us in reaching a decision as to
the accounting, auditing or financial reporting issue, or any matter that was
either the subject of a disagreement.

ADDITIONAL INFORMATION
Annual Report

Our Annual Report on Form 10-K and Form 10-K/A for the fiscal year
ended June 30, 2002, is enclosed herewith. Additional copies of such report are
available upon request.

Stockholder Proposals for Action at Our Next Annual Meeting

Any stockholder who wishes to present any proposal for stockholder
action at the next Annual Meeting of Stockholders to be held in 2003, must be
received by our Secretary, at our offices, not later than June 30, 2003, in
order to be included in our proxy statement and form of proxy for that meeting.
Such proposals should be addressed to the Corporate Secretary, Imergent, Inc.,
754 East Technology Avenue, Orem, Utah 84097. 1If a stockholder ©proposal is
introduced at the 2003 Annual Meeting of Stockholders without any discussion of

the proposal in our proxy statement, and the stockholder does not notify us on
or before August 14, 2003, as required by SEC Rule 14 (a)-4(c) (1), of the intent
to raise such proposal at the Annual Meeting of Stockholders, then proxies

received by us for the 2003 Annual Meeting will be voted by the persons named in
such proxies in their discretion with respect to such proposal. Notice of such
proposal is to be sent to the above address.

Our Dbylaws require stockholders to give advance notice of any matter
stockholders wish to present for action at an annual meeting of stockholders
(other than matters to be included in our proxy statement, which are discussed
in the previous paragraph). The required notice must be received at our
principal executive offices not less than 30 days nor more than 60 days prior to
the annual meeting, unless less than 40 days' notice of the date of the annual
meeting is given to stockholders, 1in which case the required stockholder notice
must be given no later than ten days following the date notice is given of the
annual meeting. The chairman of the meeting has the discretion to determine and
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declare any matter not complying with the foregoing notice provisions to be not
properly brought before the meeting.

Other Matters

As of the date of this statement, our Board of Directors does not
intend to present and has not been informed that any other person intends to
present a matter for action at the meeting other than as set forth herein and in
the Notice of Meeting. If any other matter ©properly comes before the meeting,
the holders of proxies will vote the shares represented by them in accordance
with their best judgment.

In addition to the solicitation of proxies by mail, certain of our
officers and employees, without extra compensation, may solicit proxies
personally or by telephone, telegraph, or cable. We will also request brokerage
houses, nominees, custodians, and fiduciaries to forward soliciting materials to
the beneficial owners of our common stock held of record and will reimburse such
persons for forwarding such material. We will pay the costs of this solicitation
of proxies.

By Order of the Directors

/s/ Frank C. Heyman
Frank C. Heyman, Secretary

Dated: November 21, 2002

FRONT OF PROXY CARD

IMERGENT, INC.
Proxy for the Annual Meeting of Stockholders to be held on December 19, 2002
THIS PROXY IS SOLICITED ON BEHALFEF OF THE BOARD OF DIRECTORS OF
IMERGENT, INC.

P The undersigned stockholder of IMERGENT, INC. hereby appoints Jay
Poelman and Frank Heyman, and each of them, proxies with full power of
R substitution to act for and on behalf of the undersigned and to vote all
stock standing in the name of the undersigned as of the close of
0 business on November 14, 2002, which the undersigned would be entitled
to vote if personally present at the Annual Meeting of Stockholders
X ("Meeting") to be held Thursday, December 19, 2002, at 754 East
Technology Avenue, Orem, Utah, commencing at 12:00 p.m. (local time),
Y and at any and all adjournments thereof, wupon all matters properly

coming before the Meeting.

COMMENTS : CHANGE OF ADDRESS:

(If you have written in the above space, please mark the corresponding box on
the reverse side of this card)

You are encouraged to specify your choices by marking the appropriate boxes (see
reverse side) but you need not mark any boxes if you wish to vote in accordance
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with our Board of Directors' recommendations. The proxies named above cannot
vote your shares unless you sign and return this card.
SEE REVERSE
SIDE

BACK OF PROXY CARD
Preliminary Copies—-—--Confidential

| X| Please mark your votes as in this
example.

The Board of Directors recommends a vote "For" Item 1: FOR WITHHELD
[ | [ |
1. ELECTION OF THE FOLLOWING PERSONS TO SERVE AS
DIRECTORS OF THE COMPANY, TO SERVE FOR THE TERMS
INDICATED OR UNTIL THEIR SUCCESSORS ARE DULY ELECTED AND
QUALIFIED:

(1) Donald L. Danks - Class I - 2004
(2) John J. Poelman - Class I - 2004
(3) Brandon Lewis - Class II - 2003

(To withhold authority to vote FOR any individual nominee, strike a line

through the nominee's name in the list above.)
The Board of Directors recommends a vote "For" Item 2: FOR AGAINST ABSTAIN

| [_| [_|

2. RATIFICATION OF THE APPOINTMENT OF GRANT THORNTON

LLP AS OUR AUDITORS FOR THE FISCAL YEAR ENDED JUNE 30, 2003
This proxy, when properly executed, will be voted in the manner directed herein.
If no designation (i.e. "For," "Withheld," "Against" or "Abstain") is made, the
proxies named on the reverse side hereof intend to vote the shares to which this
proxy relates "For" Items 1 and 2. The proxies will vote in their discretion on
any other matters properly coming before the Meeting. The signer hereby revokes
all proxies heretofore given by the signer to vote at the Meeting or any
adjournment thereof.

SIGNATURE (S) Date
Note: Please sign exactly as name appears hereon. Joint owners should
each sign. When signing as attorney, executor, administrator,
or guardian, please give full title as such.

5,114,344
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Common Stockholder s Equity
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5,563,498

6,101,670

6,675,377

6,758,501

1,601,908

1,489,835
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Preferred Stock: Not Subject to Mandatory Redemption

1,468,903

1,942,074

1,853,561

1,778,827
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Secured Long-Term Debt
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96,404

96,404

455,993

455,993
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Unsecured Long-Term Debt and Other Long-Term Obligations

849,593

1,270,528

1,272,228

1,167,363

991,725

1,003,946
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956,278

668,772

697,889

717,280

Total Capitalization

3,049,626

2,949,774
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S-7

3,274,774

3,881,374

3,920,082

3,759,874
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USE OF PROCEEDS

We estimate that the net proceeds to us from the sale of the Bonds will be approximately $297.2 million, after giving
effect to estimated underwriting discounts and commissions and estimated expenses.

We expect to use a portion of the net proceeds to repay a portion of our short-term borrowings. To the extent
available, we expect to use the remaining net proceeds for other general corporate purposes.

S-8
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DESCRIPTION OF THE FIRST MORTGAGE BONDS

As described under Description of Senior Secured Debt Securities in the accompanying prospectus, the Bonds will be
issued as our senior secured debt securities under our First Mortgage as it is supplemented by the Eighty-ninth
Supplemental Indenture. The terms of the Bonds include those stated in the First Mortgage and the Eighty-ninth
Supplemental Indenture and those made part of the First Mortgage by reference to the Trust Indenture Act of 1939, as
amended, or the Trust Indenture Act. Holders of the Bonds are referred to the First Mortgage, the Eighty-ninth
Supplemental Indenture and the Trust Indenture Act for a statement of all such terms. The First Mortgage is, and the
Eighty-ninth Supplemental Indenture will be, exhibits to the Registration Statement of which this prospectus
supplement and accompanying prospectus are a part. As used below, First Mortgage refers to the First Mortgage, or as
the context may require, the First Mortgage as supplemented by the Eighty-ninth Supplemental Indenture.

Principal, Maturity and Interest

The Bonds will mature on November 15, 2018, unless earlier redeemed as described under ~ Optional Redemption
below.

The Bonds shall be payable as to principal (and premium, if any) and interest at our agency in the Borough of
Manbhattan, The City of New York, State of New York, the City of Akron, State of Ohio, or the City of Cleveland,
State of Ohio in any coin or currency of the United States of America which at the time of payment is legal tender for
the payment of public and private debts; provided that payment by wire transfer of immediately available funds shall
be required with respect to principal of (and premium, if any), and interest on the Bonds so long as such Bonds are
held by DTC in the form of one or more Global Certificates (as hereinafter defined).

Interest on the Bonds will:

be payable in
U.S. dollars at
the rate of
8.875% per
annum,;

be computed for
each interest
period on the
basis of a
360-day year
consisting of
twelve 30-day
months and for
any period
shorter than a
full month, on
the basis of the
actual number of
days elapsed in
such period;

be payable
semi-annually in
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arrears on each
May 15 and
November 15,
beginning on
May 15, 2009
and at maturity;

initially accrue
from, and
including, the
date of original
issuance (i.e.,
November 18,
2008); and

be paid to the
persons in whose
name the Bonds
are registered at
the close of
business on the
regular record
date, which is the
Business Day
immediately
preceding the
respective
interest payment
date (other than
an interest
payment date
that is a maturity
date or a
redemption
date), so long as
the Bonds are
issued in
book-entry only
form and
otherwise, the
record date will
be the fifteenth
calendar day
next preceding
the respective
interest payment
date (whether or
not a Business
Day). See  Book
Entry; provided,
however, that if
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and to the extent
we shall default
in the payment
of interest due on
such interest
payment date,
such defaulted
interest shall be
paid to the
respective
persons in whose
names such
outstanding
Bonds are
registered at the
close of business
on a date (the
Subsequent
Record Date ) not
less than ten (10)
days nor more
than fifteen (15)
days next
preceding the
date of payment
of such defaulted
interest, such
Subsequent
Record Date to
be established by
us by notice
given by mail by
or on behalf of
us to the
registered
owners of Bonds
not less than ten
(10) days next
preceding such
Subsequent
Record Date.
Notwithstanding
the foregoing,
interest payable
at maturity or
upon earlier
redemption will
be payable to the
person to whom
principal shall be
payable. If any
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interest payment
date should fall
on a day that is
not a Business
Day, then the
interest payment
shall be made on
the next
succeeding
Business Day
and no interest
shall accrue for
the intervening
period with
respect to the
payment so
deferred.
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Security for the First Mortgage Bonds

The Bonds and all of our first mortgage bonds of other series currently outstanding and hereafter issued under the First
Mortgage are secured equally and ratably (except as to any sinking or analogous fund established for the first
mortgage bonds of any particular series) by a valid and direct first lien subject only to certain permitted liens and other
encumbrances, on substantially all the property owned and franchises held by us, except the following:

cash,
receivables
and contracts
not pledged
or required to
be pledged
under the
First
Mortgage
and leases in
which we are
the lessor;

securities not
specifically
pledged or
required to
be pledged
under the
First
Mortgage;

property held
for
consumption
in operation
or in advance
of use for
fixed capital
purposes or
for resale or
lease to
customers;

electric
energy and
other
materials or
products
produced or
purchased by
us for sale,
distribution
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or use in the
ordinary
conduct of
our business;
and

all the

property of

any other

corporation

which may

now or

hereafter be

wholly or

substantially

wholly

owned by us.

