
A T T  0 R N E Y S 

November 29,2007 

HAND DELIVERED 

k r k  R mrstreet 
(5Q2)209.1219 
(502) 2254387 FAX 
mrstree@tites.can 

Beth 0' Donne11 
Executive Director 
Public Service Commission 
2 1 1 Sower Boulevard 
Frankfort KY 40601 -8294 

RE: B.S.C. Case No. 2007-00477 

Dear Ms. O'Donnell: 

Enclosed please find and accept for filing the original and six copies of Kentucky Power 
Company's Responses to Data Requests 1-2 and 4-1 1 as propounded by the Commission Staff 
pursuant to the Commission's November 20,2007 Order. The Response to Data Request 3 will 
be filed as soon as it is complete. 

Copies of the Responses are being served on the and persons -. 
'\ on the attached service list. 

Very 
e/' 

R. Overstreet 
Enclosure 
cc: Persons on Attached Service List 



CERTIFICATE OF SERVICE 

Lonnie E. Bellar 
Vice President - State Regulation 
Kentucky Utilities Company 
Louisville Gas and Electric Company 
220 West Main Street 
P.O. Box 32010 
Louisville, Kentucky 40202 

James M. Miller 
Sullivan, Mountjoy, Stainback & Miller, PSC 
100 St. Ann Street 
P.O. Box 727 
Owensboro, Kentucky 42302-0727 

John J. Finnegan, Jr. 
Senior Counsel 
Duke Energy Kentucky, Inc. 
139 East Fourth Street 
Cincinnati, Ohio 45202 

Dennis G. Howard, I1 
Lawrence D. Cook 
Paul D. Adams 
Office of the Kentucky Attorney General 
1024 Capital Center Drive, Suite 200 
Frankfort, Kentucky 40602-8204 

Kendrick R. Riggs 
Stoll Keenon Ogden, PLLC 
500 West Jefferson, Suite 2000 
Louisville, Kentucky 40202-2874 

Charles A. Lile 
East Kentucky Power Cooperative 
4775 Lexington Road 
P.O. Box 707 
Winchester, Kentucky 40392-0707 

David Boehm 
Michael L. Kurtz 
Roehm, Kurtz & Lowry 
15 10 CBLD Building 
36 East Seventh Street 
Cincinnati, Ohio 45202 

Overland Consulting 
Building 84, Suite 420 
10801 Mastin 
Overland Park, Kansas 662 10 



COMMONWEALTH OF KENTUCKY 

BEFORE THE 

PUBLIC SERVICE COMMISSION OF KENTUCKY 

IN THE MATTER OF 

AN INVESTIGATION OF THE ENERGY AND ) 
REGULATORY ISSUES IN SECTION 50 OF ADMINISTRATIVE 
KENTUCKY’S 2007 ENERGY ACT ) CASE NO. 2007-00477 

KENTUCKY POWER COMPANY 

RESPONSES TO COMMISSION STAFF’S FIRST SET OF DATA REQTJESTS 

November 29,2007 



KPSC Administrative Case No. 2007-00477 An Investigation of the Energy 
and Regulatory Issues in Section 50 of KY's 2007 Energy Act 

Commission Staff First Set of Data Request 
Order Dated November 20,2007 

Item No. 1 
Page 1 of 15 

Kentucky Power Company 

REQUEST 

Provide a copy of the most recent strategic plans and financial forecasts approved by the Board 
of Directors. 

RESPONSE 

A copy of the most recent Kentucky Power Company strategic plan including financial forecasts 
approved by the Board of Directors is attached. Please see pages 2 through 15 of this response. 

WITNESS: Timothy C. Mosher/Errol K. Wagner 
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KPSC Administrative Case No. 2007-00477 An Investigation of the Energy and 

ReguIatory Issues in Section 50 of KY's 2007 Energy Act 
Commission Staffs First Set of Data Requests 

Order Dated November 20,2007 
Item No. 2 

Page 1 of 47 

Kentucky Power Company 

REQUEST 

Provide a copy of the most recent utility level and parent company rating agency reports from 
Moody's, Fitch's, and Standard & Poor's. 

RESPONSE 

A copy of the most recent utility level and parent company rating agency reports from Moody's, 
Fitch's and Standard & Poor's are attached. Please see Pages 2 through 47 of this response. 

WITNESS: Timothy C. Mosher/Errol K. Wagner 
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FitchRatings 
KNOW YOUR RISK ” Corporate Finance 

Global Power/North America 
Credit Analvsis 

~ ~ ~ f i ~ ~ ~  Elect~c Power corn, 

Ratings 
security Cunant Revlous Data 
Class RaUng Rallng Changed 
IOR RBB NR 12/6105 
Sr.Unsec.Debl RBB BBB+ MINX3 
CmrnercialPaper F2 NR 1OfI319Q 
IDR - ISSUE defndt ruling. NR -Not rated. 

RaUng Watch ............................................ . None 
b a n g  OuUook, ..................... ”..........-....... Stable 

----- 

Analysts 
Karen Anderson 

karen.anderson@tchratings.com 

Denise F m y  
+1212 908-0618 
De&e.fLrey@tchrathgs.wm 

Rajat Sehgal, CFA 

b j a t  sebgal@fttchratings.com 

+I 312 368-3165 

+ 1 212 908-0242 

Profile 
AEP, one of the largest electric utilities in the 
United States, delivers electricity to more than 
5 million customers in 11 states, including 
Ohio, Indiana, West Virginia, Texas, Viiginia, 
Kentucky, Michigan, Temessee, Oklahoma, 
LoukianaandArkansas. 

Key Credit Strengths 
Regulated opetations benefit from 
stable and predictable cash flows. 

* Credit coverages consistent with 
rating catepy.  

0 Solid mpetit ive position. 
0 Resolution to regulatory issues in 

West V i a ,  Ohio and Kentucky. 

Key Credit Concerns 
e Several outstanding regulatory issues 

in Texas, Virginia, Indiana, 
OMahoma and at the FlERC. 

e Large capital expenditure propun 
over next severaf yeas. 

e Uncertainty related to NSR litigation. 
Relatively high consolidated 
leverage for the rating category. 

R Rating Rationale 
The ratings for American Electric Power Co., Inc. (AEP) take into 
account the stable cash flow and diverse earnings base genetated from 
the regulated utility operations and solid competitive position derived 
fiom low-cost cud-fired gemdon  assef~. Coverage ratios are 
consistent with the current rating category, with the ratios of EBITDA- 
to-interest and funds flow coverage at 5.1 times (x) and 4.7x, 
respectively, at year-end 2006. Forecasttd credit coverage ratios are 
anticipated to be at or near current levels. The ratings also reflect 
leverage that is at the high end for the ratings category at the parent 
company and certain subsidiaries. Rating concerns primarily relate to 
higher capital expenditures over the next several years, several 
outstanding regulatory issues and relatively high consolidated leverage. 

Consolidated leverage, as measured by the ratio of debt-to-EBITDA, 
was 4 . 1 ~  at year-end 2006 and is forecasted by Fitch Ratings to remain 
near that level over the next several years. The leverage is expected to 
remain somewhat elevated because a sizeable portion of the company’s 
large capital expenditure program wiU likely be funded with debt. 
Annual consolidated capital invesfments are expected to average 
$3.3 billion through 2010, the bulk of which will be spent on ongoing 
infrastructure replacement and environmental compliance. Fitch notes’ 
that AEP’s current and forecasted credit metrics should be able to 
withstand these higher levels of debt at the current ratings, assuming 
reasonable and timely rate recovery in various rate filings. However, 
inadequate or delayed rate recovery of these costs at the utility 
subsidiary level could place ratings pressure on the affected 
subsidiaries (Appalachian Power Co. [APC], Columbus Southern 
Power CO. [CSPJ, Kentucky Power Co. WCJ, Ohio Power Co. 
[OPC], Public Service Co. of Oklahoma [PSQ] and Southwestern 
Electric Power Co. ISWEPCOJ) and possibly the parent. 

WhiIe AEP has had resolution to several rate issues over the past year, 
several outstanding regulatory issues remain, in particular in Virginia, 
West Virginia, Texas, Indiana, Oklahoma and at the Federal Energy 
Regulatory Commission (FERC). In addition, the market structure in 
Ohio following the expiration of the current ratestabilization plans in 
2009 is uncertain. For additional information, refer to credit analysis 
updates for APC, AEP Texas Central Co. (TCC), AEP Texas North 
Co. (IXC), Indiana Michigan Power Co. (IMP) and PSO. 

R Recent Developments 

Electric Transmission Texas LLC Joint Venture 
In January 2007, AEP signed a participation agreement with 
MidAmerican Energy Holdings 0. (MEHC) to form a joint-venture 
company, Electric Transmission Texas LLC (En) to fund, own and 

May 15,2007 

www.fitch.ratings.com 

mailto:karen.anderson@tchratings.com
mailto:sebgal@fttchratings.com
http://www.fitch.ratings.com
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Corporate Finance 

imerican Electric Power Co, Inc. Corporate Structure 
5 Mil.) 

AEP Generatlng Company, Inc. 

Appalechlan Power Co. 
IDR ‘088’ 

(LTM 12/31/06) 

Revenued 
ERlTDA 
FFO 380 
Interest I29 
rronntetw 395 
DebVEBrDA (x) 4.60 
EBlTDAllnterest (x) 4.43 
D~btlCapltal(%) 56.20 

A i 3  Texas Cen(ral Co. 

IDR ‘BBB’ 
(LTM lZpJl/[)G) 

DebI 651 

Amerlcan Etecirlc Power CC., In& 
IDR ‘BBB’ 

ILTM tu31106) 

Columbus Southern 
Powsr Co. 

(LTM lrnlros) 

Revenues i ,a07 

IDR BBB+’ 

Interest 
FFOllnleresf 623 
DebtEBITDA (4 2-26 
EBmlAnnIerest (x) B.05 
Debvcapltal(%) 53.10 

’1,076 
I3,719 
12,488 
3 , m  
2,540 

685 
4.71 
4.13 
5.f2 

60.50 - 
indlana Mlahlgan 

Pcwer Co. 

IDR ‘ B B W  
(LTM 12/31/06} 

Debl 1.646 
Revenues 1 ,en 
EBITDA 461 
R O  400 
lnterpst 73 
F O n M  6.48 
DebUEE!iTDA (x) 3.77 
EElTDAllnterest (x) 6.32 
DebVCapital(%) 56.60 

AEP Tens North Co. 
IDR BBBQ 

(Lm 12/31/06) 

Debt 277 
Revenues 329 
EBtTDA 78 
FFO 48 
Interest 18 
FFOllnterest 3.67 
IkbIiEBITDA(Q 4.09 
EBmlAllnteresI (X) 4.33 
DebtlCaptWfl) S0.W 

Kentucky Power Ca Ohlo POwar co. 

(Lm 12mlMi) (LTM 121311%) 

Revenues 

Interest 
FFOllnIaed 3.86 
DebtlEBllDA(x) 3.73 
EBlTDAllnterest (x) 4.4? 
DeblCapItaf(56) 56.40 

Revenues 

Interest 
FFOflntereSI 226 
OebUEBfrDd(x) 3.51 
EBmlAllnterest (x) 7.70 
De!S%ipltal(%) %.IC 

S~ufhwo6tern 
Electric power co. 

IDR ‘BEE+’ 
(I-TM 12/31/06) 

Revenues 665 
EBITDA 161 
FFO 19 
lnbrssl &4 
FFOlirnerest 1.23 
DebUEBKDA (x) 4.04 
ERKDAnnlsrest (x) 1.92 
Debt/Cspttal(%) 61.30 

Publlc Senflee C a  
of Oklahoma 
IDR ‘BBB+’ 

(LTM 12131106) 
Debt 746 
Revenues 1,442 
EBlTDA 179 
FFO xu 
interest 4 j  
FFO~lnterest 5.95 
DewEaITDA(x) 4.17 
EBmlAnnteres! (x) 4.37 
DeWCepltal(46) 55.m 

Debl 
Rwrsnues 
EBlTDA 
FFO 
Interest 
FFOflnterast 
DebVEBVDA (X) 
fBlTDA/lnteresI (x) 
DebtfCapftal (oh) 

835 
1,432 

322 
196 
55 

4.56 
2.90 
5.85 

53.10 

EXclUdeE sewrltlzetlon. IDR - Issuer default dng.  EBITDA- Earnings before Interest taxes, depmbIbn end amW(iulti0n. FFO - Funds fmm 
iperatlons. LTM -Latest ?2 months. S o w :  Cornpsny reports. 

operate new electric transmission assets m Electric 
Reliability Council of Texas GRCOT). Upon receipt 
of all required regulatory approvals, including the 
Public Utility Commission of Texas (PUCT) and the 
FERC, AEP Utilities Inc. (a subsidiary o AEP that 
owns AEP’s Western operating companies) and 
MEHC Texas Ttansco, LLC (a subsidiary of MEHC) 
will each acquire a 50% equity ownership m ET”. It 
is expected hat ETT may invest almost $1.3 billion 
in projects during the next several years, plus 
additional projects that may receive regulatory 
approval. The anticipated ETT capitalization 

American Elecbic Power Co., Inc. 

structure is targeted at 60140 debt-to-equity. Texas is 
an attractive we8 for transmission investment due to 
the relatively high degree of regulatory certainty due 
to the predetermination of ERCOT’s need based on 
reliability and significant Texas economic growth. 
Additionally, there is public policy that supports 
green initiatives, which require transmission access to 
wind resources. Finally, a streamlined annual interim 
transmission cost of service revjew process is 
available in ERCOT, which should help reduce 
regulatory lag. 

2 
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Corporate Finance 
Generation Update 

Announcement Amount 
Target CIoso Date Company Dah ($ MIL) Asset 

AEP Gfnemllng- January 2007 327 Purchased Lawreneeburg Generating Station, a 1,09&mwnalur81 Second quruterot 

Columbus Soulhem November 2006 102 Purrhased Da& Eledrtc GaneraUng Station, a nafOEil gas, slmple- Compleied April 25, 

Publb SenrlCe CO. Of Mrvch 2006 120 Announced plans to add 340 mw d nalural gas peaking generailon - 

Company, Inc. 

Power Co. 

OWahoma 

gas, comblnedcyde pcwer piant in Indiana, fmm an affiliate of 
Public Senrita Enterprise Group Incorporated. 

cycle p e r  p h t  wlfh a generaling capacity ot 480 mw. from DPL 
Inc 

to 115 W i i d e  plant (170 mf) and its SouUmrestem station (170 
mw), both of which are In Dktahoma. 

900 Announced a Jolnt venture with OG&E, Wereby OG&E will construct Fhst hatf of 2012 
and operate a new 95D.w COai-fWbd Deneatlng unit h 
Okbhoma. Pubat Servke Co. of Oklahoma will own Soh of the 
unlt 

genesaUon In Arkansas, e 480 mw gas plant h Lwisiana and a 

EWk P o w  Co:s investment wlll be 73%). 

2007 

2007 

July 2006 

Soulhwestem Eledric May 2005 1.400 AnnounMd plans lo construct 480 mw of new gas-fkd peaking 201 1 
Power co. 

6oO.mW b-lwd Coal plant h Arkansas (of which SwthWestbm 

Mw - Megawa!f DG&E - DkIahoma Gas fi Eledrt Co. S m :  Company repom. 

AEP interstate Transmission Project 
In early 2006, AEP filed a proposal with the FERC 
and PJM Interconnection (Prrys) to build a new 765- 
kilovolt (kv), 550-mile transmission line fiom West 
Virginia to New Jersey. A new subsidiary, AEP 
Transmission Co., will own the line and undertake 
the construction of the project. The estimated cost is 
approximately $3 billion, of which a portion will be 
shared with other participants in the project, The 
project is subject to PJM, state and federal regulatory 
approvals and receipt of appropriate incentive cost- 
recovery mechanisms. 

In July 2006, the FERC gtanted conditional approval 
for incentive rate treatment for the proposed Iine, 
including a return on equity set at the high end of the 

zone of reasonableness, the option to timely recover 
the cost of capital associated with construction work 
in progress and the ability to defer expense and 
recover costs incurred during the preconstruction and 
preoperating periods. The approval is conditioned on 
the new line being included in PJM’s formal 
Regional Transmission Expansion Plan (RTEP) to be 
finalized in 2007. AEP filed with the U.S. 
Department of Energy (DOE) to have the proposed 
route designated as a national interest electric 
transmission corridor. Recently, the DOE announced 
the two drafl corridor designations, and it is expected 
that the Mid-Atlantic Regional Corridor will 
encompass the AEP Interstare Project. 

Regulatory Update 

Company State Updata 
Indiana Micnlgan 

Power Co. 
Indiana In February 2007, Indiana Mlchlgan power Co. filed a new request forthe Indiana UUlity Regumtory 

Commlsslon for eppmval or revised book dspracialion mfes effective Jan. 1,2007.7he flilng Included a 
55 mllllon CredU h fuel costs ff the new depraclatlon rates WLJB implemented by the commlssion. if the 
agreement Is approved. lndlana Mlchlgan Power Co. would InUMe a general rate case on or bsfm 

In May 2006, Appalachian P m  Co. filed for a net lncruase of 8198.5 mllliin in base rates. In October 
2006. the full tale Inuease requested WBS implemented subpscl C refund. HeEuings warn held in 
December 2006, and a ru6ng Is expeded sornelhne In 2007. 

Wed Vhglnla On March 1,2007, Appalachian Power Co. filed fw e blW.5 rnillkrn rate Increase In Wast VJrginia. The 
flllng follow a settlement agreement approve by lhe public service mmmission that inciuludsd 
mchanlsms to perbdlcally adJust rates (0 recover the msts of emrimnme~l mnslmdion cos&, fuel 
and pubchased power. The requested revenue lncmase hcludes $ZB rnlllion far envlronmenla) 
camplbnm, $27 mKllon for fuel and 545 mllllon for purchased power. The new rates am expected to 6e 
in eRect starting July 2007. 

In November 2006, Publlc Service Co. of Oklahoma filed a rate pmposal with the O W m a  CorpweUon 
Commission, wtilch requestad a $48.8 mUllon overall base rate increase and a formula rate gotrig 
forward that would indude construction wrk h pmghss In rate base. Hearirgs began in May 2007, 
wzyh a final order expected letwthls year. 

In November zoofi, AEP Texas Centra Co. filed fora $70 million raie Increase, with e requested 10.75% 
ROE and a 60140 dewequity capftal structure. A final rale ordar Is expected in October 2007 

In November 2006, AEP Texas North Co. filed for e $25 million rate increass, including a 10.75% ROE and 
e 60140 debUequRy capital structure. A final rets ordwb expected h October 2007. 

July I, 2007. 
Appalachlan Power Co. Virginla 

Publk Servlce Co. d Oklahoma 
Oldaltoma 

AEP Texas Centre1 Co. Texas 

AEP Texas Nor& Co. Texas 

ROE -Return on eouily. Source: ComPenY rep&. 

American ElectFic Power Co., Inc. 

3 
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FitchRatin KNOW YOUR RISK 
Corporate Finance 

Jolnt Venture with AYE 
In April 2007, AEP signed a memorandum of 
understanding (IvfOU) with Allegheny Energy, Inc. 
(AYE, ‘BBi-’ issuer default rating, Stable Rating 
Omlook) to form a joint venture to build and own 
new electric transmission assets within PJM. The 
joint venture would build approximately 250 d e s  of 
transmission lines from AEP’s Amos Station in West 
Virginia to the Maryland border, with an additional 
estimated 40 miles to AYE’S proposed Kemptown 
Station in Maryland. The project encompasses the 
first half of the AEP Interstate Project previously 
described. Based on current estimates, the entire 
project is forecasted to cost approximately 
$1.8 billion, of which AEP’s share would be 
approximately $700 million. Some portions of the 
project wouid be owned by the joint venture, with 
other portions owned by the respective companies. 
The joint venture will own approximately $1 billion 
of assets and would operate as a transmission utility, 
and equity ownership of the new entity will be 
equally split between AEP and AYE. Definitive 
agreements are expected to be executed by mid-2007, 
and it is anticipated that the joint venture will be&n 
operations in the second half of the year. 

PJM recently released a study that indicates that the 
Amos-Kempton line is the preferred solution far 
ensuring long-term reliability in the region’s 
transmission system. AEP and AYE anticipate that 
the line will be included in the PJM’s RTEP. Once 
the project is inciuded in RTEP, the joint venture will 
seek FERC regulatory recovery consistent with the 
terms and conditions both companies have already 
received The earliest completion date for the line is 
2012. The joint venture agreement does not include 
any provisions for the remaining portion of U P ’ S  
Interstate Project fkom Maryland into New Jersey, 
which remains under study by PJM. 

AEP formed a separate subsidiary, AEP 
Transmission Co., to manage, finance, build, own 
and operate the new transmission lines. 

I Liquidity and Debt Structure 
AEP has a strong Iiquidity position with two 
$1.5 biliion revolving credit facilities in place, which 

mature in March 2011 and April 2012. Net mailable 
Iiquidity was $2.974 billion at yearend 2006. The 
credit agreements contain debt covenants that 
prohibit AEP lfmm having a debt-to-total 
capitalization ratio of more than 67.5%. 

The utility subsidiaries have access to short-term 
borrowings through a cash pool managed by AEP, 
whereby entities with excess short-term liquidity lend 
to affiliates with cash needs. External financing needs 
of the pool are sourced directly by the parent. It is 
anticipated that the utility subsidiaries will continue 
to participate in the money pool, as several smaller 
subsidiaries have no independent access to external 
short-term financing. The money pool arrangement 
serves to tie the ratings of the utilities closer to those 
the parent. 

Rating Outlook Rationale 
The Stable Rating Outlook on AEP includes an 
expectation of reasonable outcomes to its 
outstanding regulatory issues. Addifionally, the 
Rating Outlook reflects Fitch’s expectation that 
AEP will continue to benefit from stable and 
predictable cash flows from its regulated 
ope ratio^^, an overall continuation of generally 
balanced regulatory environmenis, and the 
expectation that the company will receive timely 
and appropriate recovery o f  capital expenditures 
during the more active construction period. 

What Could Lead to Positive kiting 
Action? 
* None expected in the ordinary course of 

business. 

What Could Lead ta Negative lRatEng 
Action? 
0 Adverse regulatory outcomes that affects 

relevant subsidiaries’ ability to recover costs 
in a timely manner, which potentially also 
affect the parent. 
Significantly higher than projected capital 
expenditures. 

American Elecbic Power Co., Inc. 
4 
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FitchRatinEs 
KHDW YOUR RISK 

Corporate Finance 
Financial Summary - Amen’can Electric Power Co., Inc. 
($ Mil., Years Ended Dec 31) 

Fundamental Ratios (x) 
Funds from OperationMnterest Expense 
Cash from Operationsr’tnteres( Expense 
DebVFunds fmm Operalions 
Operating EBlT/lnterr?st Expense 
Operating EEITDNlntetest Expense 
DebVOperaBng EBITDA 
Common Dividend Payout (%) 
Internal CashlCapital Expenditures (%) 
Capital ExpendireslDepredation (%) 

PMitabRlHy 
Revenues 
Net Revenues 
O&M Expense 
Operating EBKDA 
Depreciation and Amortization EXpense 
Opemting EBIT 
Interest Expense 
Net Income for Common 
O&M % of Net Revenues 
Operating €BIT % of Net Revenues 

Cash Flow 
Cash Flwrfmm Operations 
Change in Working Capkal 
Funds from Opetations 

Dividends 
Capital Expenditures 
Free C a s h  Flow 
Net Other Investment Cash Flow 
Net Change in Debt 
Net Change in Equity 

Capltal Structure 
ShOrl-T@tm Debt 
Locg-Terin Debt 
Total Deb1 

Preferred and Minority Equily 
Common Equity 9,412 9.066 8,515 7,074 , 7,084 

Total DebVTotal Capital (%) 58.2 55.9 57.7 63.3 61.1 
Total Capital 23.192 20,768 20,289 21,ew 2 0 , ~  

Prefened and Minority Equity/Total Capital (%) 0.3 0.3 0.3 0.3 4.7 
Common Eq&y/Total Capital (%) 40.6 43.8 42.0 38.4 342 
Operaling EBlT - Operaling income before nonrecurring b m s .  Operating EEIlDA - Opemtlng i n m  betore nnnrecum items plus depraMlon and 
amorllzalicn aupense. OBM -0peratlclns and ma’artananca. Swm: Financlal dtda oblalnedfmrn SNL Energy InformellDn System, prwided under 
tkmse by S N L  Flnandal, LC of Charbttesvltle, V a  

2006 2005 2004 2003 2uv2 

4.3 
4.4 
5.3 
2.6 
4.4 
3.4 

58.0 
58.8 

251.1 

2.9 
3.5 
8.4 
2 5  
4.3 
3.8 

67.9 
52.9 

185.4 

3.6 
4.4 
5.3 
2.5 
4.1 
3.7 

51 ”0 
128.4 
128.7 

4.0 
3.8 
5.8 
2.9 
4.4 
3.8 

561.8 
120.9 
107.9 

4.1 
3.5 
5.1 
2.8 
4.5 
3.6 

(152.8) 
79.8 

127.2 

12,500 
7,827 
3,839 
3,451 
1,405 
2,048 

788 
1,002 
46.5 
26.1 

12,022 
7.743 
3,619 
3,105 

1 ,Bo8 
722 
814 

46.7 
23.4 

7,287 

14,154 
10,425 
3,676 
32’12 
1,272 
1940 

785 
1,069 
35.3 
18.8 

14,577 
10.812 
3.660 
3.621 
1,259 
2,362 

81 8 
110 

33.9 
21.8 

13,357 
10.245 
4.054 
3.527 
1,325 
22a 

781 
619) 
39.8 
21.5 

1,287 1.163 1,368 2,105 Z ; n g  
12,432 10,456 9 0,340 11,576 8.878 
13,719 11,619 11,708 13,681 12,617 

8.l 61 61 61 968 



KPSC Case No. 2007-00477 
Commission Stiiff 1"Set of Data Request 

Order Dated November 20,2007 

Analysis 
UNITED STATES 

Americas 

December 2006 

contact Phone 

A!aY&L& 
Richard Donner 1.272.553.1653 

American Electric Power Company, Inc. 

Item No. 2 

n* ",--...~YUILY, 

Credii Strengths 
* 
* 
* Recently improved liquidity 

Relatively stable and predictable cash flow generated from the company's large proportion of regulated operations 
Financial memcs are appropriate for the Baa2 rating 

Credit Challenges 
L, - .  

0 

* 
High environrnmtal costs needed to meet evolving US emission standards 
Active outsranding regularory issues with relatively suppohe  conclusions to date 

credit strengths 

RELATlVELY STABLE AND PREDICTABLE CASH FLOW GENERATED FROM THE COMPANY'S LARGE 
PROPORTION OF REGULATED OPERATlONS 
American EIeCtric Power Company (AEP) i s  one of the largest electric utilities in the United States, owning neady 
36,000 megawatts of generating capacity and approximately 39,000 miles of electric transmission infrastructure. A32P 
delivers electricity tu more than 5 million customers in I1 states, including: 0 ~ 0 ,  Indiana, West Virginia, Virginia, 
Kentu&, Michigan, Tennessee, Oklahoma, Tms, ]Louisiana and Arkansas. 

American Elecaic Power's senior unsecured rating of Baa2 re5ects its cornpethive position derived from lowcost 
cod-fired assets, its strong liquidity position, as well as its stable cash flow and eamings derived fiom irs sizeable, 
regionally diverse, regulated electric utility system. 

Moody's last rating action on September 14,2005, consisted of an upgrade of AEP's senior unsecured racing to 
Baa2 from Baa3 and an upgrade of its cummercial paper to P-2 from P-3. The rating rationale pointed to rhe 
improved financial and risk profile of the parent holding company, due to the sale of non-core and unregulated busi- 

Moodfs Investors Senrice Q Global Credlt Research 
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ness activiries (including speculative energy trading, international assets and merchant power plants), substantial debt 
reduction ($1.7 billion since 2002), improved liquidiy and positive regulatory ddopments. Since there was no 
change in the subsidiarid ratings, the rtpp..de of AXP represented a narrowing of the notching between b e  holding 
company and its utility subsidiaries, supported by the majoriy of debt reduction d g  at the parent level. 

Over the last s d  years, AEP has taken steps m address &e rkag placed on the company from its non-regdated 
invesnnents. With &e sale of international assets such as HPL and LXG pipelines, reduction m cmmship of domestic 
independent power plants and exit of its power generation in the deregulated Texas market, AEP has both decreased 
debt and rebalanced i s  regulatdnon-regulatRd exposure to levels viewed more positively from a credit perspective. 

AEP has half of its utility companies operating in regdarorp jurisdictions which are in transition to competitive 
frameworks. The manna in which dme environments impIment competition could affect how we view the specific 
subsidiary involved. Homer, Moody’s notes that AEP snbsidiaries often provide the lowest rates in their regions, 
thus each should be in a relatively strong position vis-‘a-vis the competition. The overd size, scope and diversity of the 
AEP fiimily are also viewed favorably by Moodyk. 