(Clauses

preceding

Article 1.)
All property acquired by us after June 30, 1940, other than the property excepted from the lien of the First Mortgage,
becomes subject to the lien thereof upon acquisition. (Article I and granting and other clauses preceding Article 1.)
Under certain conditions, the First Mortgage permits us to acquire property subject to a lien prior to the lien of the
First Mortgage. (Article IV.)

We have not made any appraisal of the value of our properties subject to the lien of the First Mortgage. The value of
the properties in the event of liquidation will depend on market and economic conditions, the availability of buyers
and other factors. In the event of liquidation, if the proceeds were not sufficient to repay amounts under all of the first
mortgage bonds then outstanding, including the Bonds, then holders of the first mortgage bonds, to the extent not
repaid from the proceeds of the sale of the collateral, would only have an unsecured claim against our remaining
assets. As of September 30, 2008, we had total senior secured indebtedness of approximately $455.9 million and total
senior unsecured indebtedness of approximately $991.7 million.

Property subject to the lien of the First Mortgage will be released from the lien upon the sale or transfer of such
property if we deposit the fair value of the property with the First Mortgage Trustee and meet certain other conditions
specified in the First Mortgage. (Article VII.) Moneys received by the First Mortgage Trustee for the release of
property will, under certain circumstances, be applied to redeem outstanding first mortgage bonds, be applied to
satisfy our other obligations or be paid over to us from time to time based upon property additions or refundable first
mortgage bonds. (Article VIII.)

The First Mortgage was modified in 1999 by the Eighty-first Supplemental Indenture with the consent of the holders
of first mortgage bonds then outstanding (a) to exclude nuclear fuel from the lien of the First Mortgage to the extent
not excluded therefrom by its existing provisions and (b) to revise the definition of property additions which can
constitute bondable property to include facilities outside the State of Ohio (the State ) even though they are not
physically connected with our property in the State and to clarify its general scope.

Issuance of Additional First Mortgage Bonds
In addition to the principal amount of first mortgage bonds outstanding at September 30, 2008, additional first
mortgage bonds may be issued under Article III of the First Mortgage, ranking equally and ratably with such

outstanding first mortgage bonds and the Bonds and without limit as to amount, on the basis of:
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70% of
bondable
property
(as
described
under
Security
for the
First
Mortgage
Bonds ) not
previously
used as the
basis for
issuance of
first
mortgage
bonds or
applied for
some other
purpose
under the
First
Mortgage;
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the deposit of
cash (which
may be
subsequently
withdrawn on
the basis of
bondable
property or
refundable
first
mortgage
bonds); and

substitution

for

refundable

first

mortgage

bonds.
First mortgage bonds become refundable first mortgage bonds when they are paid upon maturity, redemption or
purchase out of money deposited with the First Mortgage Trustee for such payment or when money for such payment
is irrevocably deposited with the First Mortgage Trustee. (Articles I, III and VIIIL.)

In general, all property subject to the lien of the First Mortgage which is used or useful in our electric business
including property not located in the State whether or not physically connected with our property in the State, which is
not subject to an unfunded prior lien and as to which we have good title and corporate power to own and operate, is
bondable property and as such is available as a basis for the issuance of first mortgage bonds. (Article I.) With certain
exceptions, property which we lease from others is not bondable property. (Articles I and III.)

Also, with certain exceptions, in order to issue additional first mortgage bonds based on bondable property, our net
earnings available for interest and property retirement appropriations for any 12 consecutive months within the 15
calendar months immediately preceding the month in which application for authentication and delivery of such
additional first mortgage bonds is made must be at least twice the annual interest charges on all first mortgage bonds
outstanding and on the issue applied for. (Article II1.) Effective from and after the time when none of the first
mortgage bonds of any series established or created prior to the execution of the Eighty-ninth Supplemental Indenture
shall remain outstanding, the Indenture will be amended so that net earnings available for interest and property
retirement appropriations may be calculated based on any 12 consecutive months within the 18 calendar months
immediately preceding the month in which (i) an application for authentication and delivery of additional first
mortgage bonds is made, (ii) the first acquisition of property subject to a lien or liens which will on acquisition be an
unfunded prior lien or prior liens occurs, (iii) the additional prior lien bonds are to be issued, and (iv) our
consolidation with, or our merger into, any other corporation, or sale by us of any of our property as an entirety or
substantially as an entirety is made. (Eighty-ninth Supplemental Indenture, Article IV.)

As of September 30, 2008, we were able to issue approximately $960.8 million additional first mortgage bonds under
the First Mortgage, including approximately $704.3 million on the basis of refundable bonds and approximately
$256.5 million on the basis of bondable property. The issuance of first mortgage bonds by us is subject to a provision
of our senior note indenture generally limiting our incurrence of additional secured debt, subject to certain exceptions
that would permit, among other things, our issuance of secured debt (including first mortgage bonds) (i) supporting
pollution control notes or similar obligations, or (ii) as an extension, renewal or replacement of previously issued
secured debt, outstanding as of December 12, 2003. In addition, we could incur under this provision additional
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secured debt (including first mortgage bonds) not otherwise permitted by a specified exception of up to $457.4 million
as of September 30, 2008. See Description of Senior Unsecured Debt Securities Certain Covenants Limitation on Liens
in the accompanying prospectus.

Optional Redemption

The Bonds will be redeemable, in whole or in part, at our option, at any time at a redemption price equal to the greater
of:

100% of the
principal
amount of
such Bonds
being
redeemed;
and

the sum of
the present
values of the
Remaining
Scheduled
Payments
(as defined
below)
discounted
to the date
of
redemption
ona
semi-annual
basis
(assuming a
360-day
year
consisting of
twelve
30-day
months) at
the Treasury
Rate (as
defined
below) plus
50 basis
points,

plus in the case of each of the above clauses, accrued and unpaid interest, if any, to the date of redemption.

S-11
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Business Day means, any day, other than a Saturday or Sunday, which is not a day on which the corporate trust office
of the First Mortgage Trustee or banking institutions or trust companies in The City of New York, New York are
generally authorized or required by law, regulation or executive order to remain closed.

Comparable Treasury Issue means the United States Treasury security selected by an Independent Investment Banker
as having a maturity comparable to the remaining term ( Remaining Life ) of the Bonds to be redeemed that would be
utilized, at the time of selection and in accordance with customary financial practice in pricing new issues of corporate
debt securities of comparable maturity to the remaining term of such Bonds.

Comparable Treasury Price means with respect to any redemption date, (1) the average of five Reference Treasury
Dealer Quotations for such redemption date after excluding the highest and lowest Reference Treasury Dealer
Quotations, or (2) if the Independent Investment Banker obtains fewer than five such Reference Treasury Dealer
Quotations, the average of all such quotations.

Independent Investment Banker means one of the Reference Treasury Dealers appointed by us or, if such firm is
unwilling or unable to select the Comparable Treasury Issue, an independent investment banking institution of
national standing selected by us.

Reference Treasury Dealer means (1) each of Barclays Capital Inc., Credit Suisse Securities (USA) LLC, Greenwich
Capital Markets, Inc., J.P. Morgan Securities Inc. and Morgan Stanley & Co. Incorporated and their respective
successors, provided, however, that if any of the foregoing shall cease to be a primary U.S. Government securities
dealer in The City of New York (a Primary Treasury Dealer ), we shall substitute therefor another Primary Treasury
Dealer; and (2) any other Primary Treasury Dealer selected by the Independent Investment Banker after consultation
with us.

Reference Treasury Dealer Quotations means, with respect to each Reference Treasury Dealer and any redemption
date, the average as determined by the Independent Investment Banker, of the bid and asked prices for the Comparable
Treasury Issue (expressed in each case as a percentage of its principal amount) quoted in writing to the Independent
Investment Banker at 5:00 p.m. New York City time, on the third Business Day preceding such redemption date.

Remaining Scheduled Payments means, with respect to the Bonds to be redeemed, the remaining scheduled payments
of principal and interest on the Bonds of such series that would be due after the related redemption date but for such
redemption. If such redemption date is not an interest payment date with respect to such Bonds, the amount of the next
succeeding scheduled interest payment on those Bonds will be reduced by the amount of interest accrued on such
Bonds to such redemption date.

Treasury Rate means, with respect to any redemption date,

the yield,
under the
heading which
represents the
average for the
immediately
preceding
week,
appearing in
the most
recently
published
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statistical
release
designated
H.15(519) , or
any successor
publication
which is
published
weekly by the
Federal
Reserve and
which
establishes
yields on
actively traded
United States
Treasury
securities
adjusted to
constant
maturity under
the caption
Treasury
Constant
Maturities, for
the maturity
corresponding
to the
Comparable
Treasury Issue
(if no maturity
is within three
months before
or after the
Remaining
Life, yields for
the two
published
maturities
most closely
corresponding
to the
Comparable
Treasury Issue
shall be
determined
and the
Treasury Rate
shall be
interpolated or
extrapolated
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from such
yields on a
straight line
basis,
rounding to
the nearest
month) or

if such release
(or any
successor
release) is not
published
during the
week
preceding the
calculation
date or does
not contain
such yields,
the rate per
annum equal
to the
semi-annual
equivalent
yield to
maturity of the
Comparable
Treasury
Issue,
calculated
using a price
for the
Comparable
Treasury Issue
(expressed as a
percentage of
its principal
amount) equal
to the
Comparable
Treasury Price
for such
redemption
date.
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The Treasury Rate shall be calculated on the third Business Day preceding the redemption date.
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Holders of Bonds to be redeemed will receive notice thereof by first-class mail at least 30 and not more than 60 days
prior to the date fixed for redemption. If fewer than all of the Bonds are to be redeemed, the First Mortgage Trustee
will select, not more than 60 days prior to the redemption date, the particular portions thereof for redemption from the
outstanding Bonds, subject to the provisions of the Eighty-ninth Supplemental Indenture, by such method as the
Trustee deems fair and appropriate. Any notice of redemption of the Bonds may be conditional on us depositing funds
with the First Mortgage Trustee, or irrevocably directing the First Mortgage Trustee to apply moneys held by it,
sufficient to pay the redemption price thereof, and if such funds are not so deposited or such direction is not given,
such notice shall be of no effect.

In the event less than all of the Bonds at the time outstanding are called for redemption, we shall not be required (a) to
register any transfer or make any exchange of any such Bonds for a period of fifteen (15) days next preceding the
mailing of the notice of redemption of any such Bonds, (b) to register any transfer or make any exchange of any such
Bonds so called for redemption in its entirety or (c) to register any transfer or make any exchange of any portion of
any such Bonds which has been called for redemption.

Events of Default; Remedies
Events of Default

Events of default under the First Mortgage include our failure:

to pay the
principal
of or
premium,
if any, on
any first
mortgage
bond when
due;

to pay any
interest on
or sinking
fund
obligation
of any first
mortgage
bond
within 30
days after
it is due;

to pay the
principal
of or
interest on
any prior
lien bonds
within any
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allowable
period;

to
discharge,
appeal or
obtain the
stay of any
final
judgment
against us
in excess
of
$100,000
within 30
days after
itis
rendered;
or

to perform
any other
covenant
in the First
Mortgage
within 60
days after
notice to
us from
the First
Mortgage
Trustee or
the holders
of not less
than 15%
in
principal
amount of
the first
mortgage
bonds.
Events of default also include certain events of bankruptcy, insolvency, reorganization, assignment or receivership
relating to us. (Article IX.)

Notices of Default

We are required to furnish periodically to the First Mortgage Trustee a certificate as to the absence of any default or as
to compliance with the terms of the First Mortgage, and such a certificate is also required in connection with the
issuance of any additional first mortgage bonds and in certain other circumstances. (Article II1.) The First Mortgage
provides that the First Mortgage Trustee, within 90 days after notice of defaults under the First Mortgage (60 days
with respect to events of default described in the last bullet point above), is required to give notice of such defaults to
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all holders of first mortgage bonds, but, except in the case of a default resulting from the failure to make any payment
of principal of or interest on the first mortgage bonds or in the payment of any sinking or purchase fund installments,

the First Mortgage Trustee may withhold such notice if it determines in good faith that it is in the best interests of the
holders of the first mortgage bonds to do so. (Article XIII.)

Remedies in Event of Default

Upon the occurrence of any event of default, the First Mortgage Trustee or the holders of not less than 25% in
principal amount of the first mortgage bonds may declare the principal amount of all first mortgage bonds due, and, if
we cure all defaults before a sale of the mortgaged property, the holders of a majority in principal amount of the first

mortgage bonds may waive the default. If any event of default occurs, the First Mortgage Trustee also may:

S-13
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take
possession
of and
operate the
mortgaged
property for
the purpose
of paying the
principal of
and interest
on the first
mortgage
bonds;

sell at public
auction all of
the
mortgaged
property, or
such parts
thereof as
the holders
of a majority
in principal
amount of
the first
mortgage
bonds may
request or, in
the absence
of such
request, as
the First
Mortgage
Trustee may
determine;

bring suit to
enforce
payment of
the principal
of and
premium, if
any, and
interest on
the first
mortgage
bonds, to
foreclose the
First
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Mortgage or
for the
appointment
of a receiver
of the
mortgaged
property;
and

pursue any

other

remedy.

(Article IX.)
Exercise of Remedies

No holder of first mortgage bonds may institute any action, suit or proceeding for any remedy under the First
Mortgage unless he has previously given the First Mortgage Trustee written notice of a default by us, and in addition:

the holders
of not less
than 25% in
principal
amount of
the first
mortgage
bonds have
requested
the First
Mortgage
Trustee and
afforded it a
reasonable
opportunity
to exercise
its powers
under the
First
Mortgage or
to institute
such action,
suit or
proceeding
in its own
name;

such holder
has offered
to the First
Mortgage
Trustee
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security and
indemnity
satisfactory
to it against
the costs,
expenses
and
liabilities to
be incurred
by it; and

the First

Mortgage

Trustee has

refused or

neglected to

comply

with such

request

within a

reasonable

time.
The holders of a majority in outstanding principal amount of the first mortgage bonds, upon furnishing the First
Mortgage Trustee with security and indemnification satisfactory to it, may require the First Mortgage Trustee to
pursue any available remedy, and any holder of the first mortgage bonds has the absolute and unconditional right to
enforce the payment of the principal of and interest on his first mortgage bonds. (Article IX.)

Modification of the First Mortgage and the First Mortgage Bonds

Certain modifications which do not in any manner impair any of the rights of the holders of any series of first
mortgage bonds then outstanding or of the First Mortgage Trustee may be made without the vote of the holders of the
first mortgage bonds by supplemental indenture entered into between us and the First Mortgage Trustee. (Article
XIV.)

Modifications of the First Mortgage or any supplemental indenture, and of our rights and obligations and of holders of
all series of first mortgage bonds outstanding, may be made with our consent by the vote of the holders of at least 60%
in principal amount of the outstanding first mortgage bonds entitled to vote at a meeting of the holders of the first
mortgage bonds or, if one or more, but less than all, of the series of first mortgage bonds outstanding under the First
Mortgage are affected by such modification, by the vote of the holders of at least 60% in principal amount of the
outstanding first mortgage bonds entitled to vote by each series so affected; but no such modification may be made
which will affect the terms of payment of the principal of or premium, if any, or interest on any first mortgage bond
issued under the First Mortgage or to change the voting percentage described above to less than 60% with respect to
any first mortgage bonds outstanding when such modification becomes effective. First mortgage bonds owned or held
by or for the account or benefit of us or our affiliate (as defined in the First Mortgage) are not entitled to vote. (Article
XV.)

Defeasance and Discharge

The First Mortgage provides that we will be discharged from any and all obligations under the First Mortgage if we
pay the principal, interest and premium, if any, due on all first mortgage bonds
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outstanding in accordance with the terms stipulated in each such first mortgage bond and if we have performed all
other obligations under the First Mortgage. In the event of such discharge, we have agreed to continue to indemnify
the First Mortgage Trustee from any liability arising out of the First Mortgage. (Article XVI.)

Transfer and Exchange

A holder may transfer or exchange Bonds in accordance with the First Mortgage. The First Mortgage Trustee may
require a holder, among other things, to furnish appropriate endorsements and transfer documents and we may require
a holder to pay any taxes and fees required by law or permitted by the First Mortgage. See ~ Book-Entry .

The registered holder of a Bond will be treated as the owner of it for all purposes.
Concerning the First Mortgage Trustee

JPMorgan Chase Bank, N.A. is the First Mortgage Trustee. The First Mortgage Trustee may resign by giving written
notice of its resignation as provided in the First Mortgage. The resignation will take effect on the date specified in
such notice, unless previously a successor trustee shall have been appointed in accordance with the First Mortgage.
The holders of a majority of the then outstanding principal amount of the first mortgage bonds may remove the First
Mortgage Trustee at any time. Any successor trustee must be a bank or trust company in good standing organized and
doing business under the laws of the United States or of any State and having its principal office in the Borough of
Manbhattan, The City of New York, New York, and have a combined capital and surplus of at least $5,000,000.
Effective with the Eighty-ninth Supplemental Indenture, the First Mortgage Trustee, or any successor thereto, will no
longer be required to have its principal office in the Borough of Manhattan, The City of New York, New York, but
will be required instead to have its principal office in the United States.

The First Mortgage contains certain limitations on the rights of the First Mortgage Trustee, should it become our
creditor within four months prior to a default or thereafter, to obtain payment of claims in certain cases, or to realize
on certain property received in respect of any such claim as security or otherwise. The First Mortgage Trustee will be
permitted to engage in other transactions; however, if it acquires any conflicting interest, it must eliminate such
conflict within 90 days or resign.

The holders of a majority in principal amount of the then outstanding first mortgage bonds will have the right to direct
the time, method and place of conducting any proceeding for exercising any remedy available to the First Mortgage
Trustee, subject to certain exceptions. The First Mortgage provides that in case an event of default shall occur (which
shall not be cured), the First Mortgage Trustee is required, in the exercise of its power, to use the degree of care of a
prudent man in the conduct of his own affairs. Subject to such provisions, the First Mortgage Trustee is under no
obligation to exercise any of its rights or powers under the First Mortgage at the request of any holder of first
mortgage bonds unless such holder shall have offered to the First Mortgage Trustee security and indemnity
satisfactory to it against any cost, liability or expense.

No Personal Liability of Incorporators, Stockholders, Officers or Directors

The First Mortgage provides that no recourse for the payment of the principal of or interest on any of the first
mortgage bonds or for any claim based thereon or otherwise in respect thereof shall be had against any of our
incorporators, stockholders, officers or directors or of any successor thereof. Each holder, by accepting the Bonds,
waives and releases all such liability and such waiver and release are part of the consideration for issuance of the

Bonds.

Book-Entry
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The Bonds will be represented by one or more global certificates which will be issued in fully registered form, without
coupons. The Bonds will be deposited with, or on behalf of, DTC and registered in the name of Cede & Co., as DTC s
nominee in the form of a Global Certificate or will remain in the custody of the First Mortgage Trustee pursuant to a
FAST Balance Certificate

S-15
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Agreement between DTC and the First Mortgage Trustee. Upon the issuance of the Global Certificate, DTC or its
nominee will credit, on its internal system, the principal amount of the individual beneficial interests represented by
such Global Certificate to the accounts of persons who have accounts with such depositary. Ownership of beneficial
interests in a Global Certificate will be limited to persons who have accounts with DTC, or direct participants, or
persons who hold interests through direct participants. Ownership of beneficial interests in a Global Certificate will be
shown on, and the transfer of that ownership will be effected only through, records maintained by DTC or its nominee
(with respect to interests of direct participants) and the records of direct participants (with respect to interests of
persons other than direct participants).

So long as DTC, or its nominee, is the registered owner or holder of a Global Certificate, DTC or such nominee, as the
case may be, will be considered the sole owner or holder of the Bonds represented by such Global Certificate for all
purposes under the First Mortgage and the Bonds. No beneficial owner of an interest in a Global Certificate will be
able to transfer the interest except in accordance with DTC s applicable procedures, in addition to those provided for
under the indenture.

Payments of the principal of, and interest on, a Global Certificate will be made to DTC or its nominee, as the case may
be, as the registered owner thereof. Neither we, the First Mortgage Trustee nor any paying agent will have any
responsibility or liability for any aspect of the records relating to or payments made on account of beneficial
ownership interests in a Global Certificate or for maintaining, supervising or reviewing any records relating to such
beneficial ownership interests. DTC or its nominee, upon receipt of any payment of principal or interest in respect of a
Global Certificate, will credit direct participants accounts with payments in amounts proportionate to their respective
beneficial interests in the principal amount of such Global Certificate as shown on the records of DTC or its nominee.
We also expect that payments by direct participants to owners of beneficial interests in such Global Certificate held
through such direct participants will be governed by standing instructions and customary practices, as is now the case
with securities held for the accounts of customers registered in the names of nominees for such customers. Such
payments will be the responsibility of such direct participants and neither we, the First Mortgage Trustee nor any
paying agent will have any responsibility therefor.

Transfers between direct participants in DTC will be effected in the ordinary way in accordance with DTC rules. If a
holder requires physical delivery of a certificated Bond for any reason, including to sell Bonds to persons in
jurisdictions which require such delivery of such Bonds or to pledge such Bonds, such holder must transfer its interest
in a Global Certificate in accordance with DTC s applicable procedures, or the procedures set forth in the indenture.