FINANCIAL METRlCS ARE APPROPRlATE FOR THE Baa2 RATING 
Based on Moody’s rating methodology for global regulated electric utilities, AEPS finanad profile exhibits credit met- 
rics appropriace for its B a d  rating. LTM 2Q06 shows CFO Pre-W/C / Debt of 19% and CFO Pre-W/C / Interest of 
4.4~ (as compared to yearend 2005 metria of approximately 15% and 3 . 6 ~ ) ~  which fit m the middle-to-high range of 
the Baa medium risk category. 

Moodfs rating anticipates t h a t m ,  on a consolidated basis, wil l  maintain a raao of CFO b W / C  / Debt in the 
range of 16% or higher and the ratio of CFO Pre-W/C / Interest of more than 3.5 times over the next several years, as 
the company works its way &rough an increased capitaI spending period. Moody’s rating ais0 anticipates that at the 
same h e ,  AEP will manage its capid snucture, including debt issuance to cover its forecasted capital ~[pmditures in 
such a way that the credit profile of AEP, on a consolidated basis, and the credit profiles of individual operating utilities 
WilI be mainmined. It is our expectation that the company’s credit metrics will maintain a Iwel commemmte with the 
Baa medium risk category. While capital expenditures related to emkonmental compliance tfir0ug.h 2009 are forecast 
to be substantial, the regulatory response is expected to provide for &e timely recovery of these outlays from ratepay- 
E S .  

RECENTLY IMP ROVING UQlJlDiTY 
AEP irnprwed its already strong liquidity by recently increasing the size of one of its revolving credit facilities to $1.5 
billion (from $1.0 billion) and extending its maturity to April 201 1. This facitity combined with mder  &sting kcil- 
ity - also for $1.5 billion and maturing in March 2010 - brings overall liquidity to $3.0 billion. Srmng Liquidity is very 
important to the company’s credit profile during this period of increased capital spending. 

Credit Challmps 

HIGH ENVIRONMENTAL COSTS NEEDED TO MEET EVOLVING US EMISSIONS STANDARDS 
AXP’S capital expenditure program has been undertaken, in large part, to meet expected envirome.ata1 demands and 
could place stress on the company3 credit mecrics in the near-tenn. Although environmental capex will totaI around 
$4.0 b&on over the next several years, with spending expected to peak in 2006, there wi l l  also be continued need for 
higher levels of spending. The overall capital expenditure program i s  expected to reach approximdy $3.2 billion by 
2008 (based upon the forecast presented to EEI November 2006). Howevq as With all of AEPI; 6gdkau t  mpid  
spending plans, Moody% does not believe that the company would move forward without the necessary timely regula- 
tory cost-recovery approvals in place or at least &e expectation of timely regulatory recovery. 

FavorabIe regulatory trmtmeut over the next few years is crucial for the maintenance of the company5 credit met- 
ria. This expecmtion bas been d e n  into consideration in the last rating action and ContimreS m be incorporated in 
the stabIe oudook for the company With such a large amount of environmental capex and fume new-build, ic is  
Maody‘s expectation that AEP will continue to maintain a dialogue wirh regulators to obtain p r e - a p p d  far planned 
recovery of all expenditnres, as well as maintain strong liquidity throughout the p m .  

ACTIVE OUTSTANDING REGUMTORY ISSUES WITH RELATIVELY SUPPORTIVE CONCLUSIONS TO DATE 
Regulatory activity cantinues to be an important consideration for AEP, and recent even= throughout its many juris- 
dictions bave provided greater clarity of posirive outcomes. A few of the prominent developments have included: the 

2 Moody’s Analysis 

http://rtpp..de
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recent Texas Central securitization order for $1.7 billion in transition bonds; the Public UtiIicy Commission of Ohio 
(PUCO) authorizing the recovery of $23.7 million in initial costs of aa IGCC fadlity; FERC approval for AEP East 
wholesale pansmission rate increase; S W C O  and Appalachian Power fuel factor increases; and base rate increases 
for Kentucky Power. In addition, AEP has already secured a majority of the rate recovery that was assumed for 2006. 

Some of the outstanding filiogs that are on AEP's harizon include an Indiana depreciation petition, general rate 
case filing in Virginia, wires rate case %gs in Texas, upfront qualified cost tiling in Taras, IGCC cost recovery 
approds, PSO base rate case, and FERC's regional rate design for PJM. 

c , .''' . .- " " ' '' ' 4 

American EIectric Power's stable raring outlook recognizes the progress the company has made in reducing debt and 
exiting non-regulated business activities over recent years, as well as the subsequent improvement in credit mehics, 
appropriate for the Baa2 rating. The outlook also recognizes the expectation that credit menics could be stressed over 
&e next few years due to a large capital expense program, focused on keeping pace with rigorous environmental stan- 
dards, but that che strain will not affect credit metria m a level less than CFO Pre-W/C /Debt of 13% and CFO Pre- 
W/C 1 Inrerest 0€2.5x, as represented by the Ba medium risk category in our global utilities methodology. 

The stable rating aLso incorporates timely and appropriate recovery of all capid expenditures during the build 
period, as well as an o v d  continuation of supportive regulatory treaunent 

Related Resear& -- 
Tndustry Outlook 
U.S. Electric Utilities, December 2006 (#101304) 
Special Comments 
Moodv's Conlments on chhe Back to Basics Stratem for the N o d  American Electric Utility Sector, November 2006 
1#100660) 
Rat in~  Methodolorn 
Global Redated Elecuic Utilities, March 2005 (# 91 7301 

Moody's Analysis 3 
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Credit Opinion: American Electric Power Company, Inc. 

Columbus, Ohio, United States 

Ratings 

Category 
Outlook 
Sr Unsec Bank Credit Faality 
Senior Unsecured 
Jr Subordinate Shelf 
Commercial Paper 
AEP Capital Trust I 
Outlook 
Preferred Shelf 
AEP Capital Trust U 
Outlook 
Preferred Shelf 
AEP Capital Trust Ill 
Outlook 
Preferred Shelf 

Contacts 

Analyst 
Richard E. DonnerlNew York 
A.J. SabatelleiNew York 
William L. HesslNew York 

Key Indicators 

American Electric Power Company, Inc. 

(CFO Pre-WIC e Interest) / Interest Expense [+I 
(CFO Pre-WIC) / Debt [?I 
(CFO Pre-W/C - Dividends) I Debt [I] 
(CFO PreW/C - Dividends) I Capex [ I ]  
Debt / Book Capitalization 
EBKA Margin % 

Moody‘s Rating 
Stable 
Baa2 
Baa2 

(P)Baa3 
P-2 

Stable 
{P)Baa3 

Stable 
(P)Baa3 

Stable 
(P)Baa3 

Phone 
1.212.553.1 653 

Global Credit Research 
Credit Opinion 

16 NOV 2006 

LTM3QO6 2005 2004 2003 
4.7 3.6 3.8 3.6 

21% j5% 18% 14% 
17% 11% 14% 10% 
73% 63% 113% 102% 
52% 52% 53% 59% 
17% 19% 18% 12% 

[I] CFO pre-WiC, which Is also referred to as FFO in the Global Regulated Electric Utilities Rating Methodology, is 
equal to net cash flow from operations less net changes in working capital Items 

Note: For definitions of Moody’s most common ratio terns please see fbe accompanying User‘s Guide. 

Opinion 

Company Profile 

American Electric Power Company (AEP) is one of the largest electric utilities in the United States, owning nearly 
36,000 megawatts of generating capacity and approximately 39,000 miles of electric’tmnsmission infrastructure. 
AEP delivers electricity to more than 5 mlllion customers in 1 1 states, including: Ohio, Indiana, West Virginia, 
Virginia Kentucky, Michlgan, Tennessee, Oklahoma, Texas, Louisiana and Arkansas. 

item No. 2 
Page 11 of 47 
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coal-fired assets, its strong liquidity position, as well as its stable cash flow and earnings derived from its sizeable, 
regionally diverse, regulated electric utili?, system. 

Moody's last ratjng action on September 14,2005, mnsisted of an upgrade of AEPs senior unsecured rating to 
Baa2 from Baa3 and an upgrade of its commeraal paper to P-2 from P-3. The rating rationale pointed to the 
improved financial and risk profile of the parent holding company, due to the sale of non-core and unregulated 
business activities (including speculative energy trading, international assets and merchant power plants), 
substantlal debt reduction ($1.7 billion since 2002), improved liquid@ and positive regulatory developments. Since 
there was no change in the subsidiaries' ratings, the upgrade of AEP represented a narrowing of the notching 
between the holding company and its ut i l i  subsidiaries, supported by the majority of debt reduction occumng at 
the parent level. 

- 

Rating Rationale 

Key rating factors forming the basis for AEP's ratings are: 

- Relatively stable and predictable cash flow generated from the company's large proportion of regulated 
operations: 

Over the last several years, AEP has taken steps to address the drag placed on the company from Its non- 
regulated investments. W i  the sale of international assets such as HPL and LIG pipelines, reduction in ownership 
of domestic independent power plants and exlt of Its power generation in the deregulated Texas market, AEP has 
both decreased debt and rebalanced its regulatedlnon-regulated exposure to levels viewed more positively from a 
credit perspective. 

AEP has half of Its utility companies operating in regulatory jurisdictions which are in transition to competitive 
frameworks. The manner in which these environments implement competition could affect how we view the 
specific subsidiary involved. However, Moody's notes that AEP subsidiaries often provide the lowest rates in their 
regions, thus each should be in a relatively strong position vis-&-vis the competition. The overall slze, scope and 
diversity of the AEP family is also viewed favorably by Moody's. 

- Financlal mehics are appropriate for the Baa2 fating: 

Based on Moody's rating methodology for global regulated electric utilities, AEP's financial profile exhibits credit 
metrics appropriate for its Baa2 rating. LTM 2QO6 shows CFO Pre-WIC I Debt of 19% and CFO Pre-W/C Interest 
of 4.4~ (as compared to yearend 2005 metrics of approximately 15% and 3.6x), which fit in the middle-to-high 
range of the Baa medium risk category. 

Moody's rating anticipates that AEP, on a consolidated basis, will maintain a ratio of CFO PwWIC 1 Debt in the 
range of 16% or higher and the ratio of CFO PreW/C I Interest of more than 3.5 times over the next several years, 
as the company works its way through an increased capital spending period. Moody's rating also anticipates that at 
the same time, AEP will manage ils capital structure, including debt issuance to cover its forecasted capital 
expenditures in such a way that the credit profile of AEP, on a consolidated basis, and the credit profiles of 
individual operating utilities will be maintained. It is our expectation that the company's credit rnetrics will maintain a 
level commensurate with the Baa medium risk category. M i l e  capital expendkures related to envimnmental 
compliance through 2009 are forecast to be substantial, the regulatory response is expected to provide for the 
timely recovery of these outlays from ratepayers. 

- High environmental costs needed to meet evotving US emission standards: 

AEP's capital expenditure program has been undertaken, in large part, to meet expected environmental demands 
and could place stress on the company's credit metrics in the near-term. Although environmental capex will total 
around $4.0 billion over the next several years, with spending expected to peak In 2006, there will also be 
continued need for higher levels of spending. The overall capital expenditure program is expected to reach 
approximately $3.2 billion by 2008 (based on forecast presented to EEI in November 2006). However, as with all of 
AEP's significant capital spendlng plans, Moody's does not believe that h e  company would move foward without 
the necessary timely regulatory cost-recovery approvals in place or at least the expectation of timely regulatory 
recovery. 

Favorable regulatory treatment over the next few years is crucial for the maintenance of the company's credit 
metrics. This expectation has been taken into consideration In the last rating action and continues to be 
incorporated In the stable outlook for the company. With such a large amount of environmental capex and future 
new-build, it is Moody's expectation that AEP will continue to maintain a dialogue with reguiatws to obtain pre- 
approval for planned recovery of all expenditures, as well as maintain strong liquidity throughout the process. 

- Active outstanding regulatory issues with relatively supportive conclusions to date: 

Regulatory activity continues to be an important consideration for AEP, and recent events throughout its many 
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provided greater clarlty of positive outcomes. A few of the prominent devetopmenls have 

recent Texas Central securitization order for $1.7 billion in transition bonds: the Public Utlllty 
Commission of Ohio (PUCO) authorizing the recovery of $23.7 million in initial costs of an IGCC facility; FERC 
approval for AEP East wholesale transmission rate increase; SWEPCo and Appalachian Power fuel factor 
increases; and base rate increases for Kentucky Power. in addition, AEP has already secured a majority of the 
bate recovery that was assumed for 2006. 

- 

I 

katins Aa Aa A A Baa Baa Ba I Ba 
bvel  of Business kisk Medium Low Medium Low Medium Low 'Wdium Low 
~ F O  pre-w/c to Interest (x) 111 >6 >5 3.5-6.0 3.0- 2.7-5.0 24.0 e2.5 <2 

$FO pre-W/C to Debt (%) [I] >30 >22 22-30 12-22 13-25 5-13 C13 45 
CFO preW/C - Dividends to Debl (U) [I] S25 s20 13-25 9-20 8-20 3-10 <IO B 
Total Debl to Book Capitalization (%) e40 <50 4-60 50-70 50-70 60-75 260 >70 

I 5.7 

I 

Some of the outstandlng filings that are on AEP's horiion include an Indiana depreciation petition, general rate 
+se filing in Virginia, wires rate case filings in Texas, upfront qualified cost filing in Texas, lGCC cost recovery 
approvals, PSO base rate case, and FERC's regional rate design for PJM. 

I 
; Recently improveel liquidity: 

(iEP improved i t i  already strong liquidity by recently increasing the size of one of its revolving aedlt facilities to 
$1.5 billion (from $1 .O billion) and extending its maturity to April 201 I. This facility combined with another exisfing 
facility - also for $1.5 billion and maturing in March 2010 - brings overall liquidity tc~ $3.0 blllion. Strong liquidity is 
Oery important to the company's credit profile during this period of increased capital spending. 

Rating Outlook 

American Electric Power's stable rating outlook recognizes the progress the company has made in reducing debt 
and exiting non-regulated business activities over recent years, as well as the subsequent improvement in credit 
rnetrics, appropriate for the Baa2 rating. The outlook also recognizes the expectation that credit metrics could be 
$ressed over the next few years due to a large capital expense program, focused on keeping pace wlth rigorous 
environmental standanis, but that the strain will not affect credit metn'cs to a level less than CFO Pre-WIC I Debt of 
13% and CFO Pre-W/C I Interest of 2.5x, as represented by the Ba medium risk category in our global utilities 
methodology. 
I 

I 

! 

The stable rating also incorporates timely and apprupriate recovery of all capital expenditures during the build 
period, as well a s  an overall continuation of supportive regulatory treatment. 

M a t  Could Change fhe Rating - Up 

ne supportive resolution of outstanding reguialory Issues, including the complete and timely recovery of all 
expenditures, as well as better than expected financial metrics would reflect positively on AEPs overall credit 
profile in the near-term. 

I 

What Could Change the Rating -Down 

Less than expected recoveries allowed for environmental capex, or adverse outcomes in the upcoming rate case 
filings would place downward pressure on the rating. In addition, greater than expected stress in credit metrics, to 
levels of less than 13% and 2.5~ for GFO Pre-WIG / Debt and CFO Pte-W/C I Interest, respectiely, would be more 
h line wiih the Ba medium risk category, according to our global utilities methodology. 

Rating Factors 

Ferican Electric Power Company, Inc. 
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i American Electric Power Co. Inc. i I i Major Rating Factors 
I Strengths: 
i 
! 
: 

Large, diverse regulated electric utility operation; 
Low-cost generation asset portfolio; and 
A history of commitment to credit quality. 

, 

Weaknesses: 
Marketing operations, though relatively small, detract from credit profde; and 

* Leverage is slightly high for the rating. 

BBB/Sta blelA-2 

Rationale 
The ratings on American Electric Power Co. Inc. (AEP) reflect the company's focus on its core utility operations and 
away from unregulated activities. The company's business risk profile is '5' (satisfactory) and it, financial risk 
profile is considered to be at an intermediate level. (Vtility business profiles are categorized from '1' (excellent) to 
'TO' (vulnerable).) 

The electric utilities in the AEP system range from Texas to Ohio and beyond and operate as either low-risk "wires" 
businesses; moderate-risk, fully integrated regulated utilities; or higher-risk hybrid utilities in states with unsetrled 
deregulation models. Electric generation is housed in and out of utility rate bases, but most capacity is directly or 
virtualiy subject to stabilizing regulatory oversight. Trading operations once played a prominent role at AEP, but are 
no longer a strategic focus and exert ody a small influence on the company's credit profile. 

! 

i 
! 

j 
I 

i 
i ' 
I 
j 
i 

Electric utility operations are slighdy above average, characterized by competitive rates, good reliability, a strong 
colleccion of low-cost, coal-fired generation in the eastern part of the system, and mosdy supportive regulatory 
reIationships. Service territories vary widely, ranging from "Rust Belt" and rural areas that exhibit 
less-than-favorable economic profiles, to higher-growth, service economy-oriented regions like Columbus, Ohio, 
which are much more resistant to economic cycles. The diversity in markets and regulation somewhat elevates credit 
quality, but managing the complex variety of regulatory environments is a chalIenge for AEP management and 
requires constant vigilance. In the two primary states that have introduced competirion (Texas and Ohio), the 
transition is being managed in a fairly low-risk fashion, but the development of competition has been spotty, 
especially in Ohio, and some uncertainty exists about the f u m e  of deregulation. 

i 

1 
1 

Large capital expenditures to fund a large and complex environmental-compliance program, a strategic initiative to 
invest in transmission, and the incipient need for new generation to meet load growth loom as AEP's greatest 
credit-related issues. Over the longer term, its status as an ovenvhehingly coal-based electric utility company could 
imperil credit quality if the recent visibility of the global warming issue becomes a permanent part of the political 
landscape. The company projects an environmenta1 capid-expenditure program totaling almost $4 billion through 
2010 to meet stricter air-quality standards. Billions more will be spent to develop new power plants ($2 billion in 
the 2006-2008 period alone). AE.P also intends to spend subsrantial amounts of capital on its transmission and 
distribution system to improve reliability. The elevated spending levels indicate that the company will experience 
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negative free cash flow for several years, and can be expected to lower utility returns such that AEP will need to 
continually pursue higher rates in many of its jurisdictions. Given AEP's business profile, sustainable financial 
expectations are for debt leverage to approach SS%, cash flow coverage of around 3 . 5 ~ ~  and earnings coverage of 
about 3x. 

Short-term credit factors 
AEP's short-term rating is 'A-2'. AEJ? has adequate liquidity, with substantial cash on hand of about $250 million, 
stable regulated businesses that can reliably produce operating cash flow, and sufficient capacity under its bank 
facilities to meet working-capital needs. About $1.2 billion of Iong-tern debt comes due in 2007. The company 
operates a money pool and sells accounts receivables to provide iiquidity for the domestic electric subsidiaries. 

Liquidity is primarily provided through a commercial paper program at the parent &at lends to subsidiaries through 
intercompany notes. The commercial paper program is backed by $3 billion in bank facilities that mature in 2010 
($1.5 biilion) and 2011 ($1.5 billion). 

a 

r 

i 

: The company has addressed the two factors that we previously identified that threatened liquidity and thus credit 
quality, specifically, trading activities and unusually high levels of short-term debt. These factors are no longer 
significant risks to the company's ability to access capital and maintain liquidity. However, trading activities srill 
impose liquidity requirements. Our analysis of AEP's trading-related liquidity requirements indicates that the 
company carries ample liquidity to cover those needs. 

! 
: 

: 

i Outlook 
The stable outlook for AEP assumes timely recovery of xate base investments for environmental compliance, system 
reliability, and continued strategic emphasis on regulated operations. Maintaining the improving trend in the 
company's balance sheet and other key credit measures will be necessary for continued ratings stability. Higher 
ratings would be possible over time if AEP demonstrates consistency in its regulated utihty strategy and gradual 
improvement in its financial profile. Spiraling capital spending or a series of harmful regulatory decisions that 
thwart the company's recovery of those and other costs could lead to a negative stance or lower ratings. 
Management's attitude roward its large portfolio of genecation assets is a vitally important factor in the ratings of 
AEP. Despite the ambiguous status of the fleet, Standard & Poor's assessment is that the company regards &e assets 

as an integral part of its regulated utility business and intends to maintain the close operational and financial 
connection of the plants to the utility subsidiaries. Ratings are explicitly based on that assessment and could change 
if strategic imperatives or external policy developmenrs lead the company to alter its stance on existing and future 
power plants. 

j 

t 

' Business Description 
AEP i s  a large public utiiity holding company that owns directly or indirectly all of the common stock of electric 
utility subsidiaries operating in 11 states in the U.S. Midwest and Southwest. The company has largely exited 
unregulated operations in anas such as energy marketing and trading (EM&T) and natura1 gas pipelines. ?he 
company's generating and transmission facilities are interconnected, and their operations are coordinated as an 
inregrared electric utility system with M O  main regions. 

Unregulated operations consist of a large pordolio of domestic merchant eIectric generating plants, mainly in Ohio, 

' 

; 
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that are primarily used to serve AEP's retail urility customers. Above all of these assets is an EM&T enterprise that 
once held a leading and arrive position in the U.S. electricity and natural gas wholesdc markets, but now is 
essentiaJJy contained to marketing the excess electric capacity and energy of its domestic fleet. The large size of its 
electric generation portfolio ensures that AEP will continue to be a prominent electrjciy marketeq but EM&T was 
de-emphasized as part of a corporate strategy shift in 2002, and the trading activities RO longer exert a large 
influence on AD'S  credit profile. Consistent with the shift, most of the unregulated assets that used to support the 
trading operations have been sold. 

Rating Methodology 
AEP's corporate credit rating is based on the consolidated credit profile of the AI2 companies, dominated by the 
U.S. electric distribution companies and integrated utilities, and a large fleet of ostensibly deregulated power 
generating plants that continue to reside somewhere between a regulated rate base and full merchant status. The 
ratings reflecr primariIy the utility operations' stability, marginally offset by the more risky, unregulated business 
activities. The unsecured debt rating at the holding company level is equivalent to the corporate credit rating because 
the company has taken legal steps through an on-lending arrangement to make the debt pari passu with the 
operating company debt. 

Business Risk Profile 
Profitability 
With a business mix that is mostly regulated electric utility operations, AEP can be expected to earn an average 
return on most of its capital. In recent years, profitability has been hurt by a string of extraordinary losses and 
discontinued operations as the company extricated itself from low-performing, unregulated ventures. One-time 
charges reIatcd to cost recovery in deregulated utility jurisdictions have also contributed to the uneven results. AEP 
should now be abIe to achieve utility-like returns more consistendy, subject to some regulatory lag in the recovery of 
large capital expenditures for envitonmenrel controls and system expansion. 

ReguIated utility operations 
AEP owns two types of regulated electric utility companies. Five are traditionaI vertically integrated utilities: 
Appalachian Power Co., Indiana Michigan Power Co., Kentucky Power Co., Public Service Co. of Oklahoma, and 
Southwestern Electric Power Co. The remaining utilities are in states that have deregulated in some fashion; some 
are still virtually vertically integrated, while others have become distribution-only utilities. 

Togetheg the integrated utilities exhibit slightly better-than-average risk profiles, with fairly average to 
below-average service territory economies offset by good operating records, competitive rates, and supportive 
regulation. The large size of the operations and the geographic and economic diversity of the collective integrated 
utiiities are positive for credit quality. The praspects for comprehensive deregulation in any of the stares that have 
not already taken that step a n  remote. 

U P ' S  utilities have a reasonably good ability to pass through changes in its fuel and purchased-power expenses in a 
mannet that preserves its financial integrity in many regulatory jurisdictions. In those where that ability is limited 
because of deregulatian or rate agreements, AEP is able to reasonably manage its exposure through contractual 
arrangements, but some variability is unavoidable. Major expenditures to comply with environmental regulations 
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affecting rate-based utility generation have been timely reflected in past rates, but deregulation in AEp's two major 
states raises questions as to heir ability to pass future costs through to customers in an efficient and thorough 
manner. 

The transmission and distribution (T&D) operations in Ohio and Texas, the two major AEP states that have 
introduced competition at the retail level, are characterized by low rates, good operations, and variable regulatory 
risk. Ohio and Texas deregulated their electric utilities through legislation in 2001, and retail competition began in 
2002. Although the deregulation plans expose the T&D companies IO somewhat greater risk, especially during the 
transition periods (through 2008 in Ohio, now concluded in Texas), the risks are ameliorated by AEP's integrated 
approach to operating its electric generation, its reliance on relatively stable coal as Ohio's principal fuel source, and 
the company's ability to prospectively change the fuel-cost portion of rates in Texas (where natural gas 
predominates the fuel mix). AEP sold its Texas retail business in 2002 and most of irs Texas generation in 2004, SO 
that the operations there are mainly now a T&D business. Unfavorable rate and stranded-cost decisions for AEP 
Texas Central Co. in 2005 highlight the considerable regulatory risk that AEP is exposed to in Texas. 

Re-regulation is a potential trend-in-the-making in the U.S. utility industry, and it has reached into the AEP system 
in Virginia. In April 2007, a comprehensive law was enacted in Virginia that will re-establish cost-of-service 
regulation for electric utilities. In addition to shortening the transition to 2008 from 2010, generation and supply 
rates will thenceforth be regdated through a regular series of rate cases (every other year). The new regulatory 
regime also has incentive features for new investment, protective elements that limit earnings shortfalls, and 
adjustment clauses in the tariff that stabiLize recovery of certain costs. However, fuel costs are not included in the 
latter. 

As with many other utility holding companies that have turned away from unregulated venmes, AEP is now 
concentrating on its once-neglected regulated returns and regulatory relationships. The company's success in 
managing its regulatory risk is a key driver of credit quality, because the current high level of rate-case activity i s  
expected to persist for years as spending on environmental compliance and reliability-related TBrD upgrades is 
folded into customer rates. As of the first quarter of 2007, AEP had active rate proceedings in Ohio, Texas, Virginia, 
West Virginia, Indiana, Oklahoma, and Louisiana, and will continue to file cases in these and other states and at the 
E R C .  An important stranded-cost recovery case is under appeal in Texas after a setback at the Public Utilities 
Commission of Texas. 

Unregulated operations 
The advent of competition in AEP's primary jurisdictions of Ohio and Texas allowed the company ro move a large 
portion (roughly half) of its total domestic electric generation capacity out of regulated rate base at book value. The 
bulk of the unregulated segment is concentrated on these electric generation assets, which represent one of the 
largest and most cost-efficient portfolios of such assets in the U.S. In the East region, centered in Ohio, the plants are 
almost all large, cod-fired, steam-generating units that provide stable base load capaciry and energy in the ECAR 
region. The units are well-run, well-maintained, and produce ioexpensive electricity. Almost all of them will require 
further investment to maintain environmental-compliance standards. Most of the West region plants, including 
AEP's share of the Sou& Texas Project nucIear plant, were sold in 2004. AEP's long track record of solid operating 
performance is expected to continue and improve under the unregulared business operations. Management's attitude 
toward its large portfolio of generation assets is a vitally important factor in the ratings of AEP. Despite the fleet's 
ambiguous status, Standard & Poor% assessment is that the company regards the assets as an integral part of its 
regulated utility business and intends to maintain the close operational and financial connection of the plants to the 
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utility subsidiaries. Ratings are explicitly based on that assessment and could change if strategic imperatives or 
external policy developments lead the company to alter its stance on existing and future power plants. 

Stricter environmental laws and reguladon wiIl place financial stress and erode the Beet's competitiveness, but are 
not expected to completely eliminate the advantages of Am's coal-fired plants. 

The EM&T business is now a much smaller operation that does not appreciably affect credit quality. Financial 
performance mostly depends on the more stable marketing activities without any proprietary trading, and a very 
good risk-management process helps the company control the inherently r isky trading activities through risk 
mkhzizarion and mitigation. 

Financial Risk Profile 
AEP has generally followed a moderate fmancial policy. The company took into account the changing business mix 
and the effects of industry restructuring as it proposed to restructure the company and when industry conditions and 
questions about its merchant energy strategy arose in 2002 after large write-downs were recorded. Management was 
then quick to begin to repair its balance sheet. AEP's management has shown a consistent commitment to credit 
quality, and the downgrade in 2002 from the 'A' category to the 'BBB' category reflected more of the evolving 
nature of the energy industry and AEP's corporate strategy rather than management's unwillingness to maintain 
credit quaIi& 

Profitability and cash flow 
With a business profile that faIls directly in the middle of the risk range, AEP must demonstrate its ability to achieve 
cash flow and earnings that, on average, will produce interest coverages in the high-4x area and l ow-3~  area, 
respectively, to maintain the ratings. 

Capital structure and financial flexibility 
The company must also continue the progress it has made in strengthening its balance sheet. Total debt, including 
off-balance-sheet obligations, must trend down toward the mid-50% area ro jus+ the current ratings. 

The poor capital markers experienced in the early 2000s hit AEP's pension pian, other benefits plans, and nuclear 
decommissioning trusts such that unfunded LabiIities existed for each. Standard & Poor's does not impute these 
liabilities to the company's long-term obIigations, because AEP manages the funds on a long-term basis and 
valuations are expected to fluctuate over time. T&e company has made significant cash contributions to bring those 
liabilities under control. 

Accounting 
AEP's financial statements are prepared under U.S. GAAP and audited by independent auditors Deloite & Touche 
LLP. As a company with a primary focus on regulated utility operations, AEP's accounting policies are fairly 
conservative. Most subsidiaries are regulated by federal and state regdatory commissions char establish the rates 
each company can charge for its services based on the cost of providing those services. 

Standard & Poor's makes several adjustments to the company's reported financial numbers in conducting its 
analysis. Operating lease adjustments add a significant amount of debt equivalency and corresponding interest 
expense to kEp's financial profile. Standard & Poos's also adds a debt equivalent related ro AEP's trading and 
marketing activities to reflect the risks (market, operating, and credit) the company is exposed to in conducting that 
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business. When AEP was a large and a c h e  trader, that adjustment played a marginally important part in describing 
the company's financial position. However, with the pullback in that sector, which has gready reduced market 
(commodity) risk in parriculaq the adjustment no Ionger has a meaninghrl effect. 

Otherwise, accounting issues for AEP are unremarkable, as regulatory accounting under SFAS No. 71 applies to 
much of the company's operations. SFAS No. 71 has been discontinued for generation assets in Ohio, Virginia, and 
Texas. It had been discontinued in West Virginia and Arkansas at one poinr, bur has been reapplied in hose 

jucisdiaions as regulation resurfaced in those states. It will be reapplied in Virginia as well. As of March 31,2007, 
AEP had about $2.4 billion of regulatory assets on a balance sheet that contained $38 billion in total assets. 

Table 1 

lndwby Sector: Diversified energy 
--Avsrane of pest three fiscal vests- 

American Electric Power Go. 
Inc. Duke Energy Cop. Southern Co. Co. 

MidAmerican Energy Haldings 

Rating as of June 14,2007 BBB/Stable/A-2 A-/Smble/-- A5table/A-l A-/Stable/- 

(Mil. $1 
Revenues 12.930.0 18,006.6 13213.0 7,989.9 

. Net ~aome fmm cant. opar. 1 J49.3 1,958.0 1,545.7 670.5 
Funds from operations {EO) 2,632.1 3,805.2 3.304.1 1,616.4 
Capital expenditures 2,623.3 2,804.4 2,529.0 1,688.7 

616.3 1,799.9 247.3 571.7 Cash and investments 
Debt 14,914.1 19,186.2 15314.8 14,677.5 

-- 
PFeferred stock 61.0 44.7 633.7 0.0 
Common equity 8.282,2 19,193.3 11,283.1 4,7562 
Totat capital 23,2573 39,403.3 27.231.5 19,525.8 

Adjusted ratios 
EBIT interest coverage (K) 2.3 3.2 3.8 1.9 
FFO int cov. Nxl 3.3 3.9 5.0 25 

Ao/debt 1%) 17.6 19.8 21.6 11.1 
Discretionary cash flow/debl(%) (2.9) D.7) (6.21 (0.4) 
Net cash flow/capex (%) 70.7 90.7 87.4 95.7 
DeWtotal capital (%I 64.f 48 3 562 74.9 
Return on commm equity It) 112 10.7 13.7 15.6 

[un-adi) 1%) 
*Fully adjusted (including posrmlrernent obligations), 

Common dividend payout ratio 54.0 64.4 72.2 0.0 

ladusby Seefor: Diversified energy 
-Fiscal year ended Dec. 31- 

2006 uM5 2004 2DM 2DM 
Rating history BBB/Stable/A-2 BBB/StabIe/A-Z BBB/Stabie/A-Z BBBIStablelA-2 BBBi/Stable/A-Z 
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Tuble 2 

(Mil. $I 

Net income from continuing operations 992.0 1.029.0 1.727.0 522.0 21 .a 
Revenues 12,622.0 12.11713 14.057.0 14.545.0 14,536.0 - 
Funds fmm operations [FFO) 2.948.1 1,976.7 2.971.3 2,852.2 2,614.0 

Capital expenditures 3,5453 2,560.1 1,764.5 1,358.0 1,9126 

Cash and investments 726.0 528.0 595.0 1,782.0 1.21 3.0 
Debt 14,375.2 15,036.0 15.331.3 78,339.1 18,197.9 

Common equity 9.412.0 7,881.6 7,553.0 7.034.2 6.2613 
Total capital 23,848.2 22,978.6 22,945.3 25,434.3 25,363.1 

Adjusted ratios 

Prefermil stock 61.0 61 .O 61 .O 61 0 145.0 

BIT interest coverage ( x )  2.3 2.3 2.2 2.7 2.4 

R 0 int m. (x) 3.5 2.8 3.7 3.7 3.8 

Discretionary cash flow/debt (%I (8.71 14.9) 4.5 3 2  (4.51 

OeWtotal capital (%I 603 65.4 66.8 72.1 71.7 
Return on common equity I%] 9.5 11.0 13.3 7.0 0.3 

FFO/d&t (%I 20.5 13.1 19 4 15.6 15.5 

Net cash flow/capex (%I 66.5 55.6 136.9 164.5 105.7 

- 

- 
Common dividend Davout ratio lun-adi.) 1%) 59.6 53.7 49.2 116.4 3,7762 
'Fully adjusted [including postretirement obligations) 

Table 3 

-Fiscal year ended Dec. 31,2006.- 

American Electric Power Co. Inc. reported amaunts - 
Operating 

Operaling income Operating income income (eher Interest Gash flow from 
Debt (befom D&A) (before D&A) D I U )  expense operations 

Reported 73,716.0 3.573.0 3.93.0 2,106.0 732.0 2,732.0 

Stended81 Poor's adjustments 
Trade receivables sold or 536 0 - -. _- 26.8 - 
securitized 

178.8 operating leases 2,242.40 322 143.2 143.2 143.2 
Postretirement ben$it 180.7 1171 (171 (17) .. 41 
obligations 
Capitafized interest - - __ 82.3 lB2.3) 
Share.based compensation 45.8 

- 

- - -- - 

Securitized utility cost 12,335.00) - .- - 
recDvery 
Asset retirement ddigations 35.1 63 63 63 63 11.7 

- _ _  129 - Reclassification of 
nonoperating income 
iewensesl 
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Table 3 

Reclassification of 
workingcapital cash flow 
changes 
Total adjustments 659.2 368 235 3182 315.3 149.) 
I 

Standard &Poor's adjusted amaunts 

Operating income lnterest Cash flow from 
Debt [before D&A) EBlTDA EBlT expense operations 

Adjusted 14,375.20 3,941 .OO 3,808.00 2424.20 1.047.30 2.881.10 
'Ammican Electric Power Co. Inc. repaned amounts shown am taken fmm the company's financial statemants but might include adjustmerits made by data providers or 
reclassifications made by Standard &Poor's analysls. Please note that twa cepomd amounts [operating income herore D&A and cash flow from opemtions) are used to 
derive more than one SIandard & Poor's-adjusted amount [operaling imme hEb8 D&A and EBITDA, and ash flow from opsmrions and funds from o(~emtiuns, 
respectivelvl. Coctsequently. Le first section in some iables may feature duplicate desaiptionsand amounts. 

Table 4 

IYmegavuan-hour) - 
Variable O&M Total variable Fixed Total general Variable purchased fixed purchased 

Company Fuel ~0515 costs cos& costs power cdsts power costs 
AEP Generatino Co. 75.62 0,42 16.04 16.89 32.93 NIA NIA 

~ ~-~ ~ 

Amlachian Power Co. 15.95 1.19 17.14 2537 32.51 14.45 14.45 
Atlantic C i  Electric Co. 25a9 4.47 29.56 36.45 66.01 20.17 20.17 
Cincinnati Gas &Electric 1837 3.2 21.57 2534 46.91 271.94 271.94 
co. 
Cleveland Electric 7.7 2.7 10.4 23.89 34.29 18.15 18.15 
Illuminating Co. 
Columbus Southern Power 16.42 2.62 19-04 28.6 47.64 14.07 14.07 
co. 
Consumers Energy Go. N/A NIA NIR NfA N/A NIR NIA 
Dayton Power & light Co. 17.97 3.05 21.02 46.88 67.9 31.54 31.54 
Delmanm Power & light N/A NIA N/A NfR N/A 2085 20.85 
eo. 
Detroit Mison Co. 15.35 1.93 77.28 29.24 46.52 44.69 44.69 
Duke Energy Indiana Inc. 16.84 3.27 20.11 21.11 41.22 8.56 8.55 
Duouesne Lirrht Co. NIA N/A Nlh NIA N/A 25.1 6 25.16 _ _  
Indiana-Kentucky Electric 14.85 2.21 17.06 10.7 27.76 NlA NIA 
cow. 
Indianapolis Power & 10.63 1.62 12.45 22.7 35.15 5D.52 50.52 
Light co. 
Kentuckv Power Co. 18.81 1"Ol 79.82 12.95 32.77 16.16 16.16 
Monongahela Power Co. 15.14 1 .M 16.18 18.44 34.62 31.01 31 01 
Northern Indiana Public 17.4 1.24 18.64 27.71 46.35 34.69 34.69 
Smicp. PA 

Ohio Mison Co. 4.01 3.08 7.09 30.9 37.99 16.23 1623 
Ohio Power Co. 13.84 1 .e4 15.68 15.36 31.04 12.75 12.75 
Ohio Valley Elecaic Cop. 17 42 2.26 19.68 9.02 28.7 12.45 12.45 
PECO Enemy Co. NIA N/A N/A NIA Nlh 21.37 21.37 
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Table 4 

PPL Electric Utilities Gorp. N/A N/A NIA N/A N/A 21.76 21.76 
Pennsylvania Electric Co. N/A N/A MIA N/A NIA 23.19 23.19 
Pennsvlvania Power Co. 3.89 2.15 6.04 11.18 17 22 16.17 '16.17 
Potomac Electric Power N/A NfA N/A NIA N/A 14.05 34.05 
Go. 
Public Service Electric and N/A N/A NIA N/A NIA 30.97 3D37 
Gas Co. 
Rockland Electric Co. N/A NIA NlA NIA N/A 26.97 26.97 
Southern Indiana Gas & 17.44 1.45 16.89 26.37 4526 3.78 3.78 
Electric Co. 
Toledo Edison Co. 7.45 262 10.07 3449 44.56 16.25 16.25 
West Penn Power Co. N/A N/A N/A N/A N/A 17.36 1736 
RFC average 14.52 217 16.69 23.18 39.07 30.94 30.94 
S&P average N/A 66.26 66.26 1751.19 161745 29.94 
N/A-Not applicable DI available 

Table 5 

Midwest Region 
m m  a006 

Index l n d a  D i  Rank 
AEP-Midwest 6BD 700 (20) 7 
Alliant Energy 685 724 (39) 5 
Ameren 656 709 (53) 10 
Consumers Enemy 693 711 (18) 4 
Danon Power and Linht 639 681 (42) 13 
Detroit Edison 633 692 (59) 14 
Duke Energy-Midwest 667 727 460) 9 
E.ON US. 725 765 (40) 1 
Exelon-CornEd 624 677 153) 15 
RrstEnewMidwest E57 667 1161 11 

3 - Indianapolis Power & Light 702 72D 118) 
Kansas City Power & Light 679 706 (27) 8 
MidAmerican Enerw 713 741 (281 2 
We Enernies 649 648 1 12 
Xcel Energy-Midwest 664 722 (381 6 

Midwest region average 663 700 (37) 
Industry average 666 704 136) 

South Region 
106 2w5 2w6 

lndax Index Dif  Rank 
AEP-South 679 710 (31) 8 
CPS Energy 711 724 ('13) 4 

Standard & Poor's RatingsOirect I July 6,2007 
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Dominion Viroinia Power 681 713 (32) 7 
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American Electric Power Co. Inc. 

~ - 
Duke Enemv-South 716 753 (37) 3 
Entergy 654 707 (531 12 
Florida Power and Light 663 721 (581 10 
Oklahoma Gas and Electric 697 747 (501 6 
PNM Resources 656 693 (37) 11 - _ _ _  
Prosress Enem 717 734 117) 2 
Reliant Energy 626 675 (491 14 
South Carolina Electric & Gas 671 695 (24) 9 
Southern Company 723 746 (23) 1 
Tampa Electric 705 688 17 5 
mu h r w  629 70D (71) 13 

South region average 679 720 (41) 
Industry average 668 704 (361 

- - ____ - -_ 
American Electric Power Co. Inc. 
Corporate Credit Rating BBB& ble/A-Z 
Commercial Paper 

Senior Unsecured 
local Curtency A-2 

EBB lm! cum3ncy - 
Corporate Credit Ratings History 
07Mar-20D3 BBB/Stable/A-2 
24-Jan-2003 BBBcNatch NegA-2 
23-May-2002 BBBc/Stable/A-2 

Business Risk Profile 1 2  3 4B6 7 8 3 W 

Financial Risk Profile Moderate 

Debt Maturities 
2007: $1.3 bjl 
2008: $650 mil. 
2009: $485 mil. 
2010: $1 3 bil. 
2071: $3596 mil. 
Related Entities 
AEP Texas Central Co 

Preferred Stock 

Senior Secured 

Issuer Credit Rating EBB/& bid-. 

Lam/ Currency B& 

f O B /  &KWIC)' BBB 
Senior Unsecured 
local Curemy BBB 

www~standardandpoors.com/ratingsdirect 
Standard &Poor's. Ail ahtr reteNsd No npriil at disseminatim witbul S&R permission See T a n $  or UselDiscleimer on lhe last page 
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Amen'can Electric Power Go. Inc. - 

AEP Taxes North Co 
Issuer Credit Rating 
Preferred Stock 
Local currency 

Senior Secured 
Local Currency 

Senior Unsecured 
Local cummy 

Appslachien Power CO. 

issuer Credit Rating 
Junior Subordinated 
local Currency 

Preferred Stack 
Local Currency 

Senior Secured 
Local Currency 

Senior Unsecured 
I owl Currency 

Subordinated 

Columbus& Southern Ohio Electric CO. 

Issuer Credit Rating 
Senior Unsecured 
Lml currency 

Columbus Southern Power Co. 
Issuer Credit Rating 
Preferred Stock 

local currency 
Senior Unsecured 
Local Currency 

Subordinated 
Local Currency 

lndiena Michigsn Power co. 

issuer Credii Rating 
Junior Subordinated 
L awl cumncy 

Preferred Stock 
local Currency 

Senior Unsecured 
Local cumncy 

Subordinated 
Local Currency 

Kentucky Power Co. 

Issuer Credit Rating 

Lowl cummy 

BBB/Stable/- 

B& 

BBB 

BBB 

BBB/Stable/- 

BBB- 

BBC 

BE5 

BBB 

BBB 

BBB/Stable/- 

BBB 

BBB/Stable/- 

BBt  

BBB 

EBB- 

BBB/Sta ble/-- 

BBB- 

BB+ 

BBB 

BBE- 

BBB/Stable/-- 

Standard & Poor's RatingsDirect I July 6,2007 
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American Efectric Power Co. Inc. 

Senior Unsecured 
Local cumflcy 

Subordinated 
local cummy 

Ohio Power Co. 
Issuer Credit Rating 
Preferred Stock 
Local Cumncy 

Senior Unsecured 
Local c u m c y  

Subordinated 
Local currency 

Public Service Co. of Oklahoma 
issuer Credit Rating 

Preferred Stock 
Local Currency 

Senior Unsecured 
local currency 

S o W m  Electric Power Co. 
Issuer Credit Rating 
Preferred Sock 
lacal Cffrr0my 

Senior Secured 
localcum?ncy 

Senior Unsecured 
Local Cumncy 

BBB 

885 

BBB/Sta ble/- 

B B t  

BBB 

BBE 

BBB/Stable/- 

E& 

BBB 

BBB/Sta ble/- 

BB+ 

A- 

EBB 
'Unless otherwise noted, all ratings in this report are global scale ralings. Standard &Poor's credit ratings on the global scab are comparable acmss countries. Standard 
E P o n r ' s c m l  ratings on a national scale are relative to obligors or obligations within that specific country. 
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FitchRatin 
KNOW YOUR RISK " Corporate Finance 

Global Power/North America 
Credit Update K ~ ~ ~ ~ ~ Q  Power ca, 

Subsidiary of American Electric Power Co., Inc. 

Ratings 
Security cumnt RBvlMB Dale 

mung RaUng Chsneed 

Rating B E E  NR 1216105 

--- Class 
issuer M u n  

Sr. Unsecured 

Commerckl 
Debt EBB NR 6MOO 

Paper F2 NR 511148 
NR-NoLIwc~. 

RaUng Watch .".. I _..._...l...l.l...l.I--.... "-.. _.-I.I -. None 
RaUng OuUook ....._..-........... ....".-".......".....StaMe 

Analysts 
Karen Anderson 

karen.anderson@ tchratings.com 

Denise Furey 

denise.furey@fitcb!ings.com 

Kanhna Omat 

karimaomar~tcIuatings.mrn 

+I 312 368-3165 

+1212 908.0672 

+I 212 908-0592 

Profile 
KPC is an integrated electric utility is engaged 
in the generation, transmission and 
distribution of powr to approximatdy 
175,000 customers in eastern Kentucky. 

Key Credit Strengths 
Credit metrics consistent with rating 
CamJV. 
Relatively constructive regulatory 
environment. 

0 Affiliation with p m t ,  AEP. 

Key Credit Concerns 
High environmental compliance 

e 

e 

costs. 
Exposure to heavy-bdusrrial load in 
cyclical industries. 
Unit concentration in Big Sandy 
Power Plant. 

Rating Rationale 
Fitch Ratings affirmed the ratings of Kentucky Power Co. (KPC) on 
April 17,2007. The ratings for KPC reflect stable cash flows k m  
regulated elecfric utility operations and a relatively constructive 
regulatory environment. The company's credit profile is fiirther 
enhanced by its filiation with its parent, American Electric Power 
Co, hc. (AEP, 'BBB' issuer defbult rating @DR]), wbich enables the 
u t i l i  to participate in the AEP power pool and AEP money pool. 
However, given UP 'S  highly centralized treasury and electric 
operations, any deterioration in the credit quality of AEP could impair 
the ratings of KPC. KPC's credit metrics are consistent with its current 
rating category with the ratio of EBITDA-to-interest and funds flow 
coverage at 4.4 times (x) and 3.9~'  respectively, for the 12-month 
period ended March 31, 2007. Leverage, as measured by debt-to- 
EBITDA, was 3 . 7 ~  for the same time period. 

The phary  rating concern filcing KPC relates to its exposwe to rising 
capital expenditures for environmental compliance, in particular, 
because the company's generation is almost exclusively coal-fired. 
However, Fitch expects adequate recovery of these environmental 
costs though the company's environmental cost compliance (ECC) 
surcharge. While the ECC is not an automatic pass-through, it allows 
the company to request recovery of environmental costs outside of a 
full rate m e .  Recovery delays or disallowances of enviromental costs 
could place downward pressure on ratings. Other rating mncems relate 
to KPC's significant industrial concentration in cyclical businesses. 
Industrial customers comprised 36% of the company's 2006 revenues. 

B Recent Developments 
KPC originally scheduled the construction of a scrubber on its Big 
Sandy Plant by 2010. However, a subsequent engineering assessment 
calculated that the costs would be significantly higher due to increases 
in labor and material costs, reijnements of preliminary cost estimates 
and an incrme in cost to remove the sulfur dioxide (SOZ). As a result, 
KPC's management has put the construction process on hold, and the 
pmject is now anticipated to be completed by 2014 or beyond. Total 
project expenditures in 2006 were $17 million, which has been 
transferred from construction work in progress and booked as a 
deferred charge. If management does not resume the project, the 
balance of the incu~ed expenditures could negatively affect future 
earnings unless the company establishes a reguIat0ry asset to recover 
the costs through rates. Big Sandy Power Plant is KPC's only owned 
power plant and accounted for 70% of the company's total power 
generation in 2006. 

KPC received a favorable outcome to its rate case in Kentucky With a 
$41 nillion base rate increase in early 2006, compared to a request of 

June 11,2007 

www.fitchratings.com 

http://tchratings.com
mailto:denise.furey@fitcb!ings.com
http://www.fitchratings.com


FitchRatings 
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$64.8 million. The Kentucky regulatory climate has 
been considered fairly constructive, with adjustment 
mechanisms to recover fuel, purchased power and 
environmental compliance costs (including 
environmental construction work in progress) 
between base rate cases. There is no expectation of 
retail electric industry restructuring in Kentucky. 

Liquidity and Debt Structure 
KPC has access to short-term borrowings through a 
cash pool managed by its p a r a  company, whereby 
entities with excess short-term liquidity lend to 
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Corporate Finance 
affiliates with cash needs. External financing needs 
of this pooI are sourced directly by the parent, AEP. 
AEP has $3 billion of committed credit facilities in 
place, of which $2.8 billion was available as of 
March 31,2007. KPC's debt maturities over the next 
several years am as follows: $322 million in 2007, 
$30 million in 2008, $0 million in 2009, $0 million in 
201 0 and $0 million in 201 1.  Large debt maturities 
are expected to be refinanced. Capital expenditures 
are forecasted to average approximately $89 million 
per year through 201 1. It is anticipated that KPC will 
fund its capital needs through a mix of internally 
generated cash flow and external Enancing. 

Kentucky Power Co. 
2 
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Financsal Summary - Kentucky Power Co. 
($Mil.. Years Ended, Dec. 31) 

LTM 
3131M7 2006 2005 20116 2003 2002 

-I___---- 

Fundamental RaClios (IC) 
Funds from Operationflnteresl Expense 
Cash from Opsrationsllnterest Expense 
Debtkunds from Operations 
Opeating EBlTfinterest Expense 
Operating EBITDAnntarest Expense 
DebVOpeaijng EBmlA 
Common Dividend Payout (%) 
Internal CashlCapital Expendires (%) 
CapKal ExpendireslDepreciation (%) 

Protitabilii 
Revenues 
Net Revenues 
O&M Urpense 
Operating EBITDA 
Depreciation and Amortization Expense 
Operating €BIT 
Interest Expense 
Net income for Common 
O W  % of Ne1 Revenues 
Operating EBlT % of Net Revenues 

Cash Flow 
Cash FroW from Operations 
Change In Working Capital 
Funds from Operations 

Dlvidends 
Capttal Expenditures 
Free Cash Flow 
Net Other Investment Cash Flow 
Net Change in Debt 
Net Change in Equity 

Capital Structure 
Short-Ten Debt 
tang-Tem Debt 
Total Delrt 

Preferred and Mlnorii Equiiy 
Common Equity 
Total Capital 

Total Debtrrotal Capltal (%) 
Preferred and Minority EquIly/Total Capital (%) 
Common Equkynotal Capital (%) 

3%9 
4.4 
5.4 
3.0 
4.6 
3.4 

43.3 
116.6 
153.0 

3 8  
4 "6 
5.8 
2.6 
4.3 
3.8 

42.8 
117.7 
167.8 

3.0 
3.0 
8.6 
21 
3.6 
4 .? 

12.0 
98.0 

126.3 

3.8 
4.0 
8.0 
2.1 
3.6 
4.8 

75.3 
190.7 
84.3 

4.2 
3.6 
5.7 
2.4 
3.8 
4 "8 

50.9 
83.7 

241.3 

1.9 
3.7 

20.1 
1 .V 
3.1 
5.9 

1027 
28.6 

537-7 

588 
245 

69 
136 
47 
9D 
29 
40 

40.6 
36.6 

101 

531 
205 
90 

106 
45 
61 
28 
2.1 

43-7 
29.7 

448 
201 
85 

$07 
44 
83 
30 
26 

42.1 
31 "5 

41 3 
191 
72 

110 
39 
71 
28 
32 

37.8 
37.0 

379 
181 
88 
84 
33 
51 
27 
21 

48.7 
28.3 

586 
233 
96 

128 
46 
62 
29 
35 

41.3 
35.1 

107 58 90 77 72 
1 5 0 -  48 

58 85 e4 25 
-- 15 

86 
24 
82 

21 31 6 0 38 23 
447 450 480 513 493 474 
468 480 496 513 531 487 

0 0 0 0 0 0 
377 370 348 321 317 296 
845 850 844 834 648 795 
------ 

55.4 56.5 58.8 61.5 62.6 62.5 
0.0 0.0 0.0 0.0 0.0 0.0 

44.6 43.5 41.2 38.5 37.4 37.5 
LTM -Latest 12 months. Operaling EBm - OpmSng hcane before nonan lng  items opsratrrre EBITDA - Operalhg income before nonreasn'ng 
items @us depreclallon and amorlha(lpn expense. O M -  Operaflons and mabmnance. Note: Nuinhx may n d  add due to rounding and are adf~sled 
for Merest and prlnclpai payments; on bansillon property searrillzatlon wartmcefes. Long-term debt Lndudcs bust pmfcmd searritles. Source: Fhandsl 
d a h  o!Jlelned fmm SNL Energy InlormsGon System, provided under Qaz¶se by SNL FinaM$1, LC of Chartottesville, Va. - - 
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Credit Opinion: Kentucky Power Company 

Kentucgq Power Company 

Ashtand, Kentucky, United States 

category 
Outlook 
Issuer Rating 
Senior Unsecured 
Parent: American Electric Power Company, 
Inc. 
Ouflook 
Sr Unsec Bank Credit Facility 
Senior Unsecured 
Jr Subordinate Shelf 
Commercial Paper 

Contacts 

Analyst 
Richard E. DonnerNew York 
A.J. SabatelielNew York 
William L HessMew York 

Phone 
1.212.553.1653 

__________.. .- .... --. - . 

Moody's 
Rating 
Stable 
Baa2 
Baa2 

Stable 
Baa2 
Baa2 

(P)Baa3 
P-2 

key Indicators 

Kentucky Power Company 

(CFO Pre-W/C + Interest) I interest Expense [l] 
(CFO Pre-W/C) I Debt [TI 
(CFO Pre-W/C - Dividends) / Debt [i] 
(CFO Pre-WK - DMdends) / Capex [I J 
Debt l Book Capitalization 
EBITA Margin % 

LTM3Q06 2005 2004 2003 
4.3 3.4 3.0 4.3 
22% 14% m% 19% 
19% 14% lZ?h t6% 

115% 128% 181% 99% 
44% 49% 51% 50% 
13% 12% 15% 14% 

[1 J CFO pre-W/C, which is also referred to as FFO in the Global Regulated Efedric Utilities Rating Methodology, is 
equal to net c a s h  flow from operations less net changes in working capital items 

Note: For definhbns of Moody's most wmmon ratio ferns please see ihe accompanying User's Guide. 

Opinion 

Company Profile 

Kentucky Power Company (KPCo; Baa2 senior unsecured) is a vertically integrated public utility whose activities 
consist of the generation, sale, transmission and distribution (T&D) of electric power to 176,000 retail customers, 
and is headquartered in FranMort, KY. KPCo is a subsidiary of American Electric Power Company (AEP), and its 
credit profile is closely linked to that of AEP. 

American Electric Power Company is one of the largest electric utilaies in the United States, owning nearly 36,000 
megawatts of generating capacity and approximately 39,000 miles of electric transmission inftastmcture. AEP 
derivers electricity to more than 5 million customers in I 1  states, Including: Ohio, Indiana, West Virginia, Virginia, 
Kentucky, Michigan, Tennessee, Oklahoma, Texas, Louisiana and Arkansas. 

Item No. 2 
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American Electric Power‘s senior unsecured rating of Baa2 reflects its competitive position derived from low-mst 
coal-fired assets, its strong liquidity position, as well as its stable cash Row and earnings produced from its 
sizeable, regionally diverse, regulated elecbic utility system. 

~ 

W n g  Rationale 

Key rating factors forming the basis for Kentucky Power‘s ratings are: 

-Weaker credit metrics compared to other Baa peers, offset by participation in the AEP system 

Kentucky Poweh credit metrics are weaker when compared to other Baa2 vertically integrated electric operating 
companies. Moodys’ March 2005 Rating Methodology: Global Regulated Electric Utilities enumerates credit metric 
ranges for several rating categories, and KPCo is at th lower end of the range of the Baa medium-risk category. 
Kpco’s credit metrics averaged for years 2002-2005 (3.5~ FFOnnt and 15% FFODebt), compared to similarly 
rated peers (5.4~ FFO/lnt and 23% FFOIDebt) over the same time horizon. KPCo’s credit profile is enhanced by its 
affiliation with the AEP system. 

-Participation in the American Electric Power Company system 

Kentucky Power is part of one of the largest electric u t i r i  families in the United States, and thus is privy to the 
strength and scale of thelr assets and operations. In addition, the AEP fsmily is run as a system, which leverages 
the expertise of management and resources of the overall company for the benefit of each individual subddiary. 
KPCo, like other subsidiaries, has benefited from ihe stability of cash flow produced by the parent company‘s high 
proportion of regulated operations. 

Over the last several years, AEP has taken steps to address the drag placed on the company from its non- 
regulated investments. With the sale of international assets such as HPL and LIG pipelines, reduction in ownership 
of domestic independent power plants and exit of its power generation in the deregulated Texas market, AEP has 
both decreased debt and rebalanced its regulatedlnon-regulated exposure to levels viewed more positiieely from a 
credit perspective. 