DTC will take any action permitted to be taken by a holder of Bonds (including the presentation of Bonds for
exchange as described below) only at the direction of one or more direct participants to whose account the DTC
interests in a Global Certificate is credited and only in respect of such portion of the aggregate principal amount of the
Bonds as to which such direct participant or direct participants has or have given such direction. However, if there is
an event of default under the Bonds, DTC will exchange a Global Certificate for certificated Bonds, which it will
distribute to its direct participants.

DTC has advised us that it is a limited purpose trust company organized under the New York Banking Law, a banking
organization within the meaning of the New York Banking Law, a member of the Federal Reserve System, a clearing
corporation within the meaning of the New York Uniform Commercial Code and a clearing agency registered
pursuant to the provisions of Section 17A of the Exchange Act. DTC was created to hold securities for its participants
and facilitate the clearance and settlement of securities transactions between participants through electronic

book-entry changes in accounts of its participants, thereby eliminating the need for physical movement of certificates.
Direct participants include securities brokers and dealers, banks, trust companies and clearing corporations and may
include certain other organizations. Indirect access to the DTC system is available to others such as banks, brokers,
dealers and trust companies that clear through or maintain a custodial relationship with a direct participant, either
directly or indirectly, or indirect participants. The rules applicable to DTC and its participants are on file with the

SEC.
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Although DTC is expected to follow the foregoing procedures in order to facilitate transfers of interests in the Bonds
represented by a Global Certificate among its direct participants, it is under no obligation to perform or continue to
perform such procedures, and such procedures may be discontinued at any time. Neither we nor the First Mortgage
Trustee will have any responsibility for the performance by DTC or its direct participants or indirect participants of
their respective obligations under the rules and procedures governing their operations.

Subject to the procedures of DTC, a Global Certificate shall be exchangeable for Bonds registered in the names of
persons other than DTC or its nominee only if (i) DTC notifies us that it is unwilling or unable to continue as a
depository for such Global Certificate and no successor depository shall have been appointed by us, or if at any time
DTC ceases to be a clearing agency registered under the Exchange Act at a time when DTC is required to be so
registered to act as such depository and no successor depository shall have been appointed by us, in each case within
90 days after we receive such notice or become aware of such cessation, (ii) in our sole discretion determine that such
Global Certificate shall be so exchangeable, or (iii) there shall have occurred an event of default with respect to the
Bonds. Any Global Certificate that is exchangeable pursuant to the preceding sentence shall be exchangeable for
Bonds registered in such names as DTC shall direct.

All payments of principal and interest will be made by us in immediately available funds.

Secondary trading in long-term bonds and notes of corporate issuers is generally settled in clearing-house or next-day
funds. In contrast, beneficial interests in the Bonds that are not certificated Bonds will trade in DTC s Same-Day Funds
Settlement System until maturity. Therefore, the secondary market trading activity in such interests will settle in
immediately available funds. No assurance can be given as to the effect, if any, of settlement in immediately available
funds on trading activity in the Bonds.

The information under this caption =~ Book-Entry concerning DTC and DTC s book-entry system has been obtained from
sources that we believe to be reliable, but we do not take any responsibility for the accuracy thereof. We have

provided the foregoing descriptions of the operations and procedures of DTC solely as a matter of convenience. The
operations and procedures are solely within the control of DTC and are subject to change by DTC from time to time.

You are urged to contact DTC or direct participants directly to discuss these matters.
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UNDERWRITING

Barclays Capital Inc., Credit Suisse Securities (USA) LLC, Greenwich Capital Markets, Inc., J.P. Morgan Securities
Inc., Morgan Stanley & Co. Incorporated and Scotia Capital (USA) Inc. are acting as joint book-running managers of
this offering and representatives of the underwriters named below. Under the terms and subject to the conditions
contained in an underwriting agreement dated the date hereof, the underwriters named below have severally agreed to
purchase, and we have agreed to sell to them, the principal amount of Bonds set forth opposite each of their names
below.

Underwriters Principal Amount
Barclays Capital Inc. $ 39,000,000
Credit Suisse Securities (USA) LLC 39,000,000
Greenwich Capital Markets, Inc. 78,000,000
J.P. Morgan Securities Inc. 39,000,000
Morgan Stanley & Co. Incorporated 39,000,000
Scotia Capital (USA) Inc. 39,000,000
Mizuho Securities USA Inc. 13,500,000
SunTrust Robinson Humphrey, Inc. 13,500,000
Total $ 300,000,000

The underwriting agreement provides that the obligations of the several underwriters to pay for and accept delivery of
the Bonds offered hereby are subject to the approval of certain legal matters by their counsel and to certain other
conditions. The underwriters are obligated to take and pay for all of the Bonds offered hereby if any Bonds are taken.

The underwriters initially propose to offer part of the Bonds directly to the public at the public offering price set forth
on the cover page of this prospectus supplement and part to certain dealers at the public offering prices less a
concession not in excess of 0.40% of the principal amount of the Bonds. Any underwriter may allow, and any dealer
may re-allow, a concession not in excess of 0.25% of the principal amount of the Bonds to other underwriters or to
certain dealers. After the initial offering of the Bonds, the offering price and other selling terms of the Bonds may
from time to time be varied by the underwriters.

Prior to this offering, there has been no public market for the Bonds. The underwriters have advised us that they
presently intend to make a market for the Bonds. The underwriters are not obligated to make a market in the Bonds,
however, and may cease market-making activities at any time. We cannot give any assurance as to the liquidity of any
trading market for the Bonds.

We and the underwriters have agreed to indemnify each other against certain liabilities, including liabilities under the
Securities Act.

In order to facilitate the offering of the Bonds, the underwriters may engage in transactions that stabilize, maintain or
otherwise affect the price of the Bonds. Specifically, the underwriters may over-allot in connection with the offering,
creating a short position in the Bonds for their own account. In addition, to cover over-allotments or to stabilize the
price of the Bonds, the underwriters may bid for, and purchase, the Bonds in the open market. Finally, the
underwriting syndicate may reclaim selling concessions allowed to an underwriter or a dealer for distributing the
Bonds in the offering if the syndicate repurchases previously distributed Bonds in transactions to cover syndicate short
positions, in stabilization transactions or otherwise. Any of these activities may stabilize or maintain the market price
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of the Bonds above independent market levels. The underwriters are not required to engage in these activities and may
end any of these activities at any time.

We estimate that we will incur offering expenses of approximately $551,750.
European Economic Area

In relation to each Member State of the European Economic Area which has implemented the EU Prospectus
Directive, as defined below (each, a Relevant Member State ), with effect from and including the date on which the
Prospectus Directive is implemented in that Relevant Member State (the Relevant Implementation Date ) the Bonds
will not be offered to the public in that Relevant Member State prior to the publication of a prospectus in relation to
the Bonds which has been approved by the competent authority in that Relevant Member State or, where appropriate,
approved in another Relevant Member State and notified to the competent authority in that
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Relevant Member State, all in accordance with the Prospectus Directive, except that, with effect from and including
the Relevant Implementation Date, an offer of Bonds may be made to the public in that Relevant Member State at any
time:

to legal
entities which
are authorized
or regulated to
operate in the
financial
markets or, if
not so
authorized or
regulated,
whose
corporate
purpose is
solely to
invest in
securities;

to any legal
entity which
has two or
more of (1) an
average of at
least 250
employees
during the last
financial year;
(2) atotal
balance sheet
of more than
43,000,000
and (3) an
annual net
turnover of
more than
50,000,000, as
shown in its
last annual or
consolidated
accounts;

to fewer than
100 natural or
legal persons
(other than
qualified
investors as
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defined in the
Prospectus
Directive),
subject to
obtaining the
prior written
consent of the
underwriters;
or

in any other

circumstances

falling within

Article 3(2) of

the Prospectus

Directive,

provided that

no such offer

of Bonds shall

require the

Company or

any

underwriter to

publish a

prospectus

pursuant to

Article 3 of

the

Prospective

Directive.
For the purposes of this provision, the expression an offer of Bonds to the public in relation to any Bonds in any
Relevant Member State means the communication in any form and by any means of sufficient information on the
terms of the offer and the Bonds to be offered so as to enable an investor to decide to purchase the Bonds, as the same
may be varied in that Member State by any measure implementing the Prospectus Directive in that Member State and
the expression Prospectus Directive means Directive 2003/71/EC and includes any relevant implementing measure in
each Relevant Member State.

United Kingdom

Each underwriter (a) has only communicated or caused to be communicated and will only communicate or cause to be
communicated any invitation or inducement to engage in investment activity (within the meaning of Section 21 of the
Financial Services and Markets Act 2000 (the FSMA ) received by it in connection with the issue or sale of Bonds in
circumstances in which Section 21(1) of the FSMA does not apply to the Company, and (b) has complied and will
comply with all applicable provisions of the FSMA with respect to anything done by it in relation to the Bonds in,
from or otherwise involving the United Kingdom. Without limitation to the other restrictions referred to herein, this
prospectus supplement is directed only at (1) persons outside the United Kingdom, (2) persons having professional
experience in matters relating to investments who fall within the definition of investment professionals in Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005; or (3) high net worth bodies
corporate, unincorporated associations and partnerships and trustees of high value trusts as described in Article 49(2)
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. Without limitation to the other
restrictions referred to herein, any investment or investment activity to which this prospectus supplement relates is
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available only to, and will be engaged in only with, such persons, and persons within the United Kingdom who
receive this communication (other than persons who fall within (2) or (3) above) should not rely or act upon this
communication.

We and our affiliates have in the past entered into, and may in the future enter into, investment banking and
commercial banking transaction with the underwriters and/or their affiliates for which they in the past received, and
may in the future receive, customary fees. In addition, we may also engage the underwriters or their affiliates in
respect of financial advisory services for which they have in the past received, and may in the future receive,
customary fees.

LEGAL MATTERS

Certain legal matters in connection with the validity of the Bonds offered by this prospectus supplement are being
passed upon for us by Wendy E. Stark, Esq., our Associate General Counsel, and by Akin Gump Strauss Hauer &

Feld LLP, New York, New York, our special counsel, and for the underwriters by Calfee, Halter & Griswold LLP. As

of October 31, 2008, Ms. Stark beneficially owned 4,729.891 shares of common stock of our parent, FirstEnergy,

including 3,643 shares of unvested restricted stock units. Calfee, Halter & Griswold LLP, Cleveland, Ohio, has in the

past represented, and continues to represent us, FirstEnergy and certain of our affiliates on other matters.
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PROSPECTUS

Debt Securities

This prospectus relates to debt securities that The Cleveland Electric Illuminating Company may offer from time to
time. The securities may be offered in one or more series and in an amount or number, at prices and on other terms
and conditions that we will determine at the time of the offering. The securities may be our secured or unsecured debt
obligations.

We will provide specific terms of these offerings and securities in supplements to this prospectus. You should read
carefully this prospectus, the information incorporated by reference in this prospectus and any prospectus supplement
before you invest. This prospectus may not be used to offer or sell any securities unless accompanied by a prospectus
supplement.

Investing in these securities involves certain risks. See Risk Factors on page 1 to read about factors you should
consider before buying our securities.

We may offer these securities directly or through underwriters, agents or dealers. The supplements to this prospectus
will describe the terms of any particular plan of distribution, including any underwriting arrangements. See the Plan of
Distribution section beginning on page 10 of this prospectus for more information.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any representation
to the contrary is a criminal offense.

This prospectus is dated September 22, 2008
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You should rely only on the information contained in this document or to which we have referred you. We have

not authorized anyone to provide you with information that is different. This document may only be used

where it is legal to sell our securities.
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ABOUT THIS PROSPECTUS

This prospectus is a part of a registration statement that we filed with the Securities and Exchange Commission, or the
SEC, utilizing an automatic shelf registration process. We may use this prospectus to offer and sell from time to time
any one or a combination of the securities described in this prospectus in one or more offerings. This prospectus
provides you with a general description of the securities we may offer. Each time we sell securities, we will describe
in an accompanying prospectus supplement the type, amount or number and other terms and conditions of the
securities being offered, the price at which the securities are being offered, and the plan of distribution for the
securities. The specific terms of the offered securities may vary from the general terms of the securities described in
this prospectus, and accordingly the description of the securities contained in this prospectus is subject to, and
qualified by reference to, the specific terms of the offered securities contained in the accompanied prospectus
supplement. The prospectus supplement may also add to, update or change information contained in this prospectus,
including information about us. Therefore, for a complete understanding of the offered securities, you should read
both this prospectus and any prospectus supplement together with additional information described under the heading
Where You Can Find More Information.

For more detailed information about the securities, you can also read the exhibits to the registration statement. Those
exhibits have been either filed with the registration statement or incorporated by reference to earlier SEC filings listed
in the registration statement.

In this prospectus, unless the context indicates otherwise, the words the company, we, our, ours and us referto’]
Cleveland Electric [lluminating Company and its consolidated subsidiaries.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements contained in this prospectus and incorporated by reference into this prospectus are
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, or the
Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act. These
statements include declarations regarding our intents, beliefs and current expectations. In some cases, you can identify
forward-looking statements by terminology such as may, will, should, expects, plans, anticipates, believes,

predicts, potential or continue or the negative of such terms or other comparable terminology. Forward-looking
statements are not guarantees of future performance, and actual results could differ materially from those indicated by
the forward-looking statements. Forward-looking statements involve estimates, assumptions, known and unknown
risks, uncertainties and other factors that may cause our actual results, levels of activity, performance or achievements
to be materially different from any future results, levels of activity, performance or achievements expressed or implied
by such forward-looking statements.

The forward-looking statements contained and incorporated by reference herein are qualified in their entirety by
reference to the following important factors, which are difficult to predict, contain uncertainties, are beyond our
control and may cause actual results to differ materially from those contained in forward-looking statements:

the speed and
nature of
increased
competition
and
deregulation
in the electric
utility
industry;
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the impact of
the
rulemaking
process of
Public
Utilities
Commission
of Ohio, or
PUCO, on
our July
2008 Electric
Security Plan
and Market
Rate Offer
filings;

economic or
weather
conditions
affecting
future sales
and margins;

changes in
markets for
energy
services;

changing
energy and
commodity
market prices
and
availability;

replacement
power costs
being higher
than
anticipated
or
inadequately
hedged;

our ability to
continue to
collect
transition
and other
charges or to
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recover
increased
transmission
costs;
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maintenance
costs being
higher than
anticipated;

other
legislative and
regulatory
changes
(including
revised
environmental
requirements);

the impact of
the U.S. Court
of Appeals
July 11, 2008
decision to
vacate the
Clean Air
Interstate
Rules and the
scope of any
laws, rules or
regulations
that may
ultimately take
their place;

the uncertainty
of the timing
and amounts of
the capital
expenditures
(including that
such amounts
could be
higher than
anticipated) or
levels of
emission
reductions
related to the
consent decree
resolving the
new source
review
litigation or
other potential
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regulatory
initiatives;

adverse
regulatory or
legal decisions
and outcomes
(including, but
not limited to,
the revocation
of necessary
licenses or
operating
permits and
oversight) by
the Nuclear
Regulatory
Commission
and the Public
Utilities
Commission of
Ohio;

our ability to
comply with
applicable
state and
federal
reliability
standards;

our ability to
accomplish or
realize
anticipated
benefits from
strategic goals
(including
employee
workforce
initiatives);

our ability to
improve
electric
commodity
margins and to
experience
growth in the
distribution
business;
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our ability to
access the
public
securities and
other capital
markets and
the cost of
such capital;

the risks and
other factors
discussed from
time to time in
our filings with
the SEC,
including our
Annual Report
on Form 10-K
and our
Quarterly
Reports on
Form 10-Q
incorporated
herein by
reference and
in this
prospectus or
any prospectus
supplement
under the
heading Risk
Factors ; and

other similar
factors.
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iii

Any forward-looking statements speak only as of the date of this prospectus, and we undertake no obligation to update
any forward-looking statements to reflect events or circumstances after the date on which such statements are made or
to reflect the occurrence of unanticipated events. New factors emerge from time to time, and it is not possible for us to
predict all of such factors, nor can we assess the impact of any such factors on our business or the extent to which any
factor, or combination of factors, may cause results to differ materially from those contained in any forward- looking

statements. The foregoing review of factors should not be construed as exhaustive.
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THE COMPANY

We are one of eight wholly-owned electric utility operating subsidiaries of FirstEnergy Corp., or FirstEnergy. We
were organized under the laws of the State of Ohio in 1892 and own property and do business as an electric public
utility in that state. We engage primarily in the distribution and sale of electric energy to communities in a 1,700
square mile area of northeastern Ohio. The area we serve has a population of approximately 1.9 million.

Our principal executive offices are located at 76 South Main Street, Akron, Ohio 44308-1890. Our telephone number
is (800) 736-3402.

RISK FACTORS

Investing in our securities involves risks. Before purchasing any securities we offer, you should carefully consider the
risk factors that are incorporated by reference herein from the section captioned Risk Factors in our Annual Report on
Form 10-K for the year ended December 31, 2007 and our Quarterly Reports on Form 10-Q for the quarters ended
March 31, 2008 and, June 30, 2008, together with all of the other information included in this prospectus and any
prospectus supplement and any other information that we have incorporated by reference, including annual, quarterly
and other reports filed with the SEC subsequent to the date hereof. Any of these risks, as well as other risks and
uncertainties, could harm our financial condition, results of operations or cash flows. See also Cautionary Note
Regarding Forward-Looking Statements in this prospectus.

USE OF PROCEEDS

We intend to use the net proceeds we receive from issuance of these debt securities for general corporate purposes,
unless otherwise specified in the prospectus supplement relating to a specific issue of debt securities. General
corporate purposes may include, but are not limited to, financing and operating activities, capital expenditures,
acquisitions, maintenance of our assets and refinancing our existing indebtedness.

RATIO OF EARNINGS TO FIXED CHARGES

The following table contains our consolidated ratio of earnings to fixed charges for the periods indicated. You should
read these ratios in connection with our consolidated financial statements, including the notes to those statements,
incorporated by reference in this prospectus.

Six Months
Ended
Year Ended December 31, June 30,
2003 2004 2005 2006 2007 2007 2008

Consolidated Ratio of

Earnings to Fixed Charges 2.53 3.00 3.14 3.64 3.61 3.20 3.93

For purposes of the calculation of our consolidated ratio of earnings to fixed charges, earnings have been computed by
adding to Income before extraordinary items total interest and other charges, before reduction for amounts capitalized,
provision for income taxes and the estimated interest element of rentals charged to income, and fixed charges include
interest on long-term debt, other interest expense, subsidiaries preferred stock dividend requirements and the

estimated interest element of rentals charged to income.

DESCRIPTION OF SENIOR UNSECURED DEBT SECURITIES
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The senior unsecured debt securities that we may offer from time to time by this prospectus, and which we refer to in
this section as debt securities , will be our senior unsecured debt securities and will rank equally with all of our other
unsecured and unsubordinated debt. The debt securities will be issued under an indenture, dated as of December 1,
2003, between us and The Bank of New York Mellon Trust Company, N.A. The indenture gives us broad authority to
set the particular terms of each series of debt securities, including the right to modify certain of the terms contained in
the indenture. The particular terms of a series of debt securities and the extent, if any, to which such particular terms
modify the terms of the indenture or otherwise vary from the terms

1
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and provisions set forth below will be described in the prospectus supplement relating to those debt securities.

The indenture contains the full text of the matters described in this section. Because this section is a summary, it does
not describe every aspect of the debt securities or the indenture. This summary is subject to and qualified in its entirety
by reference to all the provisions of the indenture, including definitions of terms used in the indenture. You should
read the indenture incorporated by reference as an exhibit to the registration statement of which this prospectus is a
part. Whenever we refer to particular sections or defined terms of the indenture in this prospectus or in a prospectus
supplement, these sections or defined terms are incorporated by reference herein or in the prospectus supplement. This
summary also is subject to and qualified by reference to the description of the particular terms of the debt securities
described in the applicable prospectus supplement or supplements.

If applicable, the prospectus supplement relating to an issue of debt securities will describe any special United States
federal income tax considerations relevant to those debt securities.

There is no requirement under the indenture that future issues of our debt securities be issued under the indenture. We
will be free to use other indentures or documentation, containing provisions different from those included in the
indenture or applicable to one or more issues of debt securities, in connection with future issues of other debt
securities. The provisions of any such other indentures or documentation will be described in the applicable
prospectus supplement.

General

The indenture does not limit the aggregate principal amount of debt securities that we may issue under the indenture.
The indenture provides that the debt securities may be issued in one or more series. The debt securities may be issued
at various times and may have differing maturity dates and may bear interest at differing rates. We need not issue all
debt securities of one series at the same time and, unless otherwise provided, we may reopen a series, without the
consent of the holders of the debt securities of that series, for issuances of additional debt securities of that series.