-Environmental compliance issues associated with both KPCo and its parent, AEP 

Kentucky Power had scheduled and budgeted for the construction of a scrubber on its Big Sandy Plant to 
commence sometime this year. However, in the second quarter, an engineering assessment calculated that the 
costs would be significantly higher than previously e-cted; thus the KPCo management has put the construction 
process on hold. KPCo had anticipated construction expenditures in 2006 of around $100 mlllion and for the 
scrubber to be completed in 2070, but have revised this year‘s construction expenditures to be around $54 million, 
with scrubber completion in 2020. According to KPCo’s September 2006 1OQ filing, “Management continues to 
review its emission compliance plans given changing market conditions and the evolving legislative and regulatory 
environment (p. H-3)” 

It is Moody‘s expectation that the company will continue with the scrubber construction despite higher costs. 
Environmental wmplince standards are expected to intensify in the near-term, and KPCo relies heavily on the Big 
Sandy Plant for the preponderance of its power generafion. We will continue b monitor KPCa’s progress wivl 
scrubber construction, the likelihood and timeliness of environmental cost recovery (which is expected) and #e 
financial impact of higher prices. 

AEP‘s capital expenditure program has been undertaken, in large part, to meet expected environmental demands 
and could place stress on the company’s credit metn’cs in the near-term. Although environmental capex wlll total 
around $4.0 billion over the next several years, with spending expected to peak in ZOOS, there will also be 
continued need for higher levels of spending. The overall capital expenditure program is expected to reach 
approximately $3.2 billion by 2008 (based upon the forecast presented to EEI in November 2006). However, as 
with all of AEP’s significant capjtal spending plans, Moody’s does not believe that the company would move 
forward without the necessary timely regulatory cost-recovery approvals in place or at least the expectation of 
timely regulatory recovery. 

- Recently improved liquidity at the parent company: 

Kentucky Power participates in the AEP Utility Money Pool, which provides access to the parent company’s 
liquidity. The parent company further bolstered its liquidity by recently increasing the size of one of its revolving 
credlt facilities to $1.5 billion (from $1 .O billion) and extendlng Its  maturity to Aprll201 I .  This fadllty combined with 
another existing facility - also for $1.5 blllion and maturing in March 2010 - brings overall liquidity to $3.0 billion. 
Strong liquidity is very important to the company’s credit profile during this period of increased capital spending. 

Rating Outlook 

y e  stable rating outlook for Kentucky Power is predominantly based on !he outlook for the parent company, as 

Item No. 2 
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the AEP family is highly connected throughout the system. American Electric Power's stable outlook recognizes 
the progress the company has made in reducing debt and exiting nowregulated business activities over recent 
years, the subsequent improvement in credit metrics, and incorporates our expectation of credit metric5 
appropriate far a Baa2 senior unsecured rating, in the midst of high capital expenditures. 

~ 

What Could Change the Rating - Up 

As the directional rating of WCo is closely related to that of its parent, a significant improvement to the credit 
profile of AEP would have a positive impact on the rating implications of KPCo. This mlght occur by way of various 
supportive regulatory outcomes, including fhe complete and timely recovery of all expenditures, as well as better 
than expected financlal metrics. 

What Could Change the Rating - Down 
Degradation to the credit profile of AEP. such as less than expected recoveries allowed for environmental apex, 
or adverse outcomes in the upcoming rate case filings, and greater than expected stress to their credlt metrics 
would place downward pressure on the rating of the parent, and thus KPCo. 

KPCo's specific environmental compliance and related construction could also prove to be a drag on its credk 
rating, if costs of completing the scrubber are considerably higher than once thought, and if its credit metrics fall to 
levels more appropriate for the Ba medium-risk category (including FFOllnt of less than 2.5~ and FFOlDeM of less 
than 13%). 

._. -". _I-" I" , ...... .__________" .," " .. ~ - 
Q Copyright 2007, Moody's Investors Service, Inc. and/or its lcenson including Moody's Assurance Company, Inc. 
(together, "MOODYS"). All rights reserved. 
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FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRlTfEN CONSENT. All 
information contained herein is obtained by MOODY'S from sources believed by It to be accumte and reliable. Because of the 
possibility OF human or mechanical error as weir as other factors, however, such Information is provided "as is" without warranty 
of any kind and MOODY'S, In partlcular, makes no representation or warranty, express or implied, as to the accuracy, timeliness, 
completeness, merchantablllty or fitness for any partlcolar purpose of ariy such Information. under no circumstances shall 
MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting From, or 
relating to, any error (negllgent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or 
any of Its directors, offlcen, employees or agents in connection wlth the pmcurement, coliection, compilation, analysis, 
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential, 
compensatory or incidental damages whatsoever (including without limitation, lost profits), even I F  MOODY'S is advised in 
advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings 
and flnanclal reportlng analysls observations, If any, constltuting part of the Information contained hereln are, and must be 
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any 
securltles. NO WARRANT(, EXPRESS OR IMPLIED, AS TO M E  AKURACY, TIMELINESS, COMPLETENESS, MERCHANTABIUN OR 
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GWEN OR MADE BY 
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one Factor in any 
investment declslon made by or on behalF of any user of the lnformatlon contained hereln, and each such user must accordingly 
make its own study and evaluation of each security and of each Issuer and guarantor of, and each provider of credlt support for, 
each security that it may consider purchasing, holding or selling. 

MOODY'S hereby disdoses that most issuers OF debt securltles (including corporate and municipal bonds, debenhires, notes and 
mmmercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for 
appralsal and ratrng services rendered by It Fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation (MCO) 
and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain poiicis and procedures to 
address the independence of MIS's ratings and rating processes, lnformation regarding certain affiliations that may exist 
between dlfecton of MCO and rated entitles, and between entlties who hold ratings from MIS and have also pubilcly reported in 
the SEC an ownership interest In MCO of more than 5%, is ported annually on Moody's webslte at www.moodys.com under the 
heading 'Shareholder Relations - Corporate Governance - Director and Shareholder Affiliation Policy.'' 
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Major Rating Factors 
j Strengths: 
' AEP's large, diverse regulated electric utility operation; 

AEP's lowtost generation asset portfoiio; and 
A history of commitment to credit quality. 

BBB/Stable/- 

, Weaknesses: 

j 

i 

AEP's heavy reliance on coal for eletaic generation leaves company vulnerable to new environmental regulations; 
AEP's marketing operations, though relatively small, detract from credit profile; and 
UP'S leverage is slightly high for the rating. 

Rationale 
, The ratings on Kentucky Power Co. (KP) ate based on the consolidated credit profile of American Electric Power 

Co. Inc. (AEP). The AEP ratings reflect the company's focus on its core utirity operations and away from 
unregulated activities. AEP's business risk profile is '5' (satisfactory) and its financial risk profile i s  considered to be 
at an intermediate level. (Utility business profiles are categorized from '1' ( exden t )  to '10' (vulnerable).) , 

! 

I 

The electric utilities in the AEP system range from Texas to Ohio and beyond and operate as either low-risk "wires" 
businesses; moderate-risk, fully integrated regdated utilities; or higher-risk hybrid utilities in states with unsettled 
deregulation models. Electric generation is homed in and out of utility rate bases, but most capacity is directly or 
virtually subject to stabilizing regulatory oversight. Trading operations once played a prominent role a t  AEP, but are 
no longer a strategic focus and exert only a small influence on the company's credit profla 

Electric utility operations arc slightly above average, characterized by competitive rates, good reliability, a strong 
collection of low-cost, coal-fired generation in the eastern pan  of the system, and mostly supportive regulatory 
relationships. Service territories vary widely, ranging from "Rust Belt" and rural areas that exhibit 
less-than-favorable economic profiles, to higher-growth, service economy-oriented regions like Columbus, Ohio, 
which are much more resistant to economic cydes. The diversity in markets and redation somewhat elevates dedit 
quality, but managing the complex variety of regulatory environments is a challenge for AEP management and 
requires constant vigilance. In the two primary states that have introduced competition (Texas and Ohio), &e 
transition is being managed in a fairly Iow-risk fashion, but the development of competition has been spotty, 
especially in Ohio, and some uncertainty exists about the future of deregulation. 

Large capital expenditures to fund a large and complex environmental-compliance program, a strategic initiative to 
invest in transmission, and the incipient need for new generation to meet load growth loom as AEP's greatest 
credit-related issues. Over the longer term, ia status as an overwhelmingly coal-based electric utility company could 
imperil credit quality if the recent visibility of the gIobal warming issue becomes a permanent part of the political 
landscape. The company projects an environmental capital-expenditurc program totaling almost $4 billion through 
2010 to meet stricter air-quality standards. Biliions more will be spent to develop new power plants ($2 billion in 
rhe 2006-2008 period alone). AEP also intends to spend substantial amounts of capital on its transmission and 

! 
i 
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distribution system to improve reliability. The ekvated spending levels indicate that the company will experience 
negative free cash flow for several years, and can be expected to lower utility returns such that AEP will need to 
continuafly pursue higher rates in many of its jurisdictions. Given U P ' S  business profile, sustainable fmancial 
expectations are for debt leverage to approach SS%, cash flow coverage of around 3 . 5 ~ ~  and earnings coverage of 
about 3x. 

Short-term credit factors 
KP's liquidity is managed by its parent. AEP's short-term rating is 'A-2'. AEP has adequate liquidity, with 
substantial cash on hand of about $250 million, stable regulated businesses that can reliably produce operating cash 
flow, and suffitient capacity under its bank facilities to meet working-capital needs. About $1.2 billion of long-term 
debt is coming due in 2007. The company operates a money pool and sells accounts receivables t o  provide liquidity 
for the domestic ctlectric subsidiaries. 

Liquidity is primarily provided through a commercial paper program at the parent that lends to subsidiaries through 
intercompany notes. The commercial paper program is backed by $3 billion in bank facilities that mature in 2010 
($1.5 billion) and 2011 ($1.5 billion). 

The company has addressed the two factors that we previously identified rhat threatened liquidity and thus credit 
quality, specifically, trading activities and unusually high levels of short-term debt. These factors are no longer 
significant risks to the company's ability to access capital and maintain liquidity. However, trading activities stil l  
impose liquidity requirements. Our analysis of AEP's trading-related liquidity requirements indicates that the 
company carries ample liquidity to cover those needs. 

Outlook 
The stable outlook for AEP and subsidiaries assumes timely recovery of rate base investments for environmental 
compliance, system reliability, and continued strategic emphasis on regulated operations. Maintaining the improving 
trend in the company's balance sheet and other key credit measures will be necessary for continued ratings stability. 
Higher ratings would be possible over time if AEP demonstrates consistency in its regulated utility strategy and 
gradual improvement in its financial profile. Spiraling capital spending or a series of harmful regulatory decisions 
that thwart the company's recovery of those and other costs could lead to a negative stance or lower ratings. 
Management's attitude toward its large portfolio of generation assets i s  a vitally important factor in the ratings of 
AEP. Despite the ambiguous status of the fleet, Standard & Poor's assessment is that the company regards the assets 
as an integral part of its regulated utility business and intends to maintain the close operational and financial 
connection of the plants to the utility subsidiaries. Ratings are explicitly based on that assessment and could change 
if strategic imperatives or external policy developments lead the company to alter its stance on existing and future 
power plants. 

Business Description 
KP is a public utility that generates, purchases, transmits, and distributes electricity in a service territory covering 
eastern Kentucky. It participates in the AW Power Pool, sharing the revenues and costs of pool sales to utilities and 
power marketers, and also sells directly at  wholesale ro municipalities. Operations are integrated with the AEP East 
system. 
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AEP is a large public utility holding company that owns directly or indirectly all of the common stock of electric 
utiliry subsidiaries operating in 11 states in theU.S. Midwest and Southwest. The company has largely exited 
unregulated operations in areas such as energy marketing and trading (EMBrT) and natural g a s  pipelines. The 
company's generating and transmission faciliues are interconnected, and their operations are coordinated as an 
integrated electric utiIity system with M O  main regions. 

Unregulated operations consist of a large portfolio of domestic merchant electric generating plants, mainly in Ohio, 
that are primarily used to serve Am's retail utility customers. Above id of these assets is an EM&T enterprise that 
once held a leading and acrive position in the US. electricity and natural gas wholesale markets, but now is 
essentially contained to marketing the excess electric capacity and energy of its domestic fleet. The large size of its 
electric generation portfoIio ensures that AEP will continue to be a prominent electricity marketer, bur EM&T was 
de-emphasized as part of a corporate strategy shift in 2002, and the trading activities no longer ex- a large 
influence on AEP's credit profile. Consistent with the shift, most of the unregulated assm that used to support the 
trading operations have been sold. 

Rating Methodology 
KP's corporate credit rating is based on the consolidated credit profile of the AEP companies. AEP's credit profile is 
dominated by the U.S. electric distribution companies and integrated utilities, and a Iarge fleet of ostensibly 
deregulated power generating plants that continue to reside somewhere between a regulated rate base and full 
merchant status. The ratings reflect primarily the utility operations' stabiiity, marginally ofhet by the more risky, 
unreguIaced business activities. The unsecured debt rating at the holding company level is equivalent to the 
corporate credit rating because the company has taken legal steps through an on-lending arrangement to make the 
debt pari passu with the operating company debt 

Business Risk Profile 
Regulated utility operations 
AEP owns two types of regulated electric utility companies. Five are traditionaI vertically integrated utilities: 
Appalachian Power Co., Indiana Michigan Power Co., Kentucky Power Co., Public Service Co. of Oklahoma, and 
Southwestern Electric Power Co, The remaining utifities are in states that have deregulated in some fashion; some 
are still viaudly vertically integrated, while others have become distribution-only utilities. 

Togethe4 the integrated utilities exhibit slightly better-than-average risk profiles, with fairly average to 
below-average service territory economies offset by good operating records, competitive races, and supportive 
regulation. The large size of the operations and the geographic and economic diversity of the collective integrated 
utilities are positive for credit quality. The prospects for comprehensive deregulation in any of the states that have 
not akeady taken that step are remote. 

MP's utilities have a reasonabIy good ability to pass through changes in its fuel and purchased-power expenses in a 
manner that preserves i ts  financial integrity in many regulatory jurisdictions. In those where that ability is limited 
because of deregulation or rate agreemenrs, AEP is able to reasonably manage its exposure through contractual 
arrangements, but some variability is unavoidable. Major expenditures to CORply with environmentaI regulations 
affecting rare-based utility generation have been timely reflected in past rates, but deregdation in AEE% two major 
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states raises questions as to their ability to pass future costs through to customers in an efficient and thorough 
manna 

The transmission and distribution (T&D) operations in Ohio and Texas, the two major AEP states that have 
introduced competition at the remil level, are characterized by low rates, good operations, and variable regulatory 
risk. Ohio and Texas deregulated their electric utilities through legislation in 2001, and retail competition began in 
2002. Although the deregulation plans expose the T&D companies to somewhat greater risk, especially during the 
transition periods (through 2008 in Ohio, now concluded in Texas), the risks are ameiiorated by AF3"s integrated 
approach to operating its electric generation, its reliance on relatively stabIe coal as Ohio's principal fuel sowce!, and 
the company's ability to prospectively change the fuel-cost portion of rates in Texas (where natural gas 
predominates the fuel mix). AEP sold its Texas retail business in 2002 and most of its Texas generation in 2004, so 
that the operations there are mainly now a T&D business. Unfavorable rate and stranded-cost decisions for AEP 
Texas Central Co. in 2005 highlight the considerable regulatory risk that AEP is exposed to in Texas. 

Reregulation is a potential trend-in-the-making in the U.S. utility industry, and it has reached into the AEP system 
in Virginia. In April 2007, a comprehensive law was enacted in Virginia that will re-establish cost-of-service 
regulation for electric utilities. In addition to shortening the transition to 2008 from 2010, generation and supply 
rates will thenceforth be regulated through a regular series of rate cases (every other year). The new regulatory 
regime also has incentive features for new investment, protective elemenrs that h i t  earnings shortfalls, and 
adjustment clauses in the tariff that stabilize recovery of certain costs. However, fuel costs are not included in the 
latteL 

As with many other utility holding companies that have turned away from unregulated ventures, A B  is now 
concentrating on its once-neglected regulated returns and regulatory relationships. The company's success in 
managing its regulatory risk is a key driver of credit quality, because the current high level of rate-case activity is 
expected to persist for years as spending on environmental compliance and reliability-related TBcD upgrades is 
folded into customer rata. As of the first quarter of 2007, AEP had active rate proceedings in Ohio, Texas, Viiginia, 
West Virginia, Indiana, Oklahoma, and Louisiana, and will continue to file cases in these and other states and a t  the 
FERC. An important stranded-cost recovery case is under appeal in Texas afrer a setback at the Public UtiJities 
Commission of Texas. 

Unregulated operations 
The advent of competition in AEP's primary jurisdictions of Ohio and Texas allowed the company to move a large 
portion (roughly half) of its rotal domestic elecrric generation capacity out of regulated rate base at book value. The 
bulk of the unregulated segment is concentrated on these electric generation assets, which represent one of the 
largest and most cost-efficient porrfolios of such assets in &e US. In the East region, centered in Ohio, the plants are 
almost all large, coal-fired, steam-generating units that provide stable base load capacity and energy in the ECAR 
region. The units are well-m, well-maintained, and produce inexpensive electricity. Almost all of them will require 
further investment to maintain environmental-compliance standards. Most of the West region plants, including 
AEP's share of the South Texas Project nudear plant, were sold in 2004. AEP's long track record of solid operating 
performance is expected to continue and improve under the unregulated business operations. Management's attitude 
toward its large portfolio of generation assets is a vitally important factor in che ratings of AEP. Despite the fleet's 
ambiguous scatus, Standard & Poor's assessment is chat the company regards the assets as an integral part of its 
regulated utility business and intends to maintain the close operational and financial connection of the plants to the 
utility subsidiaries. Ratings are explicitly based on that assessment and could change if strategic imperatives or 
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external policy devdopments lead the company to alter its stante on existing and future power plants. 

Stricter environmental laws and regulation will place financial stress and erode the fleet's competitiveness, but are 
not expected to completely eliminate the advantages of AEP's coal-fiied plants. 

The EM&T business is now a much smaller operation that does not appreciably affect credit quality. Financial 
performance mostly depends on the more srable marketing activities without any proprietary trading, and a very 
good risk-management process heips the company control the inherently risky trading activities through risk 
minimization and mitigation. 

Profitability 
With a business profile that falls directly in the middle of the risk range, AEP must demonstrate its ability to achieve 
earnings that, on average, will produce interest coverages in the low-3x area to maintain the ratings. 

Financial Risk Profile 
AEP has generally foIIowed a moderate financial policy. The company took into account the changing business mix 
and the effects of industry restructuring as it proposed to restructure the company and when industry conditions and 
questions about its merchant energy strategy arose in 2002 after large write-downs were recorded. Management was 
then quick to begin to repair i ts  balance sheet. MP's management has shown a consistent commitment to credit 
quality, and the downgrade in 2002 from the 'A' category to the 'BBB' ategory reflected more of the evolving 
nature of the energy industry and AEP's corporate strategy rather than management's unwillingness to maintain 
credit quality. 

Accounting 
AEP's financial statements are prepared under U.S. GAA.P and audited by independent auditors Deloite & Touche 
tLp. As a company with a primary focus on regulated utility operations, AEp's accounting policies are fairly 
conservative. Most subsidiaries are regulated by federal and state regulatory commissions that establish the rates 
each company can charge for its services based on the cost of providing those services. 

Standard & Poor's makes several adjustments to the company's reported financial numbers in conducting its 
analysis. Operating lease adjustments add a significant amount of debt equivalency and corresponding interest 
expense to AEP's hancial profile. Standard & Poor's also adds a debt equivalent related to AEP's trading and 
marketing activities to reflect the risks (market, operating, and credit) the company is exposed to in conducting that 
business. When AEP was a large and active trade4 that adjusment played a rnarginaily important part in describing 
the company's financial position, However, with the pullback in that sectoq which has greatly reduced market 
(commodity) risk in parriculaq the adjustment no longer has a meaningful effect. 

Otherwise, accounting issues for Am) are unremarkable, as regulatory accounting under SFAS No. 71 applies to 
much of the company's operations. SFAS No. 71 has been discontinued for generation assets in Ohio, Virginia, and 
Texas. It had been discontinued in West Virginia and Arkansas at one point, but has been reapplied in those 
jurisdictions as regulation resurfaced in those states. It will be reapplied in Virginia as well, As of March 31,2007, 
AEP had about $2.4 billion of regulatory assets on a balance sheet that contained $3 8 billion in total assets, 
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Cash flow adequacy 
With a business profile that fdls directly in the middle of the risk range, AEP must demonstrate its ability EO achieve 
cash flow, on average, that will produce interest coverages in the high-4x area to maintain the ratings. 

Capital strucmrdAsset protection 
The company must aIso continue the progress it has made in stxengthening its balance sheet. Total debt, induding 
off-balance-sheet obligations, must trend down toward the mid-.SO% area to justify the current ratings. 

The poor capita1 markets experienced in the early 2000s hit AEp's pension plan, otha benefits plans, and nuclear 
decommissioning trusts such that un€unded liabiiities existed for each. Standard & Poor's does not necessarily 
impute these liabilities to the company's long-term obligations, because AEP manages the funds on a long-term basis 
and valuations are expected to fluctuate over time. The company has made significant cash contributions to bring 
those liabilities under control. 

Table 1 

Industry Sarrtor: Diversified energy 
-Average of past three fiscal years- 

American Electric Power Ca MidAmarican Energy Holdings 
Inc. Duke Enerey Cop, Southern Go. co. 

Rating as of July 12,2007 BBB/Stable/A-Z A-/Stable/- A/Stable/A-l A-/Stable/-- 

(MI. $1 
Revenues 12,930.0 18,006.6 7 3,213.0 7,989.9 
Net income from cant. omr. 1 D49.3 1.958.0 1.545.7 670.5 
Funds from operations [FFOI 2,632.1 3,805.2 3,3a4.1 1.6164 
Capital expenditures 2.6233 2.804 4 2,529.0 1,688.7 
Cash and investments 61 6.3 1,799.9 2473 571.7 
Debt 14.914.1 19.18Ej.2 15,314.8 t 4,617.5 
Preferred stock 61 .O 44.7 633.7 0.0 
Common eauitv 8.2822 19.193.3 11,283.1 4.756.2 
Total capital 23,257.3 39,403.3 27,231.5 19.525.8 

Adjusted ratius 
BIT interest coverage fx) 2 3  3.2 3.8 1.9 
FFO int. cov. (XI 3.3 3.9 5.0 2.5 
RO/debt 1%) 17.6 19.8 21 B 

~- 
11.1 

Discretionary cash flow/debt (561 (2.9) (1.71 (6.2) 10.4) 
Net C%hfbW/E-p@X(%] 78.7 90.7 87.4 95.7 
Debrltotal capital (%4 64.1 48.7 56.2 74.9 
Return on common eauitv (%I 11.2 10.7 13.7 15.6 
Common dividend payout ratio %.a 644 722 0.0 
iun-adjJ (%j 
'Fully adjusted (including postretirement obligations). 
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Tabla 2 

lndutrtry Sector. Diversified energy 
-Fiscal year ended Dec. 31- 

uros 2005 2004 Uw3 ZMa 
Ratina histow BBB/Stable/A-Z BBBfitable/A-Z BBB/Stable/A-2 BBB/Stable/A-2 BB&/Stable/A-Z 

(Mil. $1 
Revenues 12,622.0 12,111.0 14.OR .O 14,545.0 14,536.0 
Net income from continuing operations 9920 1,029.0 1.127.0 522.0 21 .o 
Funds from operations (FFD) 2,948.1 1,976.7 2,971 -3 2,8522 2,614.0 
Caoital exoendinrres 3,545.3 2,560.1 1,764.5 1,358.0 1.91 2.6 

726.0 528.0 595.0 1,1820 1,213.0 
Debt 14,375.2 15J36.0 15,331.3 18,339.1 18.1 97.9 
Preferred stack 61.D 61 0 61 .O 61 .O 145.0 
Common equity 9,412.0 7,861.6 7,553.0 7,0342 6.261.3 
Total caDital 23,848.2 22,978.6 22.945.3 25.4343 25,363.1 

Adjusted ratios 
BIT interest coverage (XI 23 2.3 2.2 2.7 2.4 
RO i n t  cw. Ix) 3.5 2.8 3.7 3.1 3.8 
RO/debt I%] 20.5 13.1 19.4 15.6 15.5 
Discretionarv cash flow/debt 1%) 18.7) (4.91 4.5 32  14.5) 
- 

~ 

Nef cash flow/capex /%I 66.5 55.6 136.9 164.5 105.7 
DebVmtal capital I%! 60.3 65.4 66.8 72.1 71.7 
Return on common equity (%) 9.5 11.0 13.3 7.0 03 
Common dividend payout ratio (un-adj.1 (%I 59.6 53.7 49.2 11 8.4 3,776.2 
'Fully adjusted (including postretirement obligations). 

Table 3 

-Fiscal Year ended Dee. 31,2006- 

American Electric Power Ca. Inc. reported amounts - 
Operating 

Operating income Operating income income fafter Interest Cesh flow from 
Debt (before D&A) (before D&A) Olenl expense operations 

Reported 13,716.0 3,573.0 3,573.0 2,106.0 732.0 2,732.0 

Standard 81 Poor's adjusbnents - 
Trade receivables sold or 536.0 - - .. 26.8 __ 
securitized 
Operating leases 2,242.40 322 143.2 143.2 143.2 178.8 
Postretirement benefit 180.7 (171 117) (17) I 41 
obligetions 
Catitalized interest - .. - - 82.3 /824 

Share-based compensation - - 45.8 
exuense 
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Table 3 

Securitized utility cost 12.335.00/ - I - 
i=fJ=ry 
Asset retirement obligations 35.1 63 63 63 63 11.7 
Reclassification of - - 129 
nonoperating income 
h!JpenSf!SJ 
Reclassification of I - -. I _- - 
working-capital cash flow 

- 

Totel adjustments 6592 368 235 3182 315.3 149.1 

Standard & Poor's adjusted amounts - 
Operaling income Interest Cash flow from 

Debt (beforeO&Al EBllQA EBIT expense operations 
Adjusted 14.375.20 3,941.00 3.808.W 2,424.20 I,D47.30 2,881.10 
'Amsrion Deceit Power Go. Inc. reported amunts shown are taken fmm the company's financial stitsmen$ but might includs edjusments made by data providers or 
reclassifications made by Standard & Pmfs analysts. Please note that nyo repwtsd amounts (operating incorns befom D&Aand cash flowirom operations) are used I o  
derive more than one Standard & Poor's-adjusted amount [operating income before D&A and EEITDA, and cash flow from operatiom and funds irom operations. 
respeclivelyl. Cmquenlty, the first section in some tables may feature duplicate descriplions and amounts. 

Tabla 4 

(Umegswett-hout) 

Variable O&M Tom1 varieble F i e d  Total general Veriable purchased Fixed purchesed 
Company Fuel costs costs costs costs power costs power costs 
AEP Generating Co. 15.62 0.42 16.04 16.89 32.93 NIA NiA 
Appalachian Power Co. 15.95 1.19 17.14 15.37 32.51 14.45 14A5 

Atlantic City Electric Co. 25.09 4.47 29.56 36.45 66.01 20.17 20.17 
Cincinnati Gas & Electric 18.37 3.2 21.57 2534 46.91 271.94 271.94 
co. 
Cleveland Electric 7.7 2.7 10.4 23.89 34.29 18.15 18.15 
Illuminating Co. 
Columbus Southern Power 16 42 2.62 13.04 28.6 47.64 14.07 14.07 
CO. 