Prior to the issuance of each series of debt securities, the terms of the particular securities will be specified in a
supplemental indenture, a board resolution or one or more officer s certificates authorized pursuant to a board

resolution. We refer you to the applicable prospectus supplement for a description of the following terms of the
particular series of debt securities offered thereby:

title of the
debt

securities;

any limit on
the
aggregate
principal
amount of
the debt
securities;

the person
to whom
any interest
on the debt
securities
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shall be
payable, if
other than
the person
in whose
name the
debt
securities
are
registered at
the close of
business on
the regular
record date
for that
interest;

the date or
dates on
which the
principal of
the debt
securities
will be
payable or
how the date
or dates will
be
determined;

the rate or
rates at
which the
debt
securities
will bear
interest, if
any, or how
the rate or
rates will be
determined,
and the date
or dates
from which
interest will
accrue;

the dates on
which

interest will
be payable;
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the record
dates for
payments of
interest;

the place or
places, if
any, in
addition to
the office of
the trustee,
where the
principal of,
and
premium, if
any, and
interest, if
any, on the
debt
securities
will be
payable;

the period or
periods
within
which, the
price or
prices at
which, and
the terms
and
conditions
upon which
the debt
securities
may be
redeemed,
in whole or
in part, at
our option;

any sinking
fund or
other
provisions
or options
held by
holders of
the debt
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securities
that would
obligate us
to purchase
or redeem
the debt
securities;
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the
percentage,
if less than
100%, of
the principal
amount of
the debt
securities
that will be
payable if
the maturity
of the debt
securities is
accelerated;

whether the
debt
securities
will be
issued in
book-entry
form,
represented
by one or
more global
securities
certificates
deposited
with, or on
behalf of, a
securities
depositary
and
registered in
the name of
the
depositary
or its
nominee,
and if so,
the identity
of the
depositary;

any changes
or additions
to the events
of default
under the
indenture or
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changes or
additions to
our
covenants
under the
indenture;

any
collateral
security,
assurance or
guarantee
for the debt
securities;
and

any other

specific

terms

applicable

to the debt

securities.
Unless we otherwise indicate in the applicable prospectus supplement, the debt securities will be denominated in
United States currency in minimum denominations of $1,000 and multiples of $1,000.

Unless we otherwise indicate in the applicable prospectus supplement, there are no provisions in the indenture or the
debt securities that require us to redeem, or permit the holders to cause a redemption of, the debt securities or that
otherwise protect the holders in the event that we incur substantial additional indebtedness, whether or not in
connection with a change in control of our company.

If applicable, the prospectus supplement relating to an issue of debt securities will describe any special United States
federal income tax considerations relevant to those debt securities.

Payment and Paying Agents

Unless otherwise indicated in a prospectus supplement, we will pay interest on our debt securities on each interest
payment date by wire transfer to an account at a banking institution in the United States that is designated in writing to
the trustee by the person entitled to that payment or by check mailed to the person in whose name the debt security is
registered as of the close of business on the regular record date relating to the interest payment date, except that
interest payable at stated maturity, upon redemption or otherwise, will be paid to the person to whom principal is paid.
However, if we default in paying interest on a debt security, we may pay defaulted interest to the registered owner of
the debt security as of the close of business on a special record date selected by the trustee, which will be between 10
and 15 days before the date we propose for payment of the defaulted interest, or in any other lawful manner of
payment that is consistent with the requirements of any securities exchange on which the debt securities may be listed
for trading, if the trustee finds it practicable.

Redemption
We will set forth any terms for the redemption of debt securities in a prospectus supplement. Unless we indicate
differently in a prospectus supplement, and except with respect to debt securities redeemable at the option of the

registered holder, debt securities will be redeemable upon notice by mail between 30 and 60 days prior to the
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redemption date. If less than all of the debt securities of any series or any tranche of a series are to be redeemed, the
trustee will select the debt securities to be redeemed and will choose the method of random selection it deems fair and
appropriate.

Debt securities will cease to bear interest on the redemption date. We will pay the redemption price and any accrued
and unpaid interest to the redemption date once you surrender the debt security for redemption. If only part of a debt
security is redeemed, the trustee will deliver to you a new debt security of the same series for the remaining portion
without charge.

We may make any redemption conditional upon the receipt by the paying agent, on or prior to the date fixed for
redemption, of money sufficient to pay the redemption price. In this circumstance, if the paying agent has not received

the money by the date fixed for redemption, we will not be required to redeem the debt securities.

3
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Registration, Transfer and Exchange

The debt securities will be issued without interest coupons unless otherwise indicated in the applicable prospectus
supplement. Debt securities of any series will be exchangeable for other debt securities of the same series of any
authorized denominations and of a like aggregate principal amount and tenor, unless otherwise indicated in the
applicable prospectus supplement.

Unless we otherwise indicate in the applicable prospectus supplement, debt securities may be presented for
registration of transfer, duly endorsed or accompanied by a duly executed written instrument of transfer, at the office
or agency maintained for this purpose, without service charge except for reimbursement of taxes and other
governmental charges as described in the indenture.

In the event of any redemption of debt securities of any series, the trustee will not be required to exchange or register a
transfer of any debt securities of the series selected, called or being called for redemption except the unredeemed
portion of any debt security being redeemed in part.

Certain Covenants
Limitation on Liens

The indenture provides that, so long as any debt securities are outstanding, we may not issue, assume, guarantee or
permit to exist any Debt (as defined below) that is secured by any mortgage, security interest, pledge or lien ( Lien ) of
or upon any of our Operating Property (as defined below), whether owned at the date of the indenture or subsequently
acquired, without effectively securing such debt securities (together with, if we so determine, any of our other
indebtedness ranking equally with such debt securities) equally and ratably with that Debt (but only so long as that

Debt is so secured).

The foregoing restriction will not apply to:

(1) Liens on any
Operating Property
existing at the time
of its acquisition
(which Liens may
also extend to
subsequent repairs,
alterations and
improvements to
that Operating
Property);

(2) Liens on operating
property of a
corporation existing
at the time such
corporation is
merged into or
consolidated with,
or at the time the
corporation sells,
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3)

4

leases or otherwise
disposes of its
properties (or those
of a division) as or
substantially as an
entirety to, us;

Liens on Operating
Property to secure
the costs of
acquisition,
construction,
development or
substantial repair,
alteration or
improvement of
property or to
secure Debt
incurred to provide
funds for any of
those purposes or
for reimbursement
of funds previously
expended for any of
those purposes,
provided the Liens
are created or
assumed
contemporaneously
with, or within 18
months after, the
acquisition or the
completion of
substantial repair or
alteration,
construction,
development or
substantial
improvement;

Liens in favor of
any state or any
department, agency
or instrumentality
or political
subdivision of any
state, or for the
benefit of holders of
securities issued by
any such entity (or
providers of credit
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&)

(6)

enhancement with
respect to those
securities), to
secure any Debt
(including, without
limitation, our
obligations with
respect to industrial
development,
pollution control or
similar revenue
bonds) incurred for
the purpose of
financing or
refinancing all or
any part of the
purchase price or
the cost of
substantially
repairing or
altering,
constructing,
developing or
substantially
improving property
which at the time of
such purchase,
repair, alteration,
construction,
development or
improvement was
owned or operated
by us;

Liens securing Debt
outstanding as of
the date of issuance
of the debt
securities as the
first series of debt
securities issued
under the indenture;

Liens securing Debt
which matures less
than 12 months
from its issuance or
incurrence and is
not extendible at
our option;
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(7

®)

Liens on
Operating
Property which
is the subject
of a lease
agreement
designating us
as lessee and
all of our right,
title and
interest in such
Operating
Property and
such lease
agreement,
whether or not
such lease
agreement is
intended as
security;

Liens for taxes
and similar
levies, deposits
to secure
performance or
obligations
under certain
specified
circumstances
and laws,
mechanics and
other similar
Liens arising
in the ordinary
course of
business, Liens
created by or
resulting from
legal
proceedings
being
contested in
good faith, and
certain other
similar Liens
arising in the
ordinary
course of
business;
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(9) Liens related
to moneys held
in trust by the
trustee for the
benefit of the
holders of the
debt securities;
or

(10) any extension,
renewal or
replacement
(or successive
extensions,
renewals or
replacements),
in whole or in
part, of any
Lien referred
to in clauses
(1) through (9),
provided,
however, that
the principal
amount of
Debt secured
thereby and
not otherwise
authorized by
clauses (1)
through (9),
must not
exceed the
principal
amount of
Debt, plus any
premium or fee
payable in
connection
with the
extension,
renewal or
replacement,
so secured at
the time of the
extension,
renewal or
replacement.

However, the foregoing restriction will not apply to our issuance, assumption or guarantee of Debt secured by a Lien

which would otherwise be subject to the foregoing restriction up to an aggregate amount which, together with all of

81



Edgar Filing: IMERGENT INC - Form DEF 14A

our other secured Debt then outstanding (not including secured Debt permitted under any of the foregoing exceptions)

and the Value (as defined below) of Sale and Lease-Back Transactions (as defined below) existing at that time (other

than Sale and Lease-Back Transactions the proceeds of which have been applied to the retirement of certain

indebtedness, Sale and Lease-Back Transactions in which the property involved would have been permitted to be
subjected to a Lien under any of the foregoing exceptions in clauses (1) to (10) and Sale and Lease-Back Transactions

that are permitted by the first sentence of ~ Limitation on Sale and Lease-Back Transactions below), does not exceed the
greater of 15% of our Net Tangible Assets and 15% of Capitalization (as those terms are defined below), in each case,
determined in accordance with generally accepted accounting principles ( GAAP ) and as of a date not more than 60
days prior to such issuance, assumption or guarantee of debt. As of June 30, 2008, our Net Tangible Assets were $1.5
billion and our Capitalization was $3.1 billion.

Limitation on Sale and Lease-Back Transactions

The indenture provides that so long as any debt securities are outstanding, we may not enter into or permit to exist,
any Sale and Lease-Back Transaction with respect to any Operating Property (except for transactions involving leases
for a term, including renewals, of not more than 48 months), if the purchasers commitment is obtained more than 18
months after the later of the completion of the acquisition, construction or development of that Operating Property or
the placing in operation of that Operating Property or of that Operating Property as constructed or developed or
substantially repaired, altered or improved.

This restriction will not apply if:

we would be
entitled
pursuant to
any of the
provisions
described in
clauses (1)
to (10) of the
first sentence
of the
second
paragraph
under
Limitation
on Liens
above to
issue,
assume,
guarantee or
permit to
exist Debt
secured by a
Lien on that
Operating
Property
without
equally and
ratably
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securing the
debt
securities;

after giving
effect to a
Sale and
Lease-Back
Transaction,
we could
incur
pursuant to
the
provisions
described in
the last
paragraph
under

Limitation
on Liens
above, at
least $1.00
of additional
Debt secured
by Liens
(other than
Liens
permitted by
the
preceding
paragraph);
or

we apply
within 180

days an
amount
equal to, in
the case of a
sale or
transfer for
cash, the net
proceeds
(not
exceeding
the net book
value), and,
otherwise,
an amount
equal to the
fair value (as
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determined
by our Board
of Directors)
of the
Operating
Property so
leased, to the
retirement of
debt
securities or
other of our
Debt ranking
equally with
the debt
securities,
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subject to

reduction

for debt

securities

and Debt

retired

during the

180-day

period

otherwise

than

pursuant to

mandatory

sinking fund

or

prepayment

provisions

and

payments at

stated

maturity.
The term Capitalization, as used above, means the total of all the following items appearing on, or included in, our
consolidated balance sheet: (i) liabilities for indebtedness maturing more than 12 months from the date of
determination; and (ii) common stock, preferred stock, premium on capital stock, capital surplus, capital in excess of
par value, and retained earnings (however the foregoing may be designated), less, to the extent not otherwise
deducted, the cost of shares of our capital stock held in our treasury.