Consumers Enemy Co. NiA NiA NfA NIA NIA NIA NIA _ _  
Dayton Power & Light Co. 17.97 3.05 21.02 4688 67.9 31 5 4  31.54 
Delmanra Power & Light N/A N/A N/R N/A NIA 20.85 20.85 
co 
Detroit Mison Co. 15.35 1.93 17.28 29.24 46.52 44.69 44.69 
Duke Energy Indiana Inc. 16.84 3.27 20.11 21.11 41 22 8.56 6.56 
Duwesne lish Go, N/A N/A NfR NiA N/A 25.16 25.1 6 
Indiana-Kentucky Electric 14.85 221 17.06 10.7 27.76 W A  N/A 
Corn. 
Indianapolis Power & 10.83 1 .a 12.45 227 35.15 50 52 50.52 
Light Co. 
Kentuckv Power Co. 18 81 1 .a1 19.82 12.95 32 77 76.16 16.16- 

Monongahela Power Ca. 15.14 1 .DQ 16.18 1 8 M  34.62 31 .D1 31 .01 

www.standardandpoors.com/ratingsdirect 
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Table 4 

-_ Service Go. 
Ohio Edison Ca 4.01 3.08 7.09 30.9 5199 1623 1623 
Oh6 Power Go. 13.84 1 .fM 158B 15.36 31.04 1275 12.75 
Ohio Valley Electric Gorp. 17.42 2.26 19-66 9.02 28.7 1245 1245 

PEG0 Energy Co. NIA NIA NIA NtA NIA 21.37 21.37 
PR Electric Utilities Corp, NIA NIA NlA N/A N/A n.76 21 J6 
Pennsvlvania Electric Go. N/A NIA N/A N/A N/A 23.19 23.19 
Pennsylvania Power Co. 3.69 215 6.04 11.18 1722 16.7 7 16.1 7 
Potomac Electric Power N/A NIA NIA NfA N/A 1405 74.05 
co. 
Public Senrice Electric and N/A NIA NIA N/A NIA 30.97 30.97 
Gas Ca 
Rockland Electric Go. N/A N/A N/A N/A N/A 2697 26.97 
Southern Indiana Gas i3 17.44 1.45 18.89 26.37 4526 3.78 3.78 
Electric Co. 
Toledo Edison Go. 7.45 2.62 10.07 34.49 4456 1625 1625 
West Penn P m r  Co. N/A NIA N/A N/A NtA 1736 1736 

30.94 ReliabilityFirst average 14.52 2.17 16.69 B.lB 39.87 30.94 
S&P avemge N/A 6626 66.26 1751.19 1817.45 29.94 

-- 
N/A-Not applicable or evailable. 

Tahle 5 

Midwest Region 

Index Index Diff Aank 
AEP-Midwest 680 700 (20) 7 
Alliant Enerav 685 724 l391 5 
Ameren 
Consumers Energy 693 711 (18) 4 
Dayton Power and Light 639 681 142) 13 
Detroit Edison 633 692 159) 14 
Duke Enem-Midwest 667 727 1601 9 
EON U.S 725 765 (40) 1 

624 677 153) 15 EKelokCornEd 
FirstEnerg y-Midwest 651 667 116) 11 
hdianapoiis Power & Light 102 720 118) 3 
Kansas city Power & Light 679 706 127) 8 
MidAmerican Enem 713 741 128) 2 

-_____ 

We Enemies 649 648 1 12 
Xcel Energy-Midwest 684 722 (38) 6 

Midwest Region average 663 700 (371 
Industw averam 668 704 (361 

Srandard &: Poor's RatingsDirect I ,July 12,2007 
Standard & PoDr's. All rights reserved No reprinc ordisseminatimrwirhPu~ S&Ps pemidm. See Terns or UseiDldaimer an tis &K page. 



Table 5 

South Region - 
u H ) 6 2 M 1 5  m 

Index lndex Oiff Rank 
AEP-South 679 710 (31) E! 
CPS Enerw 711 724 (131 4 

Dominion Virginia Power 681 713 (321 7 
Duke EnergpSouth 716 153 (37) 3 
Entergy 654 707 (53) 12 
Florida Power and UoM 663 721 (58) 10 
Oklahoma Gas and Electric 697 747 150) 6 
PNM Resources 656 693 137) 11 
Prooress Enerav 717 734 (171 2 _ _ _ _  
Reliant Enem 626 675 (49) 14 
South Carolina Elemk & Gas 671 695 124) 3 
Southern Company 723 746 (23) 1 
Tampa Electric 705 688 17 5 
TXU Energy 629 700 (71) 13 

South Reoion amraae 679 720 141) 

lndusw averam 668 704 (361 
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Kentucky Power Co. 
Corporate Credit Rating 
Senior Unsecured 
focal Currency 

Subordinated 

BBB/Stable/- 

EBB 

- Local Currency BEE 

Corporate Credit Ratings History 
07-Mar-ZOG3 BBB/Stable/- 
24-Jan2003 BBbNatch NegF 
23-Map2002 BE&/Stablef- 

Business Risk Profile 1 2  3 Sa6 7 8 9 :D 

Financial Risk Profile Intermediate - 
Debt Maturities 
(for American Electric Power] 
2007 s1.3 bil. 
BOB Q50 mil. 
2009 $485 mil 
2010 $1.3 bit. 

- 
- 

-_I__ 

2011 $3596 mil. - 

wwwstandardandpoors.comlratingsd~rect 
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Kentucky Power Co. 

Related Entities 
American Electric Power Co. lnc. 
Issuer Credit Rating BBB/Sta ble/A-2 
Commsrcial Paper 

Senior Unsecured 
local Currency BBB 

'Unless orherwise noted, all ratings in this report are global Scale ratings, Standard & Pmr's uedit ratings on lhe global scale are wmparable across countries. Standard 
& Poor's d i t  ratings on a national scale are relative to obligors or obligalions wilbin that specik country. 

Local Cumncy A-2 

Standard & Poor's RatingsDirect 1 July 72.2W7 
Standard & Poor's. A0 rights reserved No rep~in! or disrminotim wilhou! S&R permissinn See Toms or Use/Disclaimer on Ihe last pa@e 
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KPSC Administrative Case No. 2007-00477 An Investigation of the Energy 
And Regulatory Issues in Section 50 of KY's 2007 Energy Act 

Commission Staff's First Set of Data Requests 
Order Dated November 20,2007 

Item No. 3 
Page 1 of 1 

Kentucky Power Company 

REQUEST: 

Provide copies of any internal reports or utility-coinmissioned studies on renewable 
capabilities in Kentucky, including capacity for development of integrated gasification 
coinbined cycle facilities. 

RESPONSE: 

To be filed within extension period ending December 7,2007. 

WITNESS: Timothy C. MasherErrol K.  Wagner 
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And Regulatory Issues in Section 50 of KY’s 2007 Energy Act 

Commission Staff ‘s First Set of Data Requests 
Order Dated November 20,2007 

Item No. 4 
Page 1 of 3 

Kentucky Power Company 

REQUEST 

Provide a review of existing demand-side management programs, with description wliicli 
includes, at a minimum, the rate classification of customers eligible of reach program, the date 
each program comenced, the current number of customers on each program, the technology 
being deployed, whether any third-party vendors are involved, the measurement and verification 
protocols being utilized, an the estimated annual energy savings. 

RESPONSE 

A review of existing demand-side management programs, with description which 
iiicludes the rate classification of customers eligible for each program, the date each 
program commenced, the current number of customers on each program, the technology 
being deployed, whether any third-party vendors are involved, the measurement and 
verification protocols being utilized, and the estimated aimual energy savings is attached. 
Please see Pages 2 and 3 of this response. 

WITNESS: Timothy C. MoshedErrol K. Wagner 
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Currently, the Company has four active residential programs. Listed below is a brief 
description of each program with the Marmation requested 

Targeted Enerw Efficieacv Program 

This program will piggyback the resources of not-for-profit agencies that provide 
weatherization services to low-income households. Energy audits, consultation, and 
extensive weatherization and energy conservation measures will be provided to eligible 
dl-electric and non-all-electric customers. 

Rate Classification of eligible customers: 
Program commencement date: January 1996 
Number Participants: YTD (2006) PTD (2006) 

Residential Service 

all-electric 162 2,029 
non-all-electric 80 758 

3rd Party Vendors: None 
Measurement & Verification protocol: Programs are evaluated on a three year 

cycle. 2006 & 2007 programs will be 
evaluated in 2008. . 
186,102 kWh (2006) Estimated annual energy savings: 

Nigh Efficiencv Heat Pump - Nobile Home Program 

The Company will provide a $400 incentive to mobile home customers who replace their 
resistant heat system with a high-efficiency heat pump. Eligible custamers must live in a 
mobile home, have resistant heat, and have an air conditioning system or plan to install 
one. Participating W A C  dealers will also receive a $50 incentive fox each high 
efficiency heat pump installed. 

Rate Classification of eligible customers: 
Program commencement date: January 1996 
Number Participants: YTI) (2006) PTD (2006) 

Residential Service 

93 1,657 

3rd Party Vendors: None 
Measurement & Verification protocol: Programs are evaluated on a three year 

cycle. 2006 & 2007 prog-rams will be 
evaluated in 2008. 
124,085 kWh (2006) Estimated annual energy savings: 
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Mobile Home New Construction Program 

The Company will provide a $500 incentive to mobile home buyers who purchase a new 
home with zone 3 insulation levels and a high efficiency heat pump. Participating 
manufactured housing dealers will also receive a $50 incentive for promoting the 
program. 

Rate Classification of eligible customers: 
Program commencement date: 
Number Participants: 

3rd Party Vendors: 
Measurement & Verification protocol: 

Estimated a n n d  energy savings: 

Residential Service 
January 1996 
YTD (2006) PTD (2006) 
184 1,324 

None 
Programs are evaluated on a thee year 
cycle. 2006 & 2007 programs will be 
evaluated in 2008. 
396,650 kWh (2006) 

Modified Energy Fitness Program 

The intent o f  the Modified Energy Fitness Program is to induce residential customers to 
have an energy audit and, where applicable, have installed a mixture of energy saving 
measures, The audit and consultation will pinpoint energy conservation measures that 
can be implemented by the customer and also educate the customer on the benefits of 
energy efficiency. 

The primary target market will be site built and manufactured homes utilizing electric 
space heating and electric water heating and use a minimum average of 1,000 kWh of 
electricity per month. The extent of the services provided will be dependent upon the 
electrical products in the customer’s home. All services will be provided free-of-charge 
to eligible customers. Honeywell International is the implementation contractor for the 
program. 

Rate Classification of eligible customers: 
Program commencement date: 
Number Participants: 

3rd Party Vendors: 
Measurement & Verification protocol: 

Estimated annual energy savings: 

Residential Service 
January 2003 

1,000 2,989 
YTD (2006) PTD (2006) 

None 
Programs are evaluated on a three year 
cycle. 2006 & 2007 programs wiIl be 
evaluated in 2008. 
652,976 kWh (2006) 





KPSC Administrative Case No. 2007-00477 An Investigation of the Energy 
and Regulatory Issues in Section 50 of KY's 2007 Energy Act 

Commission Staff's First Set of Data Requests 
Order Dated November 20,2007 

Item No. 5 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Provide copies of any internal reports or utility-commissioned studies on the extent of untapped 
opportunities for additional demand-side management programs in K.entucky. 

RESPONSE 

No studies specific to Demand Side Management opportunities in Kentucky Power seivice 
territory have been commissioned. The 2007 AEP-East Integrated Resource Plan estimated a 
level of DSM for the AEP-East zone, which includes Kentucky. Attachment B of the 
Company's response to Item No. 11 represents KPCo's DSM impacts that are reflected in the 
2007 AEP-East IRP. 

WITNESS: Timothy C. Mosher/Errol K. Wagner 
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Kentucky Power Company 

REQUEST 

Provide copies of any research materials, industry publications, investment banking or rating 
agency reports, in your possession," that relate to the following issues under review in this 
investigation: 

a. Considerations for utility adoption of cost-effective demand-management strategies. 

RESPONSE 

In responding to this request, Kentucky Power employed reasonable efforts to determine the 
most likely locations where responsive materials would be located, to search such locations, and 
to produce all responsive material located. Kentucky Power believes this response to be a good 
faith effort to meet the requirements of the data request but because of time constraints can not 
warrant that all responsive material was produced. 

Due to the voluminous nature of the attachments, the Company is providing the documents on a 
CD to both the Commission and Overland Consulting. Please see pages 2 and 3 of this response 
for the Table of Contents listing the documents. A copy of the documents will be made available 
for review by appointment during normal business hours at the Company's office located at 
I O  I A Enterprise Drive, Frankfort, Kentucky 40602. 

In addition to the documents provided on the attached CD, a copy of EPA's solar action plan and 
resources can be found at the following website: 
litty://www.epa.gov/solar/actionplan/resources.htm#vision 

WITNESS: Timothy C. Moslier/Errol IC. Wagner 
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Kentucky Power Company 

REQ'IJEST 

Diversification of utility energy portfolios through the use of renewables and distributed 
generation. 

RESPONSE 

Attached is a copy of the Coinpany's "Corporate Sustainability Report" wliich discusses 
diversification of utility energy portfolios through the use of renewable and distributed 
generation. 

WITNESS: Timothy C. Moslier/Errol K Wagner 
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~ ~ r ~ i ~ ~  Together for a Brighter Future 

% EhECTREtG P O b V E W  

2006 Corporate Responsibility Report 
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The AEP Board of Directors has reviewed, discussed and approved this report. We believe it provides a clear, bd- 
anced and reasonable presentation o f  the company's plans and performance and their environmental, social and 
economic impacts. The Report focuses on seven issues that are of strategic importance to the company. It sets forth 
specific actions that the company is taking towards the goal of sustainable development. which when implemented 
will advance shareholder value. 

Although much has been accomplished, the Board recognizes that there is still much to be done. The Board 
has tasked management with executing the company's strategic plan to meet shareholder expectations and the com- 
mitments in this report, while being sensitive to the broader interests of the communities within which we work, 
thus attaining even higher levels of performance. 

Lestar A. Hrtdsoiw, JP. 
Presiding Director of the AEP Board of Directors 
April 2007 
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Dear FrleRd, 
American Electric Power has o p  
erated with a strong sense of pur- 
pose and responsibility since its 
founding more than 100 years ago. 
Electricity has become a funda- 
mental necessity of life. It drives 
our economy, heats our homes, en- 
ables a vast and safe water and food 
supply, and empowers advances in 
medicine, science, technology, ed- 
ucation and the arts. In short, elec- 
tricity provides the current that 
enables economic, intellectual and 
spiritual growth. 

As one of the largest electric 
utilities in the United States, we 
have enormous economic, environ- 
mental and social impacts. Most of 
them are positive, some of them are 
not. This report underscores our 
commitment to hold ourselves ac- 
countable for improvement. Like 
many businesses, we are just begin- 
ning to understand how stakehold- 
ers want us to measure, manage and 
account for the full range of our im- 
pacts on society. 

The best way to ensure our 
financial success going forward is 

to expand the overlap between our 
business interests and the interests of 
society. Transparency and account- 
ability, along with a close working 
relationship with our stakeholders, 
will grow our business, serve our 
shareholders' interests and create 
a better world for our children and 
grandchildren. That is what sustain- 
ability means to AEP. 

This report therefore reflects 
our growing commitment to work 
with labor, business partners, gov- 
ernment agencies and our environ- 
mental and community stakehold- 
ers. We are beginning to engage 
with a much broader range of con- 
stituencies than ever before. This 
report has been shaped by that en- 
gagement and is an invitation to 
further it. 

We worked with Ceres to facil- 
itate a formal review of this report 
by 17 investor, social and environ- 
mental advocacy and labor organi- 
zations. They werevery candid with 
us as we were with them. We agreed 
on some points and disagreed on 
others. In the process, we learned 
what's on the minds of many of our 
important constituents and about 
their perceptions of AEP. It's clear 
we need to speak with them more 
ofken, and we look forward to con- 
tinuing that dialogue. 

Cliniate change is a significant 
issue for society, and certainly for 
AEP, as we are one of the largest 
consumers of coal in the United 
States. We feel a growing impera- 
tive to reduce greenhouse gas ernis- 
sions and to support a reasonable 
approach to carbon controls. It is 

critical that such controls are con- 
sistent with our obligation to pro- 
vide reliable, reasonably priced 
electricity to support the economic 
well-being of our service territory 
and our country. Climate change 
is a global issue and we will con- 
tinue to work with our international 
partners, including the Asia-Pacific 
Partnership, to encourage the par- 
ticipation of developing countries 
such as China and India. The Unit- 
ed States is in a position to lead 
change and bring other nations in- 
to the process, and we will work 
with our representatives to do so. 

Any legislation to reduce 
greenhouse gases should assure 
both private and public funding to 
deploy technology, recognize early 
actions taken to mitigate green- 
house gas emissions and allow for 
greenhouse gas offsets. New tech- 
nologies must be a large part of any 
solution to climate change. AEP 
has a proven track record of inno- 
vation and a willingness to bring 
new technologies into large-scale 
commercial use, which is what is 
needed right now. We are making 
good progress: AEP was the first to 
announce plans to build commer- 
cial-scale Integrated Gasification 
Combined Cycle (IGCC) plants 
and will be the first to employ 
ultra supercritical technology in 
the United States, assuming timely 
regulatory approval. 

We recently announced our in- 
tention to bring carbon capture and 
storage technologies from the re- 
search and pilot stages into Iarge- 
scale commercial application. 

\- 
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The effort to apply these new 
technologies commerciaIly and a 
willingness to take on the chal- 
lenges and risks involved are ma- 
jor parts of our commitment to 
sustainabi3ity. We have responsi- 
bilities to our shareholders and to 
society and we are willing to lead 
and to take prudent risks in order to 
meet them. Our 100-year track re- 
cord of successful innovation and 
leadership gives me confidence 
that we can find ways to address 
climate change that pay important 
dividends in the future for our cus- 
tomers, shareholders and society. 

Even with all we are doing, 
our plan to build new power plants 
wiU increase our carbon emissions, 
despite our early reduction efforts. 
Our Board of Directors has re- 
sponded by approving new strate- 
gies to reduce, offset or avoid those 
emissions between 2010 and 2020. 

We are also leading the way 
with p~opo~als to expand and con- 
nect the nation’s transmission sys- 
tems so we can M e r  mitigate en- 
vironmental impacts, bring more 
renewable energy to market and 
provide better access to new tech- 
nology and cost-effective power. 

We must work cooperatively 
with policymakers and regulators 
if we are to advance technology, 
strengthen the electric grid, accel- 
erate the development of cost- 
effective energy efficiency pro- 
grams and manage consumers’ de- 
mand for electricity. We have to 
work with our stakeholders if we 
are to make significant progress. 

Another important challenge 

is the health, safety and well-being 
of our employees, which is AEP’s 
most important priority. Our efforts 
to reduce work force injuries and 
the severity of injuries overall be- 
gan to make a difference in 2006, 
resulting in fewer recordable inju- 
ries and lower severity rates, but 
that is still not good enough. We 
want to be ‘%est in class” within 
our industry on safety and health 
by 2010 and we are working hard 
to reach this goal. 

However, 2006 cannot be 
counted as a good year for us. One 
of our employees died on the job 
doing what should have been a 
routine task, and a contract worker 
died in a fire at a construction site. 
It is a terrible tragedy for the fami- 
lies and our hearts and prayers go 
out to them. This is completely un- 
acceptable to me, to our company 
and to our employees. 

We continue to intensify our 
focus on safety and health, and 
we are resolute in our determina- 
tion to improve. Our humanity is 
at the core of this determination: 
we are focused not on numbers, 
but on the human aspects of health 
and safety-the spouse who is left 
a widow, the children who lose a 
parent or the employee who is re- 
covering from an injury. 

At its core, safety is a persand 
obligation, and we won’t stop trying 
to get that message across because 
the loss of a single life is completely 
unacceptable to us. 

An aging work force represents 
a formidable challenge for AEP and 
for the entire electric industry. We 

have a work force planning strat- 
egy to identi9 our needs and find 
and employ new talent as more of 
our employees approach retirement 
age. We are making inroads through 
partnerships with colleges and tech- 
nical schools, enhancements to our 
benefits and compensation plans 
and efforts to groom our future 
leaders fiom within our own ranks. 
We have a long way to go before we 
can claim success. 

Our current and future success- 
es require a well-educated, skilled 
and diverse work force, especially 
as new technologies emerge. I am 
extremely proud of the men and 
women of AEP; their dedication to 
our customers, their creativity in de- 
veloping innovative solutions, and 
their loyalty are unsurpassed and 
fundamental to our sustainability. 

The future of this company is 
limited only by our vision of what 
we can accomphh. The challenges 
may be new, but our core values 
haven’t changed and will continue 
to guide us. Part of that vision in- 
cludes an evolving view of our- 
selves and how we do business. 
Sustainability is a journey, not a 
destination, and ours hasjust be,pn. 

Miichaet E. Ffiarris 
Chairman, President and 
Chief Executive Officer 
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Dear Stslcehcslder, 
Sustainability requires commit- 
ment, collaboration, action and re- 
sults. It also involves a willingness 
to lead and to take prudent risks on 
behalf of shareholders and society. 
For more than 100 years, AEP has 
been willing to lead, to advance 
technology, to be a good employer 
and to be a responsible corporate 
citizen. We have taken risks and 
we have succeeded more often 
than not. With many new chal- 
lenges before us, we are ready to 
face the nex? century and lead the 
way again. 

We are working rapidly to 
accelerate carbon capture tech- 
nologies f?om the lab to commer- 
cial-scale deployment. We recently 
announced that we will significant- 
ly accelerate the commercializa- 
tion of post-combustion carbon 
capture technology using chilled 
ammonia. We will install the tech- 
nology, which is being tested on 
a 5-megawatt (MW) facility, as a 
30-MW validation project at our 
large Mountaineer plant in New 
Haven, W.Va, where up to 100,000 

metric tons of carbon dioxide 
(CO2) will be captured annually 
and stored in deep saline aquifers. 

Following completion, we plan 
to install the technology at one 
450-MW unit at Northeastern Sta- 
tion in Oologah, Okla, where it is 
expected to capture up to 1.5 mil- 
lion metric tons of C02 a year to 
be used for enhanced oil recovery. 
Chilled ammonia technology has 
demonstrated the potential to cap- 
ture up to 90 percent of emissions 
from new and existing coal-fired 
plants at a much lower cost. 

We also plan to commercial- 
ize the use of oxy-coal technology 
that uses pure oxygen to burn coal 
and leaves a carbon stream behind 
which can be more easily captured 
and stored Our first-in-the-nation 
commercialization of IGCC and 
ultra supercritical clean-coal tech- 
nologies provide added reason for 
cautious optimism. 

We have accelerated our strat- 
egy to reduce, avoid and offset our 
emissions beyond 2010, when our 
current commitment to the Chicago 
Climate Exchange ends. In addi- 
tion to our bold plans for new tech- 
nology, we plan to add 1,000 Mw 
o f  new wind generation, other re- 
newable sources, domestic offsets, 
power plant efficiency improve- 
ments and customer-oriented en- 
ergy conservation and demand side 
management pr0,orams. 

We will work closely with 
federal regulators, state public util- 
ity commissions, legislators and 
all other constituencies, as well as 
with our customers, shareholders 

and labor leaders, to advance this 
important agenda. 

To achieve our goals, we will 
build upon our strong track record 
of community outreach and col- 
laboration and we will make it 
better. One of the things I have 
learned as we worked on this re- 
port is that it taught us much about 
our company and how we can im- 
prove. We will continue this pro- 
cess and work with other compa- 
nies and other countries. We will 
seek new alIiances to ensure we 
achieve the best climate change 
solutions. We value our grow- 
ing relationship with the Ceres 
coalition and other environmental 
and social advocacy groups and 
our local environmental, commu- 
nity and labor partners, and we are 
committed to continue working 
closely together in the future. 

I welcome your comments and 
your participation with us as we 
undertake this journey toward sus- 
tainability. 

Dennis E. L%&h 
Senior Vice President, 
Environment, Szfety & Health 
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About TINS Report 

Our corporate vision is to maintain our leadership as 
the largest generation and transmission company in the 
United States, as the largest electric distribution busi- 
ness throughout the regions we serve and to maintain 
our leadership in technical innovation of power sys- 
tems, environmental technology, transmission systems 
and customer service. 

The seven material issues we have identified are: 
Leadership, Management & Strategy: Our sus- 
tainability requires a strong and visionary leadership 
team willing to take prudent risks to maintain AEP’s 
role as an industry leader, meet the needs of our cus- 
tomers and deliver value to our shareholders. 
Public Policy Strategy: We must actively engage 
policymakers, community leaders and other external 

OUR VISIOI\I FOR SUSTAINABILITY - stakeholders to ensure that laws and regulations d- 
THE REASON FOR THE REPORT low us to continue to be financially stable in order to 
American Electric Power enters its second century invest in our vision for sustainability while provid- 
committed to operating responsibly, ing customers and shareholders with 
efficiently and profitably for custom- what they need. 
ers, shareholders, employees and com- * Climate Change: We are one of 
munities. We will safely provide reli- the largest greenhouse gas emitters 
able, affordable electric power while in the western hemisphere; our 
actively working to protect people sustainability and financial stability 
and the environment. We will engage and the economic well-being of the 
stakeholders and continue our role in areas we serve are at risk if we are 
making people’s lives better today not able to prosper with the expect- 
and for generations to come. ed passage of a 1J.S. climate policy. 

MATER IALlTY Environmental laws and regulations 
This is American Electric Power’s are complex and change frequently. 
first Corporate Responsibility Report, containing infor- Our investments to comply are significant. Our great- 
mation about the company’s economic, environmen- est challenge is to achieve compliance at all times as a 
tal and social policies and performance. It is a corn- large consumer of cod, and to continually reduce risks 
prehensive report that identifies the seven areas of to the environment and the health of our communities. 
material focus that we believe to be the most important * Energy Security, Reliability & Growth: A modern, 
to AEP’s sustainability. This report also offers frank reliable electric delivery system that can keep pace 
discussions about these issues, backed by substantive with customer demand and relies on a diverse fuel 
information on the challenges, risks and opportunities supply requires collaboration with regulators, legisla- 
the company faces. tors and other stakeholders to ensure timely regula- 

To determine which issues are of material impor- tory cost recovery. 
tance, management and our Board of Directors con- Work Force Issues: Protecting ow employees’ safety 
sidered issues that might (1) have a significant impact and health and ensuring that we have a skilled, diverse 
on the finances or operation of the company; (2) have work force to build, operate and maintain new genera- 
significant impact on the environment or society now tion, transmission and distribution technologies will 
and in the future; and (3) substantially influence the as- challenge our ability to remain an industry leader. 
sessments and decisions of stakeholders. We worked Stakeholder Engagement: We need to listen to and 
with internal and external stakeholders to identify and as often as we can try to satisfy our numerous stake- 
prioritize these issues. holders, such as investors, customers, employees, 

Environmental Performance: 
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regulators and policymakers. To be a good corporate 
citizen requires us to be transparent, willing to listen 
to all points of view and to hold ourselves account- 
able for our impacts on society. 

PEER & STAKEHOLDER REVIEW 
American Electric Power worked with Ceres-a na- 
tional network of investors, environmental organiza- 
tions and other public interest groups that work with 
companies on sustainability issues-to review our re- 
port and provide comments. Representatives fiom 17 
environmental, social and investor organizations and 
organized labor participated in this process and met 
with our senior management, including the CEO and 
CFO, to provide feedback. We also held an employee 
focus group to review our report, and we sought peer 
review eom a comparably sized electric utility in Eu- 
rope (a member company of the e8). 

We believe the stakeholders of this report are: 
Shareholders and prospective investors 
Customers 

* AEP employees and retirees 
Labor unions 

0 Local communities 
Policymakers (federal, state and local legislators 

Prospective employees 
Suppliers and others doing business with the company 
Non-governmental organizations (NGOs) 
Professionals .tiam industry, government, labor and 

and regulators) 

academia 

SUSTAINABI1.tTY REPORTING GUIDEl..INES 
This printed Corporate Responsibility Report, along 
with additional information available on American 
Electric Power’s web site, iiv i t ’  AEPcoin 61,  is com- 
piled and presented based on the Global Reporting 
Initiative (GRI) Sustainability Reporting Guidelines 
JGnion 3 0 (G3) and meets the content requirements of 
Application Level B. 

The GRI guidelines provide a voluntary reporting 
Eramework used by organizations around the world as 

the basis for sustainability reporting. The GRI is the 
generally accepted format and framework for “measur- 
ing, disclosing, and being held accountable to internal 
and external stakeholders for organizational perfor- 
mance toward the goal of sustainable development.” 

We are using the new G3 standards, as well as 
some indicators being developed as part of the GRI 
Electric Utility Sector Supplement. GRI has not re- 
viewed this report but has checked the GRI elements 
contained within it and agrees with our Self Declared 
Application Level B. 

REPORTING PERIOD & DEVELOPMENT 
This report is based on performance and information 
for calendar year 2006, but also provides available 
data for 2004 and 2005 to establish a baseline against 
which current performance can be compared. AEP’s 
web site (11 i iv .$EPconiqJ contains additional infor- 
mation from our generation, transmission and distribu- 
tion business units. Financial performance is covered in 
AEP’s 2006 Annual Report to Shareholders, which can 
be found at I I * I ~ ~ I ’  dEPcortz .i‘mwrsror.r. 

The company established a Steering Committee 
for Sustainable Development, co-chaired by the Chief 
Financial Officer and the Senior Vice President of 
Environment, Safety & Health, to develop this report 
and to guide the company’s sustainable development 
going forward. The Committee of Directors and Cor- 
porate Governance of AEP’s Board of Directors re- 
viewed the report and its content. 

CHANGES IN REPORTING 
We have published environmental reports since the 
early 1990s; the last one on our 2001-2002 perform- 
ance followed the Ceres reporting framework. An 
independent committee of AEP‘s Board of Directors 
issued a landmark report in 2004 called An Assess- 
ment of AEPk Actions IO Mitigate the Economic 
Impacts qf Emissions Policies, the first of its kind in 
the United States. It evaluated the economic risks to 
the company posed by emissions policies. This report 
picks up where that one left off. We will report m u -  

“- 
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ally on the actions we are taking to manage our risks in 
today’s environment. 

COMPLETENESS, 
RELIABILITY & ACCIJRACY OF REPORTING 
American Electric Power does not yet have a formal 
information collection system for the GRI process. 
Each business unit collected and verified data for 
which it was responsible. Some of the data presented 
here are required to be filed with other entities (e.g., 
Chicago Climate Exchange) and are verified accord- 
ingly. We plan to develop a more complete informa- 
tion management system as part of our sustainable 
development initiative. 

REPORTING PRINCIPLES & GlJlDANCE 
We have reviewed GRI’s G3 Reporting Principles in 
an effort to provide a balanced and reasonable rep- 
resentation of AEP’s sustainability performance. 
These principles are materiality, stakeholder inclu- 
siveness, sustainability context, completeness, com- 
parability, accuracy, timeliness, clarity, reliability and 
boundary setting. 

CONTACT FOR 
QUESTIONS ABOUT THIS REPORT 
For additional information about this report, the GRI 
information on U P ’ S  web site or the company’s sus- 
tainability initiative, please contact Sandy Nessing at 
rnrrrcsshz~~ m p  L~(rm. 

Strategy & Management 

OUR STRATEGY FOR SLJSTAINABILITY 
Our corporate W o n ,  Mission, Sfralegv & Thlues state- 
ment outlines the principles that guide our business 
(11 WM ,IEPcoin obour n7iisioir). Our effort to integrate 
corporate responsibility with our business strategy and 
daily decision-making has prompted us to take a wider 
view of what a sustainable future looks like for AEP. 

We strive to put people first-the health and safe- 
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ty of our employees and the communities where we 
operate are our top priorities. We elevated oversight 
of environment, safety and health to a senior execu- 
tive level in 2005 and intensified our focus on prevent- 
ing injuries. Consequently, we are making significant 
progress in reducing both recordable and severity in- 
cident rates. But we failed to achieve our most fun- 
damental goal when an AEP employee and a contract 
worker died on the job last year. 

Our customers consider electricity to be a neces- 
sity, and they rely on us to meet their energy needs in 
ways that improve their quality of life and protect the 
environment today and for future generations. Our 
challenge is to keep electricity reasonably priced at a 
time when energy prices are increasing and expensive 
environmental controls and infrastructure enhance- 
ments are creating additional costs. At the same time, 
we have a responsibility to our shareholders to obtain 
adequate and timely recovery of AEP’s costs, includ- 
ing the opportunity to earn a reasonable return on the 
investments we make. 

OUR CHALLENGES & OUR 0PPOR”TUNITIES 
Our ability to address climate change will require new 
technology; support for economic energy efficiency 
programs and initiatives to help our customers man- 
age their demand; expansion of the transmission grid 
to facilitate renewable energy growth; continued avail- 
ability of greenhouse gas offsets; and additional plant 
efficiencies. These solutions come at a cost, zind we 
will seek the support of policymakers and regtlators 
to ensure we can recover our costs from these invest- 
ments while meeting new mandates. 

MANAGING OUR RISK 
AEP uses an enterprisewide approach for risk man- 
agement. Risks are managed throughout the company, 
subject to the overarching Enterprise Risk Manage- 
ment (ERM) Policy, whose overaU objectives are to 
review the company’s total risk profile and to assure 
accountability for the identification, measurement, 
evaluation and mitigation of risk. The ERM Policy 



establishes the following five key risk factors: Finan- 
cial Performance; Utility Business; Power Produc- 
tion; Work Force, Safety and Security; and Legal, 
Compliance and Other. The policy also establishes a 
Risk Executive Committee whose role is to approve 
and monitor these key risk factors of the company. The 
committee determines which risks require an indepen- 
dent assessment and those factors that are best mea- 
sured through functional unit reporting. 

CORPORATE GOVERNANCE - 
ETHICS & COR4Pl-lANCE 

AEP believes that ethical conduct is doing the right 
thing, at the right time, all the time. We want a culture 
that supports ethically sound behavior and instills a 
sense of shared accountability among employees. All 
employees, including our Chief Executive Officer, Chief 
Financial Officer and Principal Accounting Officer, are 
expected to abide by our Principles of Business Conduct 
to ensure we consistently conduct our business and our- 
selves in a legal and ethical manner. Our Principles of 
Business Conduct are approved by the Board of Direc- 
tors and employees are required to read and certify that 

Standard Disclosures 

Report Appiicatian Level c CC 
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they understand them. The Ethics & Compliance group 
also provides employees with a toll-free, anonymous 
Concerns Line that is available 24/7 to allow employees 
to report and receive help in addressing ethics issues. 

We actively ensure compliance with all laws and 
regulations. We regularly conduct internal audits to 
ensure that we are in compliance with Sarbanes-Oxley 
(SOX) requirements, internal financial policies and reg- 
ulatory code of conduct mandates. We also conduct fre- 
quent environmental audits and make constant adjust- 
ments to programs and activities to ensure that we stay 
in compliance with environmental laws and regulations. 

AEP's nuclear program has its own unique regula- 
tory requirements. We recognize the distinctive chal- 
lenges and rules that accompany OUT nuclear activities, 
and our Cook Nuclear Plant has its own compliance 
program, complete with a separate 24-hour hotline. 
This provides our employees at Cook with a ready out- 
let for addressing their concerns and takes into account 
the unique work in which they are involved. 

More information about AEP's ethics and compli- 
ance program and the Principles of Business Conduct 
can be found at wwiv 4,lPconr ?iziwrors-. 

e Bc A A+ 

I -  
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Public Policy Strategy 

, . _  . - ........ . .  . . .  . 

Desert S l y  Wind Farm, 
Iraan, Texes 

AEP‘s public policy strategy is simple-we 
want to work as partners with regulators, legisla- 
tors, community leaders and other stakeholders 
on issues of mutual interest in ways that create 
shared value. We seek to infiuence public policy, 
legislation and administrative proceedings to en- 
sure that we can continue to provide our custom- 
ers with safe, reliable, reasonably priced electric- 
ity in ways that protect the environment, while 
ensuring MP’s financial stability. 

Unlike most industries and corporations, 
electric companies such as AEP are not operating 
in a ffee market. The rates that we can charge our 
customers, and the rate of return that we can pro- 
vide to our investors, are determined by federal 
and state regulators. If we spend money that the 
regdators will not allow us to recover in rates, 
our investors lose. We can be deeply motivated 
by sustainability and a desire to “do the right 
thing” and think it makes good business sense. 
But we simply cannot spend money toward those 
goals if regulators will not allow us to recover 
those expenditures. 

We need laws and regulations that allow 
us to invest in more sustainable ways of doing 
business while providing our customers and in- 
vestors with what they need. This will take the 
cooperative efforts and combined energy of our 
company, our industry and our stakeholders 
working together with legislators and regulators. 

To foster stronger relationships with ow 
local communities and their leaders, we reestab- 
lished our operating company model in 2004 to 
bring business decision-making closer to our cus- 
tomers and stakeholders. We wanted more local 
presence to create the opportunity to work collab- 
oratively for the best solutions for our customers 
and the economic growth of the states we serve. 

We have identified seven public policy ob- 
jectives that are critical to AEP’s sustainability: 

Produce electricity safely, reliably and at a rea- 
sonable price; 

Expand and reinforce the transmission iniia- 
s tn~ctur~ to create a grid that can reduce con- 
gestion, line losses and, thereby, energy costs; 

+ Meet the growing demand for electricity; 
9 Help our customers manage their consumption 

through energy efficiency programs as a means 
to balance the impact of rising costs of fuel, envi- 
ronmental compliance and infrastructure needs, 

* Increase environmental protection through rea- 
sonable and voluntary efforts; 
Ensure regulatory cost recovery for generation, 
transmission and distribution investments as 
well as environmental compliance; and 
Provide a reasonable rate of return for share- 
holders, helping to ensure financial stability re- 
quired to meet the above goals. 

CH AL LEN G ES 
The changing political landscape presents an 
enormous challenge for AEP and all electric 
companies. The 2006 elections brought many 
new federal and state legislators to Washington 
and the state capitals, and new regulators to our 
service temtory. We have begun to reach out and 
work with them to address the following consid- 
erations as they affect AEP and our customers: 

We believe that coal must continue to be a key 
part of our baseload generation. Otherwise, 
our customers’ electricity will be more expen- 
sive, businesses in our service territory will 
lose their competitive advantage and future 
economic growth will be adversely impacted. 
We must upgrade and expand the transmission 
grid in a timely manner. Otherwise, the poten- 
tial exists for rolling brownouts and blackouts 
during peak demand periods. National security 
and economic vitality would be affected. 
We will continue to deal with an aging distribu- 
tion inffastructure and promote the investment 
in technologies that create a better-performing 
grid. Failure to succeed could result in recur- 
ring outages. 

Corporate Responsibi!irf Reparl 2006 9 
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We need to secure cost recovery for our clean 
energy initiatives, which include the latest, 
most environmentally friendly technologies 
and protocols (e.& IGCC, ultra supercritical, 
carbon capture and storage, wind, biomass, de- 
mand side management and energy efficiency 
programs). Otherwise, we may have to forgo 
these advances and resort to current pulverized 
coal technologies. If we cannot recover our 
costs, we cannot make these investments in a 
cleaner environment. 
AEP will play an active role in the policy de- 
bate as the United States moves toward carbon 
controls for greenhouse gas (GHG) emissions. 

We will make any necessary adjustments to our 
current strategy and the voluntary reduction 
targets we have already committed to with the 
Chicago Climate Exchange (CCX). 

ADVOCACY ACTIONS 
TO ACHIEVE AEP’S OBJECTIVES 
AEP plans to achieve these public policy objec- 
tives by working with federal and state lawmakers 
and regulatory commissions and, where appropn- 
ate, utilizing stakeholder coalitions to enhance 
these efforts. We believe this strategy will best 
yield progessive public policies that serve the 
public interest and meet our corporate goals. 

Average Retail Price 
Per kWh for all Sectors & 
Percent of Coal Generatic 





Rebted web links: www/iEP.com 

Climate Change 
As one of the nation‘s largest consumers of 
coal-a source of carbon dioxide, a greenhouse 
gas (GHG)-AEP has carefully considered vari- 
ous solutions for reducing GHG emissions, both 
voluntary and mandated, and the potential im- 
pact of each on our company and our stakehold- 
ers. We support a reasonable approach to carbon 
controls in the United States. 

We have already acted to curtail our own 
GHG emissions, and we have a comprehensive 
strategy in place to reduce, avoid or offset our 
future GHG emissions. The cornerstone of our 
plan draws upon our experience as a technology 
leader; we plan to install carbon capture on two 
existing coal-fired power plants -the first com- 
mercial use of this technology. Our plan also 
includes wind generation and other renewables; 
domestic GHG offsets through agriculture, for- 
estry and other projects; power plant eficiency 
improvements; and energy efficiency programs 
with our customers. 

Throughout our 100-year history, we have 
led our industry in advancing technology. We 
believe the time is righc with climate legislation 
on the horizon, to advance carbon capture tech- 
nology to a commercial scale. In March 3007 
we signed memarandums of understanding with 
world-renowned technology providers for carbon 
capture and storage. The “commercial valida- 
tion” project will be conducted at our Mountain- 
eer Plant in West Virginia. The first-of-its-kind 
commercial carbon capture project will begin 
operating at Northeastern Station in Oklahoma 

These projects will employ a chilled ammo- 
nia carbon capture technology. Laboratory testing 
has shown that this process has the potential to 
caphlre more than 90 percent of CO2 at a lower 
cost than other technologies that could be retro- 
fitted at pulveriied coal power plants. A vendor- 
sponsored project to demonstrate the technology 
will be completed on a 5-megawatt (MW) (ther- 
mal) slipstream fiom a Wisconsin plant in 2007. 
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We will then install the technology on AEP’s 
1.300-MW Mountaineer Plant as a 30-MW prod- 
uct validation in mid-2008. It is designed to cap- 
ture up to 100,000 metric tons of C02 per year, 
which will be stored underground in deep saline 
aquifers. Battelle Memorial Institute will serve 
as our consultant on geological storage. 

Once it is proven to be successful at Moun- 
taineer, we will install the technology on one of 
the 450-MW coal-fired units at Northeastern Sta- 
tion in Oklahoma in late 2011. When in service, it 
is expected to capture about 1.5 million metric tons 
of CO? per year, which will be used for enhanced 
oil recovery” This post-combustion carbon capture 
system is suitable for both existing plants and new 
plants and uses less energy to capture COZ than 
other technologies currently being tested. 

A second carbon capture technology we 
plan to bring to commercial operation involves 
oxy-coal combustion. This technology uses pure 
oxygen for the combustion of coal. Current gen- 
eration technologies use air, which contains ni- 
trogen that is not used in the combustion process 
and is emitted with the flue gas. By eliminating 
the nitrogen, this process leaves a flue gas that 
is a relatively pure stream of CO2 that is ready 
for storage. At commercial scale, the C02 likely 
would be stored in deep geologic formations. 

Our vendor will complete a pilot demon- 
stration this summer followed by a retrofit feasi- 
bility study. Once satisfied that the technology is 
viable, we will select an existing power plant for 
commercial-scale oxy-fire installation. We ex- 
pect this technolog to be in service on an AEP 
plant between 2012 and 2015. Learn more about 
these projects at II iiw .CPcont. 

The viability of storing carbon dioxide un- 
derground has been the focus of a $4.2 million 
carbon storage research project, led by Battelle 
Memorial Institute, at our Mountaineer Plant. 
The study site will be transformed into storage 
when C02 is captured from the chilled ammo- 

http://www/iEP.com


nia capture process on Mountaineer once it is in 
service. The &month study of the potential of 
geologic storage of CO2 has been taking place 
in the heart of the largest concentration of fos- 

8 
sil fuel-fied power plants in the United States. 

Ncw technology is central to AEP’s 
ciirna:e poiicy Our smpioyees have 
the knowledge :o make i t  hapocn 

our utility commissions, environmental regula- 
tors and other key constituencies in states that 
have jurisdiction over the plants selected €or these 
technology retrofits to determine appropriate cost 
recovery and the impact to our customers. 

Whereas AEP has championed voluntary 
efforts to curb GHG emissions, we also believe 
that we need a committed, consistent national 
policy. Such a program must not create trade im- 
balances that would damage the US .  economy 
or impede our ability to provide reliable, reason- 
ably priced electricity to our customers. We be- 
lieve domestic GHG programs should be based 
upon the following criteria: 

Comprehensiveness: All GHGs and all sources 
of emissions and sectors of the economy must 
be included. 

* Cost-effectiveness: Reductions should occur 
in a reasonable, achievable time frame. Along- 
term price signal for carbon that allows contin- 
ued economic competitiveness for U.S. industy 

Results of this study have already enhanced the 
understanding of geology along the Ohio-West 
Virginia comdor and surrounding areas of the 
Midwest, where deep, thick saline sandstone for- 
mations will provide secure underground storage 
for captured COa. 

The investments we make to bring these 
technologies to commercial scale for use on 
existing coal-fired power plants will ensure the 
long-term viability of our existing generation and 
will augment already announced investments in 
clean-coal technologies, as well as other strate- 
gies to reduce GHG emissions. 

We will seek funding support f2om the US. 
Department of Energy to advance these technolo- 
gies for commercial use. We will also work with 
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and stimulates investments in zero- or low- 
carbon technologies or processes should be 
evident. The propram should also provide reg- 
ulatory preapproval for recovery of cost-effec- 
tive energy efficiency and demand side man- 
agement programs. 
Realistic emission control objectives: Recog- 
nizing that climate change reversal will require 
consistent efforts during this century, we need 
realistic goals and schedules that address the 
problem while minimizing economic costs and 
avoiding premature retirement of existing pow- 
er plants. A national policy also should ensure 
compliance time lines that are consistent with 
the expected development and deployment of 
needed technologies. 
Monitoring, verification and adjustment 
mechanisms: Rigorous and credible monitor- 
ing and verification of GHG emissions and 
reductions will be necessary to build a founda- 
tion for market-based instruments. 

0 Technology development and deployment: 
The only way to stabilize atmospheric GHG con- 
centration without limiting economic growth 
is to develop and deploy low-carbon technolo- 
gies for the global production and consumption 
of energy. We need reliable and long-term pub- 
lic and private funding to support technological 
breakthroughs, including carbon capture and 
storage for new and existing plants and other 
clean-coal technologies. 
Adjustment provision: A legislative provision 
should be made for adjusting the U.S. commit- 
ment if the largest emitters in the developing 
world, who are manufacturing competitors 
with the United States, do not take comparable 
action to cap or reduce their emissions. 

We took steps that resulted in GHG emis- 
sions offsets long before climate change was 
considered a problem. AEP began planting trees 
in the 1940s to restore f m  acreage that was no 
longer viable for agriculture. That program was 



Adm. C a s e  No. 2007-00477 
Commission Staff 1 st S e t  of Data Requests 

Order dated November 20,2007 
Item No. 6b 

P a g e  18 of 55 

CLIMATE 
LEADERS 
U S Environmental Protection Agency 

................................... 
: AEP was a founder of CCX in i 
I 2303. CCX's CEO is Richard L. i 
i Sandor, who has been a { 
i mernbsrofUEFs Eoard of f 
: Direcrors since 2300. Because : 
: of the relaiionship between ; 
f AEP and CCX. Mr. Sando: is i 
i not considsred an indepen- i 
i dent director under NewYork 
: Stock Exchange rdes. ................................... 

expanded to reclaim former coal fields, many of 
which were opened for public use, and AEP has 
since planted an estimated 62 million trees. In 
1995 alone we initiated a five-year commitment 
to plant 15 million trees as part of the U S .  De- 
partment of Energy's Climate Challenge Project. 
We have invested in a number of major inter- 
national and domestic forestry projects that are 
expected to store millions of tons of C02 emis- 
sions. To learn more about what the electric util- 
ity industry is doing to protect the environment, 
visit iwv e 7  04'. 

In 2003 AEP became a founding member of 
the Chicago Climate Exchange (CCX), the first 
voluntary GHG credit trading system in the Unit- 
ed States. We committed to reduce or offset GHG 
emissions by 1 percent in 2003,2 percent in 2004, 
3 percent in 2005 and 4 percent in 2006 below 
baseline emission levels (an average of 1998-2001 
annual emissions). These reductions are cumula- 
tive and are adjusted to account for divestitures, 
acquisitions or retirements of older power plants. 
In 2005, we announced we would extend our 
CCX commitment to achieve further reductions 
or offsets in emissions during 2007-2010, reaching 
an annual target of 6 percent by 2010. CCX allows 
for flexible, cost-effective compliance with these 
targets by facilitating emissions trading (buying 
and selling of emission allowances) and banking 
of emission reductions (i.e., saving excess reduc- 
tions in one year to use in a later year). More in- 
formation about the Chicago Climate Exchange is 
available at l i l t  w c  h f m g x h u 1 c x  i'om 

Today, AEP's adjusted carbon emissions 
baseline is 155 million metric tons. The total 
cumulative C02 equivalent reduction require- 
ment to meet the CCX commitment is approxi- 
mately 46 million metric tons by 2010. Through 
2006 we have achieved approximately 31 million 
metric tons in reductions, SO we are well on our 
way to reaching our target. 

We monitor our COz emissions through 

Continuous Emission Monitors (CEMs) and re- 
port them to the 1J.S. Environmental Protection 
Agency. Under our participation in CCX, very 
detailed measurement protocols have been 
developed that ensure the veracity of the reduc- 
tions and offsets. These emission reports are 
audited by the NASD, which is the auditor of 
CCX. Our emissions also are registered and 
monitored through our participation in the EPA's 
Climate Leaders program. We anticipate using 
similar protocols to monitor and veri@ offsets in 
the future. 

To meet our CCX obligation, we have taken 
a variety of actions. These include: 
* Improving the efficiency of existing power 

plants to reduce C02 emissions per net kilo- 
watt hour; 

'Adding wind generation to our system, focused 
on our western states, to displace the use of 
fossil fuel generation; 
Improving the availability and increasing gen- 
eration fi-om our Donald C. Cook nuclear power 
plant, which achieved record generation levels 
during 2004 and 2005; 

* Retiring older and less efficient gas steam units 
in AEP's western region and two coal units in 
our eastern region; 

* Substantially reducing the leakage rate of sul- 
fur hexafluoride (SF6), a potent GHG, from 
transformers by approximately 90 percent; and 

* Conserving trees and reforesting lands in the 
United States and internationally. 

Despite these commitments through 2010, 
if no further actions afe taken we project that 
our emissions will begin to increase by about 
10 million to 15 million tons annually between 
2011 and 2020 as we build four new power plants. 
In response to our new plant construction, and 
our vehicle and aircraft emissions, we will re- 
duce approximately 5 million metric tons more 
of C02 per year through these offsets, including: 
* Purchasing 1,000 MW of new wind power, 
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AEP‘s Cook CoalTerminal, 
Merropolis, Illinois 

including the company’s first wind energy in its 
eastern states, to offset 2 million metric tons of 
0 2 ;  

Investments in domestic offsets, such as meth- 
ane capture and destruction from livestock ma- 
nure or landfills, or other domestic projects, to 
offset 2 million metric tons of C02; 
Tripling our investment in forestry projects to 
offset 500,000 tons; and 
Offsetting all of our emissions from our corpo- 
rate automotive fleet and aircraft: to achieve a 
200,000-ton reduction. 

Additional actions, including our carbon capture 
and storage program, will help offset the anti- 
cipated growth in AEP’s carbon footprint 

We are also investing in other new clean- 
coal technologies, including Integrated Gasifica- 
tion Combined Cycle (IGCC) and ultra super- 
critical (USC). AEP filed plans with regulatory 
commissions in West Virginia and Ohio to build 
commercial-scale IGCC plants that will be capa- 
ble of capturing and storing C02. IGCC technol- 
ogy may enable AEP and the United States to use 
its vast supply of coal while limiting GHGs. Un- 
like a traditional pulverized coal plant that grinds 
coal to a fine powder and then burns it, IGCC 
converts coal to synthetic gas before it is burned. 
Emissions such as nitrogen oxide, sulfur dioxide 
and mercury are removed from the gas stream 
more efficiently and completely. The remaining 
gas is then burned to create eIectricity. IGCC can 
produce a two-fold climate benefit: more energ 
per pound of coal consumed than current pulver- 
ized coal technologies and a more efficient cap- 
ture process for traditional emissions. 

Once captured, CO2 can be stored by in- 
jecting it into the ground or can be used in other 
ways, such as for enhanced oil recovery, replac- 
ing more energy intensive methods and further 
reducing GHGs. 

AEP also filed plans to build two USC plants 
in our western service territory: the 600-MW 

John W. Turk plant in Hempstead County, Ark., 
and the 950-MW Red Rock Generating Facility 
near Red Rock, Olrla These will be the est USC 
plants in the United States. 

USC generation operates at higher tem- 
peratures than supercritical generation, yielding 
higher efficiencies and lower emissions than 
supercritical plants. The efficiency is similar 
to IGCC, but the carbon capture technology 
for USC has not been fully developed yet. We 
believe our investment in the chilled ammonia 
capture process will help to advance this. AEP 
selected USC technology in the Southwest, and 
not IGCC, because western coal requires a new 
type of IGCC gasifier technology that has not 
been demonstrated. To protect our customers and 
shareholders, we could not make this investment 
without performance guarantees from the manu- 
facturer, which we could not obtain. 

Our USC plants will be paired with state- 
of-the-art emission control technologies, such 
as selective catalytic reduction (SCR) systems 
for lower NOx emissions; dry flue gas desulfur- 
ization (FGD) systems for SO? reductions; and 
state-of-the-art baghouse technology for mer- 
cury and particulate emission reductions. 

In addition to these plans, we continue to 
support the U.S. Department of Energy’s Future- 
Gen project, in which AEP is a partner. FutureCen 
is a 275-MW project designed to demonstrate a 
near-zero-emissions coal power plant with an in- 
tegrated gasifier using capture and storage. With 
IGCC technology, the FutureGen project expects 
to achieve 90 percent carbon emission reduction. 
More information about FutureGen is available at 
I I  I I  11’ ~ i t i c i i l ~ ~ n ~ r l l i t r r l c c  ag .  

Other Actions We’re Taking 

Improved power plant efficiency enables AEP to 
generate the same amount of power with less fuel 
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inisorated Gasificarion Combinsd Cycle technology convetts coal into a gas before it is biimed. Many of the pollutants, such ils sulCur dioxide, 
nitrogen and mercury, are more efiiciontly and conplstely rernovsd before combusion. 

and correspondingly fewer emissions, including 
fewer GHGs. Although plant improvements are 
usually capital intensive and require significant 
lead time, they are attractive if they can displace 
building or acquiring generation. Our long-term 
goal is to achieve a reduction of one million met- 
ric tons of GHGs by improving power plant ef- 
ficiency. Between 1990 (the baseline year) and 
2005, AEP cumulatively reduced C02 emissions 
more than 15 million metric tons through power 
plant efficiency improvements. 

The potential for wind and biomass are avail- 
able throughout AEP’s service area and can help 
slow the growth of our GHG emissions. We are 
seeking long-term power purchase agreements 
that will add 1,000 MW of wind by 2011. These 
agreements will enable us, for the first time, to 
serve customers of Indiana Michigan Power 
and Appalachian Power with wind energy. AEP 
currently owns two wind farms in Texas with 
a total capacity of 310 MW and has long-term 
agreements to purchase 467 MW of output from 

h r o o r a t e  Responsibility Reno:: 70% 
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wind farms in Oklahoma and Texas. We support 
federal and state policies that reduce electricity 
production costs from these technologies, such 
as production tax credits and assurances fkom 
state regulators for recovery of investments. 
New hydroelectric and solar energy resources 
are generally not available in AEP states in suf- 
ficient quantity and quality. 

Some residential customers would like elec- 
tricity generated only from renewable energy re- 
sources. AEP and state regulatory commissions 
need to collaboratively design offerings to be at- 
tractive to consumers in all of our jurisdictions. 
Through these partnerships with commissions, 
increased operating costs for greener energy op- 
tions should be preapproved for recovery to pro- 
vide regulatory certainty for the company and 
increased value for AEP’s shareholders. 

DEMAND SIDE 
MANAGEMENT & ENERGY EFFICIENCY 
We seek to promote the wise and efficient use of 
our product. By doing so, we help to ensure that 
investments in plants are maximized and that 
fiiture investments are based on true need. Using 
existing resources wisely and conserving energy 
are alternatives to building capacity. Demand side 
management (DSM) and energy efficiency pro- 
g a m s  also help us to reduce, offset or avoid GHG 
emissions and reach other environmental goals. 

AEP customers historically have enjoyed 
some of the lowest electric rates in the nation, 
making DSM and energy efficiency program 
costs difficult for customers and regulators to ac- 
cept. But as all energy costs increase, DSM and 
energy efficiency initiatives are expected to play 
an increasing role in reducing demand. 

We review our DSM and energy efficiency 
policy constantly, and we are considering op- 
tions to advance programs in our service ter- 
ritories. We believe strongly that results-driven 
and cost-effective efforts in this area are integral 

to AEP’s sustainability. We will need our regu- 
lators’ support S we are to take a significantly 
more aggressive approach to making DSM and 
energy efficiency programs viable in terms of 
cost recovery. Learn more about our programs in 
Texas and Kentucky at I I W I  AEPccirn C I  DSM. 

TRANS M I SSI 0 N 
If we are able to build new, interconnected trans- 
mission in the United States as currently planned, 
we will lower market congestion costs to con- 
sumers, open new markets for renewable energy 
and allow for better use of rights-of-way where 
transmission is built. We also will enable new 
generating technology to replace older, less ef- 
ficient plants. Learn more about our efforts in the 
Energy Seciirioi, Reliability & Growth section of 
this report. 

Sulfur hexafluoride (SF6) is one of the most 
potent greenhouse gases used by electric utili- 
ties. Used as an insulator in electric transmission 
and distribution equipment, one pound of SF6 
has the same global warming impact as 11 tons 
o f  C02. As a charter member of the U.S. EPA’s 
SF6 Emission Reduction Partnership since 1999, 
M P  has significantly reduced emissions, which 
occur primarily through leakages in circuit break- 
ers. Our SF6 emissions rate has dropped from 
IO percent in 1999 to less than 1 percent in 2005, 
and we continue to work to improve. 

DISTRIBUTION 
TRANSFORMER EFFICIENCIES 
Distribution transformers reduce the voltage of 
electricity before it is delivered to customers. 
AEP supports higher efficiency standards recent- 
ly proposed by the US.  Department of Energy 
because they help us to improve efficiency and 
reduce line losses, making more power available 
for customers and reducing C02 emissions. We 
have already begun to implement these new stan- 
dards (also known as TSL2) and we support a 
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Asia-Pacific Partnership sxchange 
program visit AEP's Muskingun 
River Plant in 2805 

move to even higher standards, staling in 2013. 
The relative scarcity and expense of materials 
needed to cost effectively build, operate and 
maintain transformers to these higher efficiency 
standards may be a challenge. 