The term Debt, as used above, means any outstanding debt for money borrowed evidenced by notes, debentures,
bonds, or other securities.

The term Net Tangible Assets, as used above, means the amount shown as total assets on our consolidated balance
sheet, less the following: (i) intangible assets including, but without limitation, such items as goodwill, trademarks,
trade names, patents, and unamortized debt discount and expense and other regulatory assets carried as an asset on our
consolidated balance sheet; (ii) current liabilities; and (iii) appropriate adjustments, if any, related to minority
interests. Such amounts shall be determined in accordance with generally accepted accounting principles and practices
applicable to the type of business in which we are engaged and may be determined as a date not more than sixty (60)
days prior to the happening of the event for which such determination is being made.

The term Operating Property, as used above, means (i) any interest in real property owned by us and (ii) any asset
owned by us that is depreciable in accordance with GAAP.

The term Sale and Lease-Back Transaction, as used above, means any arrangement with any person providing for the
leasing to us of any Operating Property (except for leases for a term, including any renewals, of not more than 48
months), which Operating Property has been or is to be sold or transferred by us to such person; provided, however,
Sale and Lease-Back Transaction does not include any arrangement first entered into prior to the date of the indenture
and involving the exchange of any Operating Property for any property subject to an arrangement first entered into
prior to the date of the indenture.

The term Value, as used above, means, with respect to a Sale and Lease-Back Transaction, as of any particular time,

the amount equal to the greater of (i) the net proceeds to us from the sale or transfer of the property leased pursuant to
the Sale and Lease-Back Transaction or (ii) the net book value of the property leased, as determined by us in
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accordance with GAAP, in either case multiplied by a fraction, the numerator of which will be equal to the number of
full years of the term of the lease that is part of the Sale and Lease-Back Transaction remaining at the time of
determination and the denominator of which will be equal to the number of full years of the term of the lease, without
regard, in any case, to any renewal or extension options contained in the lease.

Consolidation, Merger, Conveyance, Sale or Transfer

We have agreed not to consolidate with or merge into any other entity or convey, sell or otherwise transfer our
properties and assets substantially as an entirety to any entity unless:

the successor
is an entity
organized and
existing
under the
laws of the
United States
of America or
any State of
the United
States or the
District of
Columbia;

the successor
expressly
assumes by a
supplemental
indenture the
due and
punctual
payment of
the principal
of, and
premium, if
any, and
interest, if
any, on all the
outstanding
debt
securities
under the
indenture and
the
performance
of every
covenant of
the indenture
that we would
otherwise
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have to
perform or
observe; and

immediately
after giving
effect to the
transactions,
no event of
default with
respect to any
series of debt
securities and
no event
which after
notice or
lapse of time
or both would
become an
event of
default with
respect to any
series of debt
securities
shall have
occurred and
be
continuing.
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Modification of the Indenture

Under the indenture or any supplemental indenture, the rights of the holders of debt securities may be changed with
the consent of the holders representing a majority in principal amount of the outstanding debt securities of all series
affected by the change, voting as one class, provided that the following changes may not be made without the consent
of the holders of each outstanding debt security affected thereby:

change the
fixed date
upon which
the principal
of or the
interest on
any debt
security is
due and
payable, or
reduce the
principal
amount
thereof or the
rate of
interest
thereon or
change the
method of
calculating
such rate of
interest or
reduce any
premium
payable upon
the
redemption
thereof, or
reduce the
amount of
the principal
of an original
issue
discount
security that
would be
payable upon
a declaration
of
acceleration
of the
maturity
thereof, or
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change the
currency in
which, any
debt security
or any
premium, if
any, or the
interest
thereon is
payable, or
impair the
right to
institute suit
for the
enforcement
of any
payment on
or after the
date such
payment is
due or, in the
case of
redemption,
on or after
the date fixed
for such
redemption;

reduce the
stated
percentage of
debt
securities,
the consent
of the
holders of
which is
required for
any
modification
of the
applicable
indenture or
for waiver by
the holders
of certain of
their rights;
or

modify
certain
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provisions of

the

indenture.
An original issue discount security means any security authenticated and delivered under the indenture which provides
for an amount less than the principal amount thereof to be due and payable upon the declaration of acceleration of the
maturity thereof.

The indenture also permits us and the trustee to amend the indenture without the consent of the holders of any debt
securities for any of the following purposes:

to evidence
the
assumption
by any
permitted
successor of
our
covenants in
the
indenture
and in the
debt
securities;

to add to the
covenants
with which
we must
comply or to
surrender
any of our
rights or
powers
under the
indenture;

to add
additional
events of
default;

to change,
eliminate, or
add any
provision to
the
indenture;
provided,
however, if
the change,
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elimination,
or addition
will
adversely
affect the
interests of
the holders
of debt
securities of
any series,
other than
any series
the terms of
which
permit such
change,
elimination
or addition,
in any
material
respect,
such
change,
elimination,
or addition
will become
effective
with respect
to such
series only:

(1) when the
consent of
the holders
of debt
securities of
such series
has been
obtained in
accordance
with the
indenture;
or

(2) when no
debt
securities of
such series
remain
outstanding
under the



indenture;

to provide
collateral
security for all
of the debt
securities;

to establish the
form or terms
of debt
securities of
any other series
as permitted by
the indenture;

to provide for
the
authentication
and delivery of
bearer
securities and
coupons
attached
thereto and for
the registration,
exchange and
replacement
thereof and for
the giving of
notice to, and
the solicitation
of the vote or
consent of the
holders of the
debt securities;

to evidence and
provide for the
acceptance of
appointment of
a successor
trustee;

to provide for
the procedures
required for use
of a
noncertificated
system of
registration for
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the debt
securities of all
or any series;

to change any
place where
debt securities
may be
surrendered for
registration of
transfer or
exchange, and
notices to us
may be served;
or
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to cure any
ambiguity or
inconsistency
or to make
any other
provisions
with respect
to matters and
questions
arising under
the indenture;
provided that
such action
shall not
adversely
affect the
interests of
the holders of
debt securities
of any series
in any
material
respect.
Events of Default

An event of default with respect to any series of debt securities is defined in the indenture as being any one of the
following:

failure to pay
interest on the
debt securities
of that series
for 30 days
after payment
is due,
provided,
however, if
applicable to
that series, that
a valid
extension of
the interest
payment period
by us as
contemplated
in the indenture
will not
constitute a
failure to pay



interest;

failure to pay
principal of or
any premium
on the debt
securities of
that series
when due,
whether at
stated maturity
or upon earlier
acceleration or
redemption;

failure to
perform or
breach of any
covenant or
warranty in the
indenture for
90 days after
we are given
written notice
from the trustee
or the trustee
receives written
notice from the
registered
owners of at
least 33% in
principal
amount of the
debt securities
of that series;
however, the
trustee or the
trustee and the
holders of such
principal
amount of debt
securities of
that series can
agree to an
extension of
the 90-day
period and such
an agreement
to extend will
automatically
be deemed to
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occur if we are
diligently
pursuing action
to correct the
default;

certain events
of bankruptcy,
insolvency,
reorganization,
receivership or
liquidation
relating to us;
and

any other event

of default

included in the

supplemental

indenture,

board

resolution or

officer s

certificate for

that series of

debt securities.
An event of default regarding a particular series of debt securities will not necessarily constitute an event of default for
any other series of debt securities.

We will be required to file annually with the trustee an officer s certificate as to the absence of default in performance
of certain covenants in the indenture. The indenture provides that the trustee may withhold notice to the holders of the
debt securities of any default, except in the case of default in the payment of principal of, or premium, if any, or
interest, if any, on the debt securities or in the payment of any sinking fund installment with respect to the debt
securities, if the trustee in good faith determines that it is in the interest of the holders of the debt securities to do so.

The indenture provides that, if an event of default with respect to the debt securities of any series occurs and
continues, either the trustee or the holders of 33% or more in aggregate principal amount of the debt securities of that
series may declare the principal amount of all the debt securities to be due and payable immediately. However, if the
event of default is applicable to all outstanding debt securities under the indenture, or if related to certain events of
bankruptcy, insolvency, reorganization, arrangement, adjustment, composition or other similar events, only the trustee
or holders of at least 33% in principal amount of all outstanding debt securities of all series, voting as one class, and
not the holders of any one series, may make such a declaration of acceleration.

At any time after a declaration of acceleration with respect to the debt securities of any series has been made and
before a judgment or decree for payment of the money due has been obtained, the event of default giving rise to such
declaration of acceleration will be considered waived, and such declaration and its consequences will be considered
rescinded and annulled, if:

we have
paid or
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deposited
with the
trustee a
sum
sufficient

to pay:

(1) all
overdue
interest, if
any, on all
debt
securities
of that
series,

(2) the
principal
of and
premium,
if any, on
any debt
securities
of that
series
which
have
otherwise
become
due and
interest, if
any, that
is
currently
due,
including
interest on
overdue
interest, if
any, and
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3) all
amounts
due to the
trustee
under the
indenture;
and

any other
event of
default with
respect to the
debt
securities of
that series
other than
the
nonpayment
of principal
of the
securities of
such series
which shall
have become
due solely by
such
declaration
of
acceleration,
has been
cured or
waived as
provided in
the
indenture.
There is no automatic acceleration, even in the event of our bankruptcy, insolvency or reorganization.

Subject to the provisions of the indenture relating to the duties of the trustee, the trustee will be under no obligation to
exercise any of its rights or powers under the indenture at the request or direction of any of the holders of the debt
securities, unless the holders shall have offered to the trustee reasonable indemnity, against costs, expenses and
liabilities which might be incurred by it in compliance with the request or direction.