Greenhouse Gas Offsets 

FORESTRY PROJECTS 
AEP has planted or is protecting trees in North 
America and South America. Among our major 
projects are the Noel Kempff Mercado Climate 
Action Project, Bolivia; Guaraquecaba Climate 
Action Project, Brazil; UtiliTree and PowerTree 
Carbon Companies and the Catahoula National 
Wildlife Refuge Project, United States. The AEP 
Foundation made a $2 million contribution in 
2006 to reforest areas of Guatemala that were 
devastated by hurricanes. Whereas AEP will not 
earn carbon credits for this particular project, it 
represents a significant additional investment in 
forestry. Our intent for the future is to place a 
greater emphasis on new forestry projects in the 
United States and to triple our annual investment 
in forestry. Learn more about these projects at 
\l11'1l ,-$ EP COW, Cr-~OW.St73' .  

VEFilCLES & PLANES 
The 11,000 on- and off-road vehicles in the AEP 

fleet used almost 5.5 million gallons of gasoline 
and 4.7 million gallons of diesel in 2005, the lat- 
est year for which numbers are available. We 
plan to reduce fuel consumption in 2007 and 
expand the number of hybrid and alternative 
fuel vehicles so that by 2008, 10 percent of our 
light-duty vehicle acquisitions will be hybrids or 
alternative fuel vehicles. We also will offset our 
vehicle Beet and corporate aircraft emissions by 
200,000 metric tons annually. 

At the same time, we are partnerins with 
DriveNeutral. a grassroots, nonprofit organiza- 
tion that sells emission offsets, to encourage our 
employees to purchase credits to offset the emis- 
sions of their personal vehicles. DriveNeutral 
is a member of the Chicago Climate Exchange. 
More information about DriveNeutral is avail- 
able at www drhtmnfi  ai 0%~. 

METHANE CAPTURE 
Methane is the second largest contributor to 
GHG emissions after carbon dioxide. Methane 
comes fiom landfills, coal mines, oil and gas 
operations, and fiom livestock, in the form of 
manure. Although lower in volume, methane 
is more than 20 times more potent than Co;! in 
trapping heat in the atmosphere. Livestock waste 
contributes about 8 percent of the human-related 
methane created in the United States, according 
to the US. EPA. AEP is planning to develop off- 
system projects such as the capture and destruc- 
tion of methane from livestock or landfills. More 
information about methane is available at 11 wit 

epo go.ry< 1ncrlinn~7. 

OrHER PROGRAMS & PARTNERSHIPS 
AEP participates in many programs and partner- 
ships that address GHGs. Among them are the 
e8, the Asia-Pacific Partnership, Climate Lead- 
ers, Climate Resolve and the Carbon Capture 
Project. Learn more about these programs and 
partnerships at Ii'v 11.4f?P~~vn cr  PCll'fG."lShij?5. 





Refated web links: WWW epa gov Adm. Case No. 2007-00477 
Commission Staff 1st Set of Data Requests 

Order dated November 20,2007 
item No. 6b 

Page 24 of 55 

Ei-ivironrnental Performance 

................................... 
i fSO‘i4001: 
i International Organization for ; 
: Standardization; an snviron- ; 
: menial management systsrn. 

i QHSKS 18001: 

: Occupational Health & S8Tety ; 
: .Assessment Specification; a I 
: heairh & safety rnanagcrnen-l i 
: system. ................................... 

.................................. : 
i Opacity is a measure of the 

i the power plant stack and is 
i s rough indicator of paeicu- 
: late emissions 

i 

f 
appearance of the gas exiting 

................................... 

Hybrids. such a s  this !;ne truck, 
will help 4EP reduce emissions 
from OIJI I? ,000-vehicle fieer. 

Protecting our natural resources is a constant 
and serious responsibility. Generating, transmit- 
ting and distributing electricity have environ- 
mental impacts. Our goal is to do our business 
with as few adverse environmental impacts as 
possible and in compliance with all local, state 
and federal laws and regulations. We also hope 
to enhance the environment when we can. 

QVERAIL PERFORMANCE 
Whereas we had excellent overdl environmen- 
tal performance last year, we had mixed results 
meeting specific environmental targets estab- 
lished for internal performance tracking. We did 
well witb our water discharge permit require- 
ments, oil and chemical spills and opacity. 

However, we can do better. We received 
nine notices of violation for non-compliance in 
our generation and distribution businesses. The 
fines were approximately $25,000 and correc- 
tive actions were taken. Our goal is zero notices 
of violation. 

The results of our internal environmental 
audits are encouraging. In 2006, environment- 
al programs at 16 facilities-power plants and 
operating company facilities-were audited and 
found to be in substantial compliance with reg- 
ulations and company policies. Compared with 
2005, the audit results indicate a reduction in the 
number of findings of issues to be addressed. 
Most findings were related to deficiencies in 
record keeping and training. Audit results are 
routinely reported to the Board of Directors. Our 
auditors are certified by the Board of Environ- 
mental Auditor Certifications and most have 
completed IS0 14001 Lead Auditor Training. 

MESH-ING FOR ENVIRONMENT, 
SAFETY & HEALTH EXCELLENCE 
We made a serious commitment to improve our 
environmental performance when we launched 
MESH-Mana.g.$ng Environment, Safety and 

Health. MESH is designed to conform to the in- 
ternational standards IS0 14001 for environmen- 
tal management systems, and OHSAS 18001 for 
safety and health management systems. 

Conformance to these standards will estab- 
lish a powerful, cost-effective way to improve 
our performance and go beyond what’s necessary 
for compliance. The 1SO 14001 system identifies 
significant environmental aspects associated with 
our operations and requires actions to eliminate 
or minimize their impacts. The system creates a 
continuous improvement cycle whereby we rou- 
tinely assess our performance and take correc- 
tive and preventive actions to further reduce our 
environmental impacts. 

Because our power plants create our larg- 
est environmental impacts, we began MESH in 
four power plants in 2006, but the environmental 
management system is being designed for com- 
panywide implementation. Eight more power 
plants will begin implementation in 2007. 

COMMITTED TO CLEAN AIR 
Air emissions are our biggest environmental 
challenge. Coal contains almost every chemical 
eIement and burning it creates emissions, includ- 
ing sulfur dioxide (SO?), which contributes to 
acid rain; nitrogen oxide (NOx), which contrib- 
utes to smog; particulates, which contribute to 
haze; mercury (Hg); and carbon dioxide (COz), 
a greenhouse gas. 

We will invest $3.6 billion by 2010 to meet 
the requirements of the Clean Air Act‘s acid rain 
program and the US. EPA’s NOx State Imple- 
mentation Plan rule, as well as the initial require- 
ments of the Clean Air Interstate Rule and Clean 
Air Mercury Rule. Our investments include the 
design, construction and operation of emissions 
controls on existing power plants. Flue gas de- 
sulfurization (FGD) systems are in seven plants 
and under construction at six others. Selective 
catalytic reduction (SCR) systems are in eight 

21 Corporate Resporisibiiity Repo:: 9036 
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- io comply with the increasing 
number of environmental regula- 
tions, AEP has continued out 
invssttnent in coal fleet environ- 
mental improvemanrs in 2036. 
By 2010 we will have invested 
$3.6 billion in projecTs to reduce 
emissions of s u h r  dioxide, niwo- 
ger; oxide and mercury 

plants and in progress at two others. 
Conversion to low-sulfur coal at one unit of 

our Tanners Creek Plant in Indiana was completed 
last year. More than 45 percent of our coal-fired 
power plant capacity wiu be equipped with SCRs 
and more than 48 percent will have FGDs. These 
actions are projected to reduce NOx emissions by 
79 percent and S% emissions by 65 percent from 
1994 levels by 2010, while generating 17 percent 
more electricity annually. Mercury emissions will 
decline an additional 55 percent from current 
levels by 2010. 

The improvement in SO2 and NOx environ- 
mental performance at our coal plants was a 
trade-off. Pollution control systems consume 
additional energy and reduce plant efficiency per 
unit of electrical output. In addition, SO1 scrub- 
bers will increase C02 emissions as the limestone 
chemistry captures S a  but releases COz. 

Installing leading-edge technology can 
sometimes create unexpected consequences. This 
occurred at AEP's Gavin Plant, near Cheshire, 
Ohio, after SCR equipment was installed to re- 
duce NOx emissions in 2002. The SCR equip- 
ment reduced the NOx emissions but also cre- 
ated bluish plumes (sulfur trioxide) that touched 
down in Cheshire and caused considerable com- 
munity upset. 

We took immediate steps to mitigate the 
blue plume and fixed the problem within months. 
We developed a process that we intend to use 
to control emissions at other power plants 
equipped with both FGDs and SCRs. The Gavin 
Plant experience was a paidid and costly lesson, 
but resulted in a solution to prevent the same 
consequences at other plants. Learn more about 
this experience online at ii'iri('.?EIJ~on?,i-r.. 

Managing Waste 
PEP has a comprehensive waste management 
system. However, we do not track the total weight 

of the general rehse that is generated and dis- 
posed fiom our facilities; but we do track many 
special waste streams, including hazardous wastes 
and polychlorinated biphenyl (PCB) wastes. It is 
difficult to track or quant@ when some waste 
streams were generated; thus it is not always 
possible to provide context around some of the 
waste management statistics we will report this 
year. Our Toxic Release Inventory (TRI) report is 
available on our web site. For a full waste man- 
agement summary, visit wiiw .4EPcont*crGRI. 

PCB WASTES 
PCBs are mixtures of chlorinated hydrocarbons 
that have been used in industry since the 1930s. 
They were used in oil-filled electrical equipment 
until the manufacturing of PCBs was banned 
in 1979 as a h o r n  carcinogen. PCBs can be 
found in the insulating fluid of electrical equip- 
ment and in various other applications (e.g., 
hydraulic systems, heat transfer systems, paints, 
varnishes, plastics, adhesives and lubricants). 
The U.S. EPA considers all PCB mixwes to 
be toxic. The EPA stringently replates the use, 
storage and disposal of PCBs. 

Even though continued, non-leaking appli- 
cations of PCBs are allowed, our internal policy 
goes beyond environmental compliance. We are 
making determined efforts to eliminate PCBs 
from our system through planned phase-outs and 
normal equipment retirement. We have voluntari- 
ly removed, disposed of and replaced more than 
12,000 PCB and PCB-contaminated transformers 
and more than 4,500 PCB capacitors since 2000 
and we plan to eliminate all PCB equipment in 
the power plants in the coming years. 

We had 1,487 documented spills from electri- 
cal equipment in 2006. Only a fragment o f  these 
involved PCBs, and most were small spills due 
to downed equipment largely caused by weather 
or vehicles. We made the proper notifications and 
cleaned all spills in a timely fashion. 

http://www.AEP.com
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We were able to reuse nearly 44 percent of CCPs 
in 2005 by selling them for use as concrete addi- 
tives, structural fill, road beds, grit for ice con- 
trol, abrasives and acid mine drainage neutraliza- 
tion and in wallboard production. CCPs from our 
power plants were used in projects ranging from 
the Dallas-Fort Worth airport's terminal expan- 
sion to highway construction projects in West 
Virginia and Indiana Reuse of CCPs in 2005 
resulted in approximately $20 million in avoided 
costs that would otherwise have been incurred to 
operate and maintain permitted landfills for these 
byproducts. This cost savings varies annually. 

The CCPs that cannot be reused are disposed 
of in licensed and permitted landfills or regulated 
wastewater pond systems. Pollution control is de- 
signed into these systems to keep them in compli- 
ance. We strongly support the Coal Combustion 
Products Partnership (CZPZ), a federally sponsored 
program that promotes the beneficial use of CCPs. 
(2006 data were not available for this report but 
will be posted to irww..tIEPi-om when they are.) 

(CCP)-the solid byproducts of burning coal. ............ "*.................",.. 

TOTAL NlJMBER & 
VOLUME OF SIGNIFICANT SPILLS 
In a normal year, AEP experiences one or two 
equipment failures that result in the release of 
must of their oil. Because we have prepared oil 
spill countermeasure and containment plans for 

all large station transformers, the bulk of these 
spills are contained on site. 

Additionally, AEP uses relays to protecf trans- 
formers in a manner consistent with industry 
standards and manufacturers' recommendations to 
avoid tank ruptures. Unfortunately, some failures 
can still occur and may result in both an oil spill 
and a fire. These require a coordinated response, 
involving many groups within M P ,  local fire 
departments and safety and health professionals. 

In addition, we have about 1,300 mineral oil 
spills per year from electrical equipment dam- 
aged by weather or vehicle collisions and peri- 
odic chemical spills that are cleaned up imme- 
diately. If the amount of a spill meets or exceeds 
the associated reporting threshold, it is reported 
to the appropriate regulatory agencies. 

AEP does not need or hold a Resource Con- 
servation and Recovery Act (RCRA) Hazardous 
Waste permit as a Treater/Storer/Disposer of 
RCRA Hazardous Wastes. Certain wastes are 
treated or burned at our facilities as allowed un- 
der existing hazardous waste iimits within the 
regulations. Typically our facilities are either 
Conditionally Exempt Small Quantity Gen- 
erators of RCRA Hazardous Waste or a Small 
Quantity Generator. 

Occasionally a facility will become a Large 
Quanti9 Generator ofRCRAHazardous Wasteas 
a result of an episode, such as chemically clean- 
ing the insides of the boiler tubes. In 2006 AEP 
generated and disposed of or recycled 251.352 
pounds of RCRA Hazardous Waste, of which 
51,000 pounds were consumed as file1 or evapo- 
rated. About 190,000 pounds were landfilled. and 
22,076 pounds were recycled. For more detailed 
information, please visit \niv ,IEPcnin CI GAT. 

RECYCLING EFFORTS 
Office waste recycling has long been common 
practice in corporate America. We have a recy- 
cling program but know we can do significantly 
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more to reduce our office waste stream. Last year 
we formed a team to review our practices and 
develop a plan to increase recycling and reduce 
the amount of office waste going to hdfills. For 
detailed information about our 2006 recycling 
efforts, visit I! W W A  EP com’cn ,GI?/. 

NUCLEAR WASTE 
AEP’s Indiana Michigan Power Co. (I&M) oper- 
ates the Donald C. Cook Nuclear Plant, a two- 

unit facility in southwest Michigan. It generates 
on average 225,000 pounds per year of low-level 
radioactive waste (LLRW), which is packaged at 
the plant and sent to contract waste processors in 
Tennessee. They minimize the volume and quan- 
tity of waste before shipping it to two licensed 
disposal facilities, the Barnwell Radwaste Dis- 
posal Facility in Barnwell, S.C., and the Enviro- 
care Waste Disposal Facility in Clive, Utah. 

South Carolina state law requires the Barn- 
well facility to close in 2008. The Cook Plant 
site includes a LLRW storage facility that has the 
capacity to hold approximately 10 years worth 
of LL,RW. 

The Cook Plant also generates high-level 
radioactive waste, primarily in the form of spent 
nuclear fuel. I&M signed a contract with the U.S. 
Department of Energy (DOE) in 1983 for the 
disposal of spent fuel. Under the contract, l&M 
customers have been paying into the Nuclear 
Waste Fund for power purchased since 1983. To 
date, I&M has paid $246 million to the fund. In 
addition, customers have funded a separate exTer- 
nal trust for this same purpose. As of December 

surface-mincd land in Ohio fs 
home toThe Wilds, a wildlife 
conservetion center. 

31,7006, the trust’s balance was $273 million. 
In return, the DOE committed to begin ac- 

cepting spent fuel for disposal in 1998 The DOE 
has not met its obligation under the contract, re- 
sulting in litigation within the nuclear industry. 

Donald C COOIC Nu-rear Povr.er 
Plant, Michigan 

The DOE’S proposed facility at Yucca Mountain 
in Nevada has met considerable opposition and 
is behind schedule. In the interim, the spent fuel 

is stored in wet storage at Cook, where there is 
room in the spent fie1 pool through 2013. 

AEP is developing plans for on-site dry 
cask storage, with storage to begin in 2011. A de- 
cision is expected in 2007. More than half of the 
nuclear sites in the country also rely on on-site 
dry cask faciIities until the permanent storage is- 
sue is resolved 

WATER USE 
Water is critical to most power generating facili- 
ties for steam production and plant cooling. Power 
plants use, but do not consume, large amounts of 
water. The use of water for cooling can adversely 
affect aquatic organisms in the intake water as well 
as those in the receiving stream that are exposed 
to the thermal discharge (the water that is returned 
warmer after being used by the plant). The Clean 
Water Act regulates these discharges. 

The average annual rate of cooling water 
withdrawal, for all AEP power plants, was ap- 
proximately 10.5 billion gallons ofwater per day, 
most of which is “once-through” cooling water. 
In this case, the water is withdrawn for use at our 
plants, passed through the cooling system and al- 
most immediately returned to the source in com- 
pliance with our wastewater discharge permits. 
These permits limit either the temperature of our 
discharges or the total amount of heat that can 
be released to the water. See the table in the full 
report at ii wit X P  coni r c r ‘ ~  rwtw. 

Water in closed-cycle cooling systems is 
routed through cooling towers, reducing the heat 
in the water, and then recycled into the plant. 
The EPA has estimated that closed-cycle cool- 
ing systems require only 5 percent of the water 
that once-through cooling systems need (U.S. 
EPA, 1982). About fifty-eight percent of AEP’s 
generating capacity comes from plants equipped 
with “closed” cooling water systems. 

Water is also recycled at many of our west- 
ern power plants that have dedicated cooling 
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water reservoirs (4,561 M W ) .  These reservoirs 
were built specifically to be both the source and 
receiving water body for the plant cooling water. 
Because these are typically large, open bodies of 
water, many provide public access for fishing and 
recreational boating. 

We also use water to remove coal ash from 
the power plants, which is purified to make steam 
or used to cool motors and other equipment. It is 
returned to its source after treatment to meet ef- 
fluent limits specified in National Pollutant Dis- 
charge Elimination System (NPDES) permits. 
Our NPDES permits include self-monitoring 
requirements to ensure compliance with indus- 
trywide limitations as well as compliance with 
state water quality standards. Monitoring results 
are submitted to regulators monthly. 

More information about G P ' s  water use, 
including hydroelectric generating plants, with- 
drawak, wetland mitigation, aquatic habitats, 
biodiversity, treatment and discharges, is avail- 
able at v w i i ~  4EPcoin L'I GRI. 
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We are developing a bud protection plan based 
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Power Line Interaction Committee (APLIC)/ 
U.S. Fish and Wildlife Service (USFWS). The 
plan is in a draft form and is scheduled to be 
phased in later in 2007. 

LAND IVIANAGEMIENT, REMEDIK'PION Et 
"UPSTREAM" IMPACTS OF COAL MINING 
Following a period of very heavy rain in 2006, 
runoff carrying soil and fly ash from AEP's Amos 
power plant, and soil from our Mountaineer 
plant, both in West Virginia, flowed into nearby 
waterways and onto neighboring properties. The 
runoff was caused by a combination of weather, 
design flaws and construction issues associated 
with the development of landfills and pollution 
control systems. We worked closely with regula- 
tors and residents to clean up the damage and put 
measures in place to guard against a recurrence. 
Both incidents resulted in enforcement actions 
by the West Virginia Deparlment of Environ- 
mental Protection. 

During the preparation of this report, some 
stakeholders expressed serious concerns about 
the "upstream" impacts of coal, including the ef- 
fects of mining on the environment, people and 
communities. They urged us to use our influence 
as one of the largest purchasers and users of coal 
to enhance the practices of coal suppliers and to 
encourage them to reduce these impacts. We rec- 
ognize this concern and will review opportuni- 
ties and actions we may take to ensure that our 
suppliers are using responsible practices. We will 
report about our progress in future reports. 

ECQ LOG I CAL S TE WAR DSH i P 
AEP works with government agencies and ad- 
vocacy groups in voluntary activities that yield 
benefits to the ff ora and fauna and their habitats 
in AEP states and elsewhere. Some of these ac- 
tivities received recognition by our partners, 
such as the Wildlife Habitat Council. Learn more 
at 1 5  wif ,?.IPcom kr- km1ogic.d. 
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Ei~erav Security, Reliability & Grclvvth 

Vqe:ztion managemen: is a 
critical part of service reliability 

Employees of Public Service 
Conwany of Oklahoma help 
communities plant trees in ?he 
right places TO avoid outsges 

Electricity has become a basic human need vital 
ro our national security, our society and our 
economy. We cannot imagine life without it. But 
if we are to keep pace with our needs, we must 
modernize and improve the reliability of the 
electricity delivery system with better technol- 
ogy and infrastructure, while increasing fuel di- 
versity and managing demand. 

DISPRI BUTlON - DELIVERING 
POWER TO OlJR CUSTOMERS 
Electricity travels at the rate of 186,300 miles 
per second-the equivalent of eight trips around 
the earth in the time it takes to turn on a light. 
When electricity stops because of an outage, 
everyone notices. 

AEP works hard to keep the frequency and 
length of service interruptions to a minimum. 
Our customers understand that not all outages 
can be prevented, but we are aware that any 
service interruption, whether momentary or sus- 
tained, can be a nuisance or worse. 

Customers have grown more sensitive to ser- 
vice intemptions for two reasons: (1) A dramatic 
increase in household consumption of electricity. 
The more customers rely on electricity, the more 
sensitive they become tQ service interruptions. 
(2) The pervasive presence of digital technology. 
Because digital technology depends on a constant 
stream of electricity, even momentary service in- 
terruptions can he problematic. 

Customer satisfaction with AEP’s reliability 
continues to be above national industry averages. 
Our 3006 customer s w e y  data for our operating 
companies show that 79.7 to 89.7 percent of our 
customers are satisfied with OUT reliabiljty per- 
formance. However, our aging distribution infra- 
structure presents us With a reliability challenge. 
Whereas we have reduced outages caused by 
vegetation, we are seeing these gains erode due to 
increased equipment failures. Equipment-related 
outages have increased by more than 4 percent 

per year during the past four years. 
Tree contact on distribution lines also is a 

leading cause of service interruptions on AEP’s 
system and vegetation management is a critical 
factor in improving reliability. The company em- 
ploys a variety of practices to control vegetation, 
such as aerial sawing, mechanized trimming, 
manual trimming (roping, hand climbing) and 
environmentally approved herbicide applica- 
tions. These practices are conducted in accor- 
dance with standards established by the Ameri- 
can National Standards Institute (ANSI), the 
Occupational Safety and Health Administration 
(OSHA) and the National Electrical Safety Code 
(NESC), as they relate to pruning and removal 
of trees, safety and worker protection, work 
clearances and training requirements, and safety 
clearance guidelines. 

To identify the programs and actions nec- 
essary to maintain andor improve our custom- 
ers‘ electric service experience, we continue to 
develop long-term reliability strategies to ad- 
dress those factors with the greatest negative 
service reliability impact today, as well as into 
the future. Each reliability strategy is intended 
to be adjustable as circumstances warrant. If new 
problems arise, new technologies are developed 
or new distribution standards are established. 
Each operating unit will evaluate what changes 
should be made to reflect such developments. 

DISTRIBUTION 
‘TECHNOLOGY ADVANCES 
Technology improvements have enabled us to 
increase engineering efficiencies, improve out- 
age management efforts, dispatch crews to re- 
store service more effectively and improve com- 
munication with our customers. 

We continue to make strides in areas that 
hold great promise. AJZP has initiated the use of 
Electromagnetic Interference (Em) devices and 
Spectrum Analyzers, for example. These devices 

Corporate Responsibility Repor. 5006 



Refated web links: www AEPcon:abou;ii765projec: * WVIW AEP.com 

The NAS battery helps ensure 
reliebility for customers of 
Appalachian Power. 

help us to identify and repair broken insulators 
and blown lightning arresters that cannor be seen 
with the naked eye during basic assessments be- 
fore they can create an outage. 

In 2006, Appalachian Power commissioned 
the first megawatt-class sodium sulfur (NAS) 
battery to be used in North America. This ad- 
vanced energy stgage technology can supply 7.2 
megawatt-hours of energy, which helps ensure 
reliability for customers in and around Charles- 
ton, W.Va This technology allows Appalachian 
Power to defer a larger, more expensive upgrade. 
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TRANSMISSION ENABLES 
N E W  GENERATION e( RENEWABLES 

The nation's transmission system is at a criti- 
cal crossroads. The 'IJnited States continues to 
experience transmission bottlenecks that force 
excessive use of older, less efficient power 
plants. Better transmission is required to ensure 
a fair, open market that gives us the flexibility 
to bring economic and environmentally fiiendly 
energy to consumers. 

We believe the nation's transmission system 
must be developed as an interstate system, much 

AEP operates more 765kV high-voltage transnlission ihan all o?her utilities in North America combined 



like the nation's highways, to connect regions, 
states and communities. Our highly efficient and 
reliable 765 kilovolt (kV) network provides a 
strong foundation for this system because it is 
the most efficient, proven transmission technol- 
ogy available. And we have the experience and 
expertise to build this type of transmission as an 

Public health concerns have been raised re- 
Iated to transmission lines. Scientific studies dur- 
ing the past several decades have explored the 
possibility of health effects from electromagretic 
fields (EMF). While a number of studies have 
indicated some statistical associations between 
EMF and certain health effects, the majority of 
research has found no such association. Signjfi- 
cantly, laboratory research has not shown any 
causal relationship between EMF exposure and 
cancer, or any other adverse health effects. 

Because this issue involves questions of 
public and employee health we remain commit- 
ted to participating in the analysis of EMF on a 
national and worldwide level and to serving as a 
resource to customers and employees regarding 
the EMF issue. 
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1-765 Project & PJM 
AEP announced the first leg of this 765kV inter- 
state system, dubbed 1-765, in January 2006. This 
proposed 550-mile line from West Virginia to 
New Jersey will enable us to increase the transfer 
of energy from the Midwest to the Mid-Atlantic 
states by 5,000 Mw, reduce peak system losses 
by 280 Mw; and reduce congestion withim PJM 
Interconnection. PJM Interconnection is a re- 
gional transmission organization (RTO) that co- 
ordinates the movement of wholesale electricity 
in all or parts of 13 states, including the District 
of Columbia When losses and congestion are re- 
duced, less fuel is burned to generate electricity, 
resulting in fewer emissions. 

Whereas the energy that would be transmit- 
ted likely would be generated mostly by coal, we 
believe that high-voltage transmission is one of 
the best solutions to the Mid-Atlantic region's 
energy needs. 

The Atlantic coastal area (from metropolitan 
New York City southward through northern Vir- 
ginia) was identified by the U.S. Department of 
Energy as a Critical Congestion area; consumers 
paid more than $2 billion in 2005 in higher en- 
ergy costs because of transmission bottlenecks. 
We are asking the federal government to assign a 
high priority to our project as aNational Interest 
Electric Transmission Corridor under the Energy 
Policy Act of 2005. See I I ~ W I I  i?~~~:'01N,iilfDUt.' 

i %-iproje:'i for more detailed information about 
this project. 

WHY 765kV TRANSR/ilSSIQN? 
BETTER USE OF LAND, MORE EFFICIENT 
Transmission systems designed for 76SkV op- 
eration are inherently more reliable than those 
operating at lowervoltages. They also require less 
land than separate systems moving a comparable 
amount of power (see diagram). On August 14, 
2003, a large segment of the interconnected grid 
in eastern Canada and the northeastern United 
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States collapsed in a cascade that affected service 
to approximately 50 million people. The cascade 
was effectively stopped at the “doorstep” of 
AEP’s 765kV transmission system. 

TRANSliNSSION KEY 
TQ RENEWABLE ENERGY 
When it comes to wind power, Texas rules. 
Nearly a third of all wind generation installed in 
3006 was in Texas, making the Lone Star State 
the largest wind energy producer in the United 
States. Wind energy growth is projected to in- 
crease an additional 27 percent in 2007. As con- 
sumers look for “greener” energy options, trans- 
mission becomes the critical link between a vast 
resource of renewable energy and the ability to 
deliver it to market. 

U P ,  which operates two wind farms in West 
Texas, has a plan that uses the most efficient tech- 
nology; is cost-effective; is mindful of society’s 
desire for a smaller transmission infrastructure 
footprint; and provides for future electric energy 
needs. With our partner-MidAmerican Energy 
Holdings Company-we propose to build ap- 
proximately 1,000 miles of transmission lines 
in Texas to support the state’s development of its 
Competitive Renewable Energy Zones (CREZ). 
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In 2007, we filed a proposal with the Public Utili- 
ties Commission of Texas to develop this high- 
voltage, high-capacity transmission backbone that 
will allow the state to capture the long-ten value 
of wind energy resources located in remote areas 
of the state and interconnect those renewable re- 
sources with customers in the south, central and 
north-central parts of the state. For more infor- 
mation about this project, visit m i i t  .&5Pconr. 

I M PROVl I\! G EXIST IN G PLkN TS 
Like most electric companies, AEP has many 
old power plants, some of which are more than 
40 years old. We must upgade our generation, 
which requires maintenance and capital invest- 
ments in both old and new plants. 

We have initiatives under way to address 
these issues as well as to provide our employees 
with the knowledge and skills to operate more 
modem technology. We are improving our outage 
planning and implementation, the efficiency and 
reliability of each unit and the skills and knowl- 
edge of those who run and maintain the plants, all 
of which improve the quality o f  operations. 