Subject to the provision for indemnification, the holders of a majority in principal amount of the debt securities of any
series will have the right to direct the time, method and place of conducting any proceeding for any remedy available
to the trustee, or exercising any trust or power conferred on the trustee with respect to the debt securities of that series.
However, if the event of default relates to more than one series of debt securities, only the holders of a majority in
aggregate principal amount of all affected series will have the right to give this direction. However, the trustee shall
have the right to decline to follow any direction if the trustee shall determine that the action so directed conflicts with
any law or the provisions of the indenture or if the trustee shall determine that the action would be prejudicial to
holders not taking part in the direction.
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Satisfaction and Discharge
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We will be discharged from our obligations on the debt securities of any series, or any portion of the principal amount
of the debt securities of any series, if we:

(1

2

(a)

irrevocably
deposit with
the trustee
sufficient
cash or
eligible
obligations
(ora
combination
of both) to
pay any
principal, or
portion of
principal,
interest,
premium and
other sums
when due on
the debt
securities at
their
maturity,
stated
maturity
date, or
redemption;
and

deliver to the
trustee:

a company
order stating
that the
money and
eligible
obligations
deposited in
accordance
with the
indenture
shall be held
in trust and
certain
opinions of
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(b)

(©)

counsel and
of an
independent
public
accountant;

if such
deposit shall
have been
made prior to
the maturity
of the debt
securities of
the series, an
officer s
certificate
stating our
intention that,
upon delivery
of the officer s
certificate,
our
indebtedness
in respect of
those debt
securities, or
the portions
thereof, will
have been
satisfied and
discharged as
contemplated
in the
indenture; and

an opinion of
counsel to the
effect that, as
aresult of a
change in law
or a ruling of
the United
States Internal
Revenue
Service, the
holders of the
debt securities
of the series,
or portions
thereof, will
not recognize
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income, gain

or loss for

United States

federal

income tax

purposes as a

result of the

satisfaction

and discharge

of our

indebtedness

and will be

subject to

United States

federal

income tax on

the same

amounts, at

the same

times and in

the same

manner as if

we had not so

satisfied and

discharged

our

indebtedness.
For this purpose, eligible obligations include direct obligations of, or obligations unconditionally guaranteed by, the
United States entitled to the benefit of the full faith and credit thereof and certificates, depositary receipts or other
instruments which evidence a direct ownership interest in such obligations or in any specific interest or principal
payments due in respect thereof and which do not contain provisions permitting their redemption or other prepayment
at the option of the issuer thereof.

In the event that all of the conditions set forth above have been satisfied for any series of debt securities, or portions
thereof, except that, for any reason, we have not delivered the officer s certificate and opinion described in clauses (b)
and (c) above, the holders of those debt securities
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will no longer be entitled to the benefits of certain of our covenants under the indenture, including the covenant
described above in  Limitation on Liens. Our indebtedness in respect of those debt securities, however, will not be
deemed to have been satisfied and discharged prior to maturity, and the holders of those debt securities may continue
to look to us for payment of the indebtedness represented thereby.

The indenture will be deemed satisfied and discharged when no debt securities remain outstanding and when we have
paid all other sums payable by us under the indenture. All moneys we pay to the trustee or any paying agent on debt
securities which remain unclaimed at the end of two years after payments have become due will be paid to us or upon
our order. Thereafter, the holder of those debt securities may look only to us for payment and not the trustee or any
paying agent.

Resignation or Removal of Trustee

The trustee may resign at any time by giving written notice to us specifying the day upon which the resignation is to
take effect. The resignation will take effect immediately upon the later of the appointment of a successor trustee and
the specified day.

The trustee may be removed at any time by an instrument or concurrent instruments in writing delivered to the trustee
and us and signed by the holders, or their attorneys-in-fact, representing a majority in principal amount of the then
outstanding debt securities. In addition, under certain circumstances, we may remove the trustee upon notice to the
holder of each debt security outstanding and the trustee, and appointment of a successor trustee.

Concerning the Trustee

The Bank of New York Mellon Trust Company, N.A. is the successor trustee under the indenture. We and our
affiliates maintain other banking relationships in the ordinary course of business with the trustee and its affiliates.

Governing Law

The indenture and the debt securities are governed by and construed in accordance with the laws of the State of New
York, except to the extent that the law of any other jurisdiction shall be mandatorily applicable.

DESCRIPTION OF SENIOR SECURED DEBT SECURITIES

The senior secured debt securities that we may offer from time to time by this prospectus may be issued as first
mortgage bonds under our Mortgage and Deed of Trust dated July 1, 1940, as amended and supplemented, or the
mortgage indenture, to JPMorgan Chase Bank, N.A., as trustee, or the mortgage trustee. Alternatively, we may issue
senior secured debt securities as senior secured notes under a separate indenture with a trustee where the trustee holds
first mortgage bonds issued under our mortgage indenture that are pledged as security for the benefit of holders of the
senior secured notes. The particular terms of any series of our first mortgage bonds or senior secured notes and the
material provisions of our mortgage indenture and, as applicable, any senior secured note indenture will be described
in the applicable prospectus supplement.

PLAN OF DISTRIBUTION

We may sell securities to one or more underwriters or dealers for public offering and sale by them, or we may sell the
securities to investors directly or through agents. The prospectus supplement relating to the securities being offered
will set forth the terms of the offering and the method of distribution and will identify any firms acting as
underwriters, dealers or agents in connection with the offering, including:
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the name or
names of any
underwriters;
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the purchase
price of the
securities and
the proceeds to
us from the
sale;

any
underwriting
discounts and
other items
constituting
underwriters
compensation;

any public
offering price;

any discounts
or concessions
allowed or
reallowed or
paid to dealers;
and

any securities

exchange or

market on

which the

securities may

be listed.
Only those underwriters identified in the prospectus supplement are deemed to be underwriters in connection with the
securities offered in the prospectus supplement.

We may distribute the securities from time to time in one or more transactions at a fixed price or prices, which may be
changed, or at prices determined as the prospectus supplement specifies. We may sell securities through forward
contracts or similar arrangements. In connection with the sale of securities, underwriters, dealers or agents may be
deemed to have received compensation from us in the form of underwriting discounts or commissions and also may
receive commissions from securities purchasers for whom they may act as agent. Underwriters may sell the securities
to or through dealers, and such dealers may receive compensation in the form of discounts, concessions or
commissions from the underwriters or commissions from the purchasers for whom they may act as agent.

We may sell the securities directly or through agents we designate from time to time. Any agent involved in the offer
or sale of the securities covered by this prospectus will be named in a prospectus supplement relating to such
securities. Commissions payable by us to agents will be set forth in a prospectus supplement relating to the securities
being offered. Unless otherwise indicated in a prospectus supplement, any such agents will be acting on a best-efforts
basis for the period of their appointment.

Some of the underwriters, dealers or agents and some of their affiliates who participate in the securities distribution
may engage in other transactions with, and perform other services for, us and our subsidiaries or affiliates in the
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ordinary course of business.

Any underwriting or other compensation which we pay to underwriters or agents in connection with the securities
offering, and any discounts, concessions or commissions which underwriters allow to dealers, will be set forth in the
applicable prospectus supplement. Underwriters, dealers and agents participating in the securities distribution may be
deemed to be underwriters, and any discounts and commissions they receive and any profit they realize on the resale
of the securities may be deemed to be underwriting discounts and commissions under the Securities Act.
Underwriters, and their controlling persons, and agents may be entitled, under agreements we enter into with them, to
indemnification against certain civil liabilities, including liabilities under the Securities Act.

LEGAL MATTERS

Unless otherwise indicated in the applicable prospectus supplement, the validity of the securities offered under this
prospectus will be passed upon for us by Wendy E. Stark, Esq., Associate General Counsel of our parent corporation,
FirstEnergy, and Akin Gump Strauss Hauer & Feld LLP, New York, New York. As of August 31, 2008, Ms. Stark
owned approximately 6,186.857 shares of common stock of FirstEnergy and 3,618.72 shares of unvested restricted
stock units. Additional legal matters may be passed on for us, or any underwriters, dealers or agents, by counsel we
will name in the applicable prospectus supplement.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The financial statements incorporated in this prospectus by reference to our Annual Report on Form 10-K for the year
ended December 31, 2007, have been so incorporated in reliance on the report of PricewaterhouseCoopers LLP, an
independent registered public accounting firm, given on the authority of said firm as experts in auditing and
accounting.

11
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With respect to our unaudited financial information for the three-month periods ended March 31, 2008 and 2007 and
for the three-month and six-month periods ended June 30, 2008 and 2007, incorporated by reference in this
prospectus, PricewaterhouseCoopers LLP reported that they have applied limited procedures in accordance with
professional standards for a review of such information. However, their separate reports dated May 7, 2008 and
August 7, 2008 for the quarter ended March 31, 2008 and for the quarter and six-month periods ended June 30, 2008,
respectively, incorporated by reference herein states that they did not audit and they do not express an opinion on that
unaudited financial information. Accordingly, the degree of reliance on their reports on such information should be
restricted in light of the limited nature of the review procedures applied. PricewaterhouseCoopers LLP is not subject
to the liability provisions of Section 11 of the Securities Act for their reports on the unaudited financial information
because those reports are not a report ora part of the registration statement prepared or certified by
PricewaterhouseCoopers LLP within the meaning of Sections 7 and 11 of the Securities Act.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

We are incorporating by reference certain information we file with the SEC, which means that we can disclose
important information to you by referring you to those documents without restating them in this prospectus. The
information incorporated by reference is considered to be part of this prospectus. The information in this prospectus is
not complete, and should be read together with the information incorporated herein by reference. We incorporate by
reference in this prospectus the following documents or information filed or to be filed with the SEC (other than, in
each case, documents or information deemed to have been furnished and not filed in accordance with SEC rules):

our Annual
Report on
Form 10-K
for the year
ended
December 31,
2007,

our Quarterly
Reports on
Form 10-Q
for the
quarterly
periods ended
March 31,
2008 and June
30, 2008; and

all documents
filed by us
under
Sections
13(a), 13(c),
14 or 15(d) of
the Exchange
Act on or
after the date
of this
prospectus
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and before

completion of

this offer,

which

information

will

automatically

update and

supersede the

information

contained or

incorporated

by reference

in this

prospectus.
We will provide to each person, including any beneficial owner, to whom a prospectus is delivered, upon written or
oral request at no cost to the requester, a copy of any or all of the reports or documents that have been incorporated by
reference in this prospectus but not delivered with this prospectus. Requests for these reports or documents must be
made to:

The Cleveland Electric Illuminating Company
c/o FirstEnergy Corp.
76 South Main Street
Akron, Ohio 44308-1890
Attention: Shareholder Services
(800) 736-3402

The incorporated reports and other documents may also be accessed at the websites mentioned under the heading
Where You Can Find More Information below.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports and other information with the SEC under the Exchange Act. These
reports and other information can be inspected and copied at the SEC s public reference room at 100 F Street, N.E.,
Washington, DC 20549. You may obtain information on the operation of the Public Reference Room by calling the
SEC at 1-800-SEC-0330. This material is also available from the SEC s website at http://www.sec.gov or from the
website of our parent, FirstEnergy, at http://www firstenergycorp.com/ir. Information available on FirstEnergy s
website, other than the reports we file pursuant to the Exchange Act that are incorporated by reference in this
prospectus, does not constitute a part of this prospectus.
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