We have ongoing construction of emission 
controls at several plants to meet environmental 
compliance for NOx, SO2 and mercury, and we 
are also improving thermal performance through 
operating efficiencies. Whereas most of the 
efficiency improvements had been focused on 
our 1,300-megawatt (MW) units, we are begin- 
ning to work on our mid-sized (800- and 600- 
MW) units. 

Nuclear generation will remain an impor- 
tant part of AEP’s and the nation’s fuel mix. We 
have no current plan to build nuclear plants, but 
we strongly support those companies who are 
pursuing this option. (See the Em~ironniental 
Pe$ormance section of this report for more in- 
formation about AEP’s Donald C. Cook nuclear 
power plant.) 

The Smith Mountain 600-MW pumped stor- 
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Smith Mountain hydro fecility, 
Virginia 

TrentVVind Farm, Treni,Texas 

age hydro generating project in Virginia is pre- 
paring for federal re-licensing in 2010. Water 
quality, the status of the endangered Roanoke 
logperch, drought management and the socio- 
economic impacts of Smith Mountain Lake on 
the area are of greatest interest to regulators, 
legislators and local communities. We expect 
these issues to generate some lively discussions 
during the proceedings. We are also working on 
the federal relicensing of Appalachian Power’s 
75-MW Claytor Lake hydroelectric plant in 
nearby Pulaski County, Va We hope to have a 
new license for Claytor Lake in 2011. 

N E W  GENERATION 
Our farecasts indicate that the electric needs of 
customers in ow seven eastern states will exceed 
the capacity of our existing power plants by 2011 
after taking into consideration planned retirements 
of older, less efficient plants. We plan to construct 
and acquire plants to meet this demand. 

Actual and announced acquisitions of natu- 
ral gas-fired power plants in West Vuginia, Ohio 
and Indiana will help us to increase fuel diversity 
and meet the expected 2 percent annual growth 
in peak demand in our eastern service area and 
will help us to maintain the 15 percent reserve 
margin required by PJM Interconnection to en- 
sure reliability. 

We will still need to build base load power 
plants to meet demand. We are proposing the 
construction of IGCC plants in West VirD&ia and 
Ohio and ultra supercritical (USC) pulverized 
coal plants in Oklahoma and Arkansas. IGCC is 
better suited to eastern coal, whereas USC is cur- 
rently AEP’s best technology option in the west. 

USC will first be used at the John W. Turk 
Power Plant to be built in Arkansas, within 
AEP’s Southwestern Electric Power Co. service 
territory. Site preparation for the plant will begin 
in 2007. The second USC plant will be a joint 
venture between AEP’s Public Service Company 

of Oklahoma, Oklahoma Gas & Electric and the 
Oklahoma Municipal Power Authority. We have 
begun seeking approvals for these two projects. 

*‘What SM’EPCO and AEP are doing 
and die coal-fired industry is doing 
is trqing to get the technology where 
it needs to be, where coal is not a net 
negative on the environment, but it‘s 
a net positive for the F.J.S. economy.*’ 
Ssn. Mark Pryor, D-Ark., at the Aug. 9, 
2006, announcement of the site selec- 
tion for a new ultra supercritical pulver- 
ized coal plant in southwest Arkansas. 

AEP generates 310 M W  of wind power in 
West Texas and purchases an additional 373 MW 
in other parts of Texas and Oklahoma In 2007, 
we will purchase an additional 94.5 MW of wind 
for our custamers in Oklahoma ftom the newly 
constructed Sleeping Bear wind farm. For the first 
time, we will buy wind power to serve the eastern 
portion of our service area. In addition, we have 
begun to lease several sites in eastern Indiana to 
test the economic and technological feasibility of 
wind generation there. New transmission will be 
required to bring some of this new wind power to 
market. Our intent is to add 1,000 MW of wind 
generation to our system between 2008 and 2011. 

US. Electricity Demand Growth 
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Work Force Issues 
At AEP working safely means doing your own 
job safely and taking responsibiIity to see that 
others do their jobs safely as well. Safety is our 
primary consideration for employees, customers 
and the general public. We recently stren,@hened 
our philosophy and policy to reflect a greater em- 
phasis on safety, health and the environment: 

How We Performed 

53.00 

2004 2035 2006 

injury Severity Rate 

2.35 

2004 2035 2006 

Recordable injury Rzte 

Our goals are simple-zero worker fatalities, 
fewer injuries and less severe injuries when they 
do occur. We also want to ensure that when an in- 
cident happens, we learn how to prevent it from 
happening again and take action to ensure that 
it doesn’t. 

When an employee was seriously burned 
last year after a piece of equipment failed, spray- 
ing him with hot oil, we took action through- 
out the company to prevent it from happening 
again, anywhere. We created a team to identify 
potentially defective equipment and remove it 
from service, and we implemented an operating 
procedure to increase the distance between em- 
ployees and this type of equipment to reduce the 
chance of injury in the event of another failure. 

‘*We must move safety and heallh 
from our minds to our hea~ts. Many 
incidents are caused by behal’iors, 
not conditions. If a job changes, you 
sliould stop and re-evaluate the new 
job @om a safety standpoint. Safety 
aid health have to be persorial.” 
Ken Frazier, vice president, 
Safsty & Health 

We measure safety in many ways. Severity rate 
(see table) measures days away &om work or re- 
stricted duty resulting from on-the-job injuries. 
Lowering this rate is important because when 
employees can’t work, quality of life for the af- 
fected employees is lost or declines, productivity 
is lost, morale is affected when workloads shift, 
and workers’ compensation costs increase. Slips, 
trips and falls (from poles, platforms, etc.) con- 
tinue to cause the most serious injuries. We had 
2,229 fewer severity days in 2006 than in 2005 
as we achieved our best safety performance in re- 
cent history. Our safety and health performance 
for 2004-2006 is documented in the Challenges, 
Goals, Progress for 2006 section of this report. 

Our efforts to reduce the number of work- 
place injuries improved significantly last year. 
Because we know that slips, trips and falls ac- 
count for most severe injuries, we continue to 
focus on identifying and removing the hazards 
that cause them. We also emphasize the proper 
and consistent use of fall protection. Quality Job 
Hazard Analyses and Job Safety Assessmenk 
now include worksite conditions that may pose a 
hazard, such as wet and uneven surfaces, to raise 
worker awareness of potential hazards. Our goal 
is to lower the recordable and severity rates by 
one-third by 2010, and to be a top-quartile per- 
former in our industry. 

The only way to reach this ambitious goal 
is focus and action. We have expanded our anal- 
ysis of near misses, and we do a better job of 
communicating within the company about what 
happened and how to prevent it @om happening 
again. We prefer taking preventive action rather 
than corrective action. We work hard to prevent 
accidents through quality job site observations 
and job hazard analyses, along with frequent, 
meaningful safety discussions. Our philosophy 
is that we don’t begin a job without first holding 
a safety and health briefing specific to that job. 

AEP’s generation business unit took im- 
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mediate and thorough corrective action last year 
to find and fix the causes of an ex%ernal boiler 
tube rupture that injured an AEP employee and 
two contract employees at the Kammer Plant in 
West Virginia. 

We removed approximately 3,000 MW of 
generation from service--affecting 18 units-to 
undertake a comprehensive series of inspections 
to find out what went wrong and how to fix it. 
The investigation found corrosion fatigue was a 
primary factor. We checked an average of 670 
pipe joints and an average of 837 tubes per unit 
for additional corrosion fatigue and the neces- 
sary repairs were made. 

For the fmt time last year, our Audit Ser- 
vices group began to develop a formal safety 
and health audit program, including hiring the 
qualified staff needed to execute the program. 
We conducted five safety and health audits in OW 

generation and distribution business units. The 
initial findings indicated deficiencies such as lack 
of understanding of policies, overdue inspections 
and maintenance of some equipment, and inade- 
quate record keeping practices. Corrective action 
has been taken. In 2007, audits of seIected safety 
and health progams are scheduled for 12 power 
plants and selected transmission and distribution 
service centers. 

We failed as individuals and as a company 
in 2006 when an AEP employee and a contrac- 
tor lost their lives. A contract worker died in a 
construction fire at the Mitchell Plant in West 
Virginia Although the investigating team could 
not determine the cause with certainty, it identi- 
fied a number of fbel sources present or possi- 
bly present at the time of the fire, potential fire 
ignition sources and a number of lessons to be 
learned. An OSHA investigation found no viola- 
tions by AEP, but the contracting company was 
cited and fined more than $100,000. 

In December 2006, an AEP maintenance 
mechanic working for our Regional Service Or- 

Posters and fliers promote &sty 
and health throughout AEF! 

ganization in West Virginia died on theJob when 
he was crushed by a portable crane. We immedi- 
ately banned the type of portable crane involved 
from all jobs across AEP and required all busi- 
ness units to check overhead cranes for proper 
markings, such as rated load limits. OSHA is- 
sued two citations to AEP related to this incident, 
resulting in fines of $2,225. 

OSHA Citations (Resulting in Fines) 

NWl'lb6r Of Ci'i6?iQnS Fine 

2006 3 $5,500 
POCpEi 1 $85,000 
2084 6 $83,100 

HEALTH IMPACTS CAN BE LONG TERM 
Our operations pose many potential hazards 
and health risks, from hearing loss and falling 
(from poles, platforms, etc.) to chemical and 
coal dust exposure. We expanded our Indus- 
trial Hygiene (IH) team in 2006, adding six 
professional employees to focus on our west- 
em plants, and started a comprehensive IH 
database that will be easily accessible and cen- 
tralized. Our IH department has been made a 
part of the design team for our IGCC plants to 
anticipate and present issues related to chemi- 
cals and chemical processes involved with that 
technoIogy. In 2007, we are conducting a com- 
prehensive welding study to identifjl potential 
occupational health issues associated with these 
critical maintenance activities. 

INCREASING EMPHASIS ON WELLTQESS 
Preventing illness is the best way to ensure 
healthier employees and we are investing in 
tools to help our employees make healthy life- 
style choices. We are developing a plan for a 
universal wellness program for all of AEP. This 
is in the early development stages, but we ex- 
pect it will grow into an important approach to 
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The firs: graduates of a new 
power plant technology program 
at West Virginia S;ate Comnwnity 
andkhr i i ca l  Collage thar helps 
develop a pool o! qualified 
entry level employees for AEP 
and other utility companies 

managing healthcare costs, for the company and 
our employees. 

COPPER THEFT A TOP 
PUBLIC SAFETY CONCERN 

As prices for certain metals increased, actual 
and attempted thefts of copper wires and com- 
ponents from AEP facilities resulted in non-em- 
ployee fatalities in Kentucky, Texas, Virginia and 
West Virginia in 2006. We are working with state 
legislatures for tougher laws regulating the sale 
of scrap metal and for harsher penalties to deter 
theft and help save lives. We also have created 
public safety awareness messages on this issue 
and we have made physical modifications to nu- 
merous facilities as a preventive measure. There 
were a total of seven public fatalities on AEP’s 
system last year related to copper theft and live 
wire contacts. 

Our Work Force 
Development Partnerships 

schoor 

Zane State College 
Ashland Community College 
West Virginia State 
& Community Tech College 
University of Rio Grande 
Jefferson Community College 
Belmont Technical College 
Scioto County Joint Vocational School 
ITT Technical Institute (2 Locations) 
Ivy Tech 
Community College (2 Locations) 
Mideast Career Center 
Columbus State Community College 
Delaware Career Center 
Eastland Career Center 
PickawayRoss Vocational School 
New River Career Center 

MESH-1NG FOR SAFETY 8( HEALTH 
We have embarked on an ambitious effort to con- 
form to international standards for environmen- 
tal, safety and health management systems-IS0 
14001 and OHSAS 18001, respectively. We have 
named this initiative MESH-an acronym for 
“Managing Environment, Safety and Health.” 
MESH will enhance our capacity to protect 
people and the environment. We are using a tool 
to identify hazards, rank them according to risk 
and implement operational controls to eliminate 
or minimize the risk. MESH incorporates a con- 
tinuous improvement cycle that will result in 
safer facilities and greater employee awareness 
of environmental, safety and health issues. 

We are implementing MESH at our existing 
and new generating stations first and will share 
management system tools with other business 
units as they are developed. 

Preparing for TO~OITOW’S 
Work Force Today 

”We will do the necessaiy planning 
and take the necessary action to make 
sure that we have the riglit people, 
with the right skills7 where we need 
them --when we need them.” 
G e n TU ch o w, vice president, 
Human Resources 

Nearly I8 percent of AEP’s employees are 
expected to retire during the next five years. With 
a steady decline in engineering graduates fiom 
American colleges during the last 15 years and 
the long lead time required to he trained as a 
line mechanic or power plant operator, the elec- 
tric utility industry is facing an aging work force 
and a shortfall of critical skills. We have devel- 
oped a plan with two objectives: hire the best 
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new employees and keep our existing work force 
enthusiastic and engaged. In 2006, we hired 
more than 2,000 employees; the same time, 
1,246 employees left AEP, giving us a net gain of 
about 700 employees. These new employees also 
are helping to lower the average age of our work 
force, from 48 in 2005 to 46 today. 

A diverse, slrilled work force is  
essential to our future success 

OUR PLAN 
Our rolling five-year staffing plan is designed 
to transfer knowledge and develop skills for the 
next generation of employees. The plan incorpo- 
rates our anticipated retirement rates and forces 
us to look at better ways of working that might 
aEect the skilis and number of employees we 
will need. We are pursuing or considering: 

How to fill “hot spots”-areas of operation that 

* Stepped-up recruitment from the military; 
Systematic knowledge transfer programs; - Encouraging retirement-eligible employees to 
continue to work for AEP on a part-time basis, 
rather than retire completely, to allow a smooth 
transfer of knowledge. We offer participants 
benefits at the full-time employee rate vs. the 

are most at risk of skill set shortages; 
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higher rate paid by other part-time employees; 
Increased partnerships with colleges, univer- 
sities and technical schools, as well as new 
approaches to training employees; 

0 Leadership succession and development for 
future AEP leaders, including succession plan- 
ning to prepare candidates for key leadership 
roles and early identification and preparation 
of emerging leaders. The chairman reviews 
senior level succession planning annually with 
the Human Resources Com*ttee of the Board 
of Directors. 

THE POWER OF DIVERS17Y 
We are making progress in creating and support- 
ing a more diverse work force, See the employ- 
ment data that were included in the 2005 and 
2006 EEO-I Reports submitted to the Joint Re- 
porting Commission. 

We reported slight increases in female and 
minority employment, which we attribute to our 
commitment to develop and advance women 
and minorities; to expanded outreach initiatives; 
to partnerships with organizations, schools, col- 
leges and universities with high minority enroll- 

2006 Employment Data-EEO-1 

Employees Femaies f%f Minorities (%) 

3,892 i IS 91.0) 2,868 (14 O?b) 20,541 
3,239 307 (93%)  255 (7.?%) 
5,144 1,308 (25.196) 647 (11*6?b) 

2005 Employment Data-EEO-1 

Emplolrees Females (%f Minorities (%I 

19,998 3,807 (19’41) 2,715 \1?.69.r,) 
3,290 303 (9.1’,6) 251 (7 6%) 
4,917 1.237 (25.?%) 581 (11 8%) 
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ment; and to our poIicies, programs and culture 
that support an inclusive environment. 

We strive for diversity in our suppliers as 
well as our work force. The Supply Chain Pro- 
curement Policy about diverse suppliers is: 

In 2006, AEP spent $853 million doing 
business with small business suppliers. These 
included minority- and women-owned busi- 
nesses, veteran-owned businesses, smail dis- 
advantaged businesses, HUBzone and Service- 
disabled businesses. 

LABOR/MANAGEMENT RELATIONS 
We value our relationship with our unionized em- 
ployees and seek a labor-management relation- 
ship that is based on mutual trust, openness and 
collaboration. Nearly 6,000 employees, or 30 
percent of our total work force, are represented 
by unions. 

We partner with labor on many important 
business and community outreach initiatives. 

For example, unionized employees are an in- 
tegral part of Safety & Health Action Coun- 
cils and Committees within our business units. 
We also partner with the IBEW every year for 
AEP’s United Way campaign. And when we 
were rethinking our climate strategy this year, 
we worked closely with labor leaders to include 
them in the process. 

Organized Labor at AEP 

Labor Union Number of Employees 

iraternationai Brotherhoe~di 
of ELectricitl Vlloriows 3,600 
UtiEty lriforkers Unioff of America. 1,300 
United &%ne WorGcers of America 500 
United Steelvvtsrkers of America 400 

American Rights at Work recognized AEP in its 
2006 Labor Day List of Partnerships That Work. 
American Rights at Work is a leading labor pol- 
icy and advocacy organization that recognizes 
successfil partnerships between employers and 
employee labor unions. AEP was recognized for 
accomplishments in: 

Protecting worker safety and health, 
Collaborating as equal partners with workers 
and their unions to craft innovative strategies on 
compensation, performance and productivity to 
meet business goals and address challenges; 
Fostering diversity and inclusion in the work 
force; and 
Offering training and professional development 
opportunities. 





Wegated web finks: ~~~~~ .AEPcnmic r i s t akPho lde r s  * www ceres org 

Stakeholder Engagement 
We work with stakeholders of all kinds and with 
many interests to improve our performance, 
build trust and develop strong relationships. To 
AEP, stakeholder engagement is more than peri- 
odically touching base with our elected officials, 
neighbors or community leaders. Rather, we 
systematicaIIy estabiish common ground With 
others. We want to build on our solid record of 
community outreach and philanthropy and will 
invest the time and effort to develop better and 
deeper relationships. In the end this will create 
value for our shareholders. 

Firs: res,ponders receive 2 :our 
and training from :he staff of AEP's 
Pirkey Plant in Wallsville,Texas 

OUTREACH-AN ONGQlNG 
PROCESS h LEARNING EXPERIENCE 
Stakeholder engagement can sometimes break 
down when competing interests have difficulty 
finding common ground; it's happened to us and 
we've learned from those experiences. When we 
first announced what became the Wyoming-Jack- 
sons Ferry 765kV project in 1990-a 90-mile 
transmission Iine traversing Viginia and West 
Virginia-we worked for 13 years to obtain the 
needed permits. Competing interests between 
government, regulatory agencies, environmental 
groups and communities presented challenges 
that took a long time to resolve. 

By listening to and working with each con- 
stituency, we were able to identify their concerns 
and reach agreeable solutions. We engaged a 
team of professors from Virginia Polytechnic 
Institute and State [Jniversity and West Virginia 
University (with expertise in biology, cultural 
and natural resources and landscape archirecture) 
to independently develop the project route with 
the least impact. Ultimately, only five homes 
were within the final ZOO-foot-wide right-of- 
way, only six eminent domain proceedings were 
held out of 164 landowners and only 11 miles of 
federal lands were impacted. When the line was 
dedicated last year, some of those who originally 
opposed the project came together in support. 
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In planning one of the biggest consmtction 
programs in our history to retrofit several coal- 
fired power plants with emission controls, we 
reached out to our neighbors to learn about and 
discuss their concerns. We met with township of- 
ficials to develop initial construction truck routes, 
hosted site tours, held public meetings and met 
as needed with local officials and neighbors to 
resolve concerns about truck traffic to the site. 
These actions typify the efforts we are making at 
all of our plants. 

As we prepared to announce construction 
of coal-fked generation in the West last year, we 
reached out to Ceres to help us arrange a con- 
ference call with financial, environmental and 
social advocates to explain our decision and 
give them an opportunity to ask questions. Most 
of our senior management team, including our 
chairman, participated in the call. Twenty social, 
environmental and financial advocates were in- 
vited and most participated. We were asked why 
we did not choose IGCC technology in the West. 
We explained why that was not an option in this 
case (see Climate Change section). We also used 
the opportunity to explain the advantages of ul- 
tra supercritical clean-coal technology. The dis- 
cussion was straightforward, and we pledged to 
keep the group informed as we move forward. 

'-Vile must be corriinjned to continu- 
ing discussions with a11 of our Iran- 

ous stakehoIders, listening to their 
coiicems a id  addressing them opsttly 
and I~onestly. If we caii-t, we have to 
be honest about it. This is the riglit 
thing to do -for our coriipanj: for 
our stakeholders and for the cornmu- 
njtjes w e  sene." 
Dennis Welch, senior vice president, 
Environment, Safety & Health 
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CEO Niike Morr is maets regularly 
with employees across AEF! 

TRANSIV?tSSION GROWTH & 
OUTREACH GO HAND IN HAND 

When we announced our proposed 550-mile 
1-765 transmission project, we immediately be- 
gan to meet with those who might be affected, 
most ofwhom were outside of our existing service 
territory. We knew that the project would raise 
concerns about the effects on tourism, historic 
sites, federal forests, local neighborhoods and, 
of course, electric rates. We went to Pennsylva- 
nia to listen to the concerns of John Hanger of 
PennFuture, the leader of one of that state‘s Iead- 
ing environmental advocacy groups, who strong- 
ly opposed the project. We met with utility com- 
missioners, consumers’ counsel, political leaders 
at the federal, state and local levels and envi- 
ronmental protection agencies in five states. We 
made a special trip to York County, Pa., where 
we met with the York County Citizens’ Group 
around the kitchen table in the home of the 
group’s main organizer. 

We still don’t know the exact route of the 
project, or whether it will be approved, but we do 
know that it will be a better proposal as a result 
of these discussions. 

CONNECTING WITH EMPLOYEES 
Keeping our employees informed and listening 
to their ideas and concerns are important to us 
and we have a comprehensive communication 
strategy to help ensure this happens. Our biggest 
challenge is that nearly a thud of our work force 
does not have easy access to e-mail or the com- 
pany’s Lntranet site. To reach employees who are 
not connected to the Internet or who don’t have 
easy access at work, a monthly employee news- 
letter is mailed to the homes of all employees and 
retirees. In addition, non-management employ- 
ees are invited to join a select panel that meets 
regularly and privately with the CEO, called 
“Open Mike”; this group rotates annually to ex- 
pand access to top management. 

To hear what employees thought of this re- 
port, we conducted a small focus group that rep- 
resented a cross-section of our company, from 
frontline field workers to customer service and 
billing to managers. During the discussion em- 
ployees were skeptical about the intent and the 
audience for this report. Some called it a “rein- 
vented attempt to go green.” However, they also 
acknowledged having a better understanding of 
the company and applauded us for being open 
and honest about our challenges, failures and 
strategies. They were especially complimentary 
of the improved communications within the 
company and credited CEO Mike Moms for set- 
ting this expectation. 

The employee group told us they would like 
to see more focus on customers in the report, 
which echoed the sentiment we heard from the 
Ceres stakeholder group. They also believe the 
report will be a good educational tool to help oth- 
ers understand the challenges and complexities 
of our company and our industry. 

Here is what some of our employees said 
about this report: 

9I id  the report hold your interest?“ 

”Yes, because I am interested in 
making our company one of the 
best in the business for years 
to come.” 

‘blVliat were the strenghs and weali- 
nesses of this report?“ 

“It seemed genuine; provides good 

“Too detailed; should be con- 

‘Weeds more information about 

vision and direction.” 

densed.” 

stalceholders.” 



AEP employees volunreered 
alongside Louisiana Gov 
Kathleen Blanco in bJilding 
Hsbita: for Humania homes 
in New Orleans following 
Hurricane Katrina. 

AEP employees at theWelsh 
Plant in Pir?sburcj,Texas, worked 
with ;heTexas Parks and Wildlife 
Department to recycle Christinas 
:I ees for a i i sh  habite: at The 
plant’s lake. 

“It is a reflection of what we as a 
company have accomplished and 
where we are headed.” 
“The metsics section is a strong 

* “Why hasn’t AEP provided this 
feature.” 

type of report before?” 

AEP IN THE COI\IIMUNITY 
AEP’s employees are our best community am- 
bassadors. Just ask the leadership team at the 
Muskingum River Plant in Beverly, Ohio. Simi- 
lar to how aur community leadership evolves 
and thrives at many other locations around the 
AEP system, the Muskingum River Plant wanted 
to get better connected with the local communi- 
ty and started with a visit to a morning Rotary 
meeting. That visit led to helping revive a strug- 
gling Chamber of Commerce, with plant em- 
ployees taking leadership roles in business and 
civic groups. 

*%%at starts out as job duty to get to 
k110~v coinmuriity leaders tu~iis into 
a personal commitment for doing the 
right thing.” 
Dan Kohbr, Director of Ourage 2nd 
I\-’iaintenaiice Planning and former 
Muskingum River Plant gensral mznager, 
Beverly, Ohio 

When the local community recognizes AEP as 
a good neighbor, and AEP employees know that 
their community activities will be supported by 
their managers and supervisors, the payback mul- 
tiplies, according to Dan Kohler, former Musk- 
ingum River Plant manager. Community in- 
volvement becomes more than ,just part of the 
plant’s business plan. The struggling chamber 
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that Kohler eventually joined not only survived, 
but also donated $16,000 to charities last year, 
including Hurricane Katrina recovery efforts. 

Kohler sees it as a ‘”win-win for all of us. 
The community sees us as having a good plant 
environment. At the same time, these activities 
bring those influencers here and let us interact. 
Plant employees also get involved. There’s really 
no downside.” 

CO Vi M U NITY 
IflrVESTMENT & CORPORATE GIVING 
We invested more than $10.5 million through 
contributions and operational programs in 2006 
to support our communities and teach electrical 
safety, improve education and enhance quality 
of life. Our corporate contributions policy em- 
phasizes improving lives through education from 
early childhood through college. It also focuses 
on protecting the environment, providing basic 
human services in the areas of hunger, housing, 
health and safety, and enriching the quality of 
Iife through art, music and cultural heritage. In 
addition, our employees contributed more than 
$2 million to United Way and similar commu- 
nity funds. AEP matched their generosity with 
another $1 million. 

AMERICAN ELECTRIC: 
POWER FOUNDATION 
The American Electric Power Foundation was 
created in December 2005. It provides a per- 
manent, ongoing resource to address charitable 
initiatives involving higher dollar values and 
multi-year commitments in the communities we 
serve and initiatives outside of our 1 1-state ser- 
vice area In 2006, the Foundation contributed 
$3.18 miIIion to 28 local, regional, national or 
international organizations. These donations are 
separate from other corporate giving programs. 

For more information about the energy and 
environmental programs supported by AEP’s 
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corporate giving and the AEP Foundation, please 
visit i w i ~ ~  .iEP.com ‘rr @ d m i h q n .  

POLITICAL. INVOLVEMENT 
As an energy company operating in many states, 
we are affected every day by the decisions of 
federal, state and local officials. Ow Board of 
Directors has adopted a policy that encourages 
our company to be an active participant in the 
political process so that our perspectives are 
heard and so that we develop strong working 
relationships with government decision makers. 
We also encourage our employees to become 
informed about issues and participate in the 
political process. Our policy has a procedure 
for approving any corporate political contribu- 
tions, and it requires that we publish and make 
available to shareholders and other stakeholders 
a report about OUT corporate political contribu- 
tions. The Committee of Directors and Corporate 
Governance of OUT Board of Directors reviews 
the report annually. 

AEP CEO Mike Morris andVirginia 
Gov T i n  Keine a t  the dedication of 
:he new\ivvonin3-Jaci:sons Ferry 

We sponsor one federal political action com- 
mittee (PAC), the American Electric Power COm- 

755lN rransmission line 
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mittee for Responsible Government, and state 
PACs in Michigan, Ohio, Texas and V i a  to 
which our eligible employees can make voluntary 
contributions. The PACs are employee-controlled 
and are not affiliated with any political party or 
with any specific candidate for public office. An 
operating committee drawn from participating 
employees exercises full control over each PAC, 
with the assistance of one full-time administra- 
tor who is an employee ofAEP. Neither corporate 
officers nor members of our government affairs 
staffs may serve on the PACs’ operating commit- 
tees. Details of our PAC? contributions may be 

AEP belongs to many trade associations, 
such as the Edison Electric Institute, the Center 
for Energy and Economic Development (CEED), 
The Business Roundtable and Americans for Bal- 
anced Energy Choices (ABEC), which engage in 
lobbying and make political contributions. We 
do not agree with every position or action they 
take. For income tax purposes, trade associations 
are required to report any portion of our dues 
that is used for political purposes. We have not 
tracked these amounts in the past, except for tax 
purposes, but will begin tracking and reporting 
amounts in 2007. 

Starting with our 2007 Corporate Respon- 
sibility Report, we will ask trade associations 
to which our dues or payments are significant 
to provide us with a breakdown of what portion 
of our dues or payments were used for expendi- 
tures or contributions that, ifmade directly by us, 
would not be deductible under section 162(e)( 1) 
and other applicable subsections of the Internal 
Revenue Code (which deny tax deductibility of 
lobbying expenses and a variety of categories of 
political contributions). 

L,earn more about our corporate political 
contributions policy and a list of 2006 corpo- 
rate political contributions at ii w i g  4EPconr s-,‘ 

p l i i i c d .  

found at LIX II .kc gt~’. 

http://iEP.com
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Challenges, Goals, Progress for 2006 
Goal Progress -.-- Challenge 

___. _.-- -____- 
Public Policy Strategy 
Work with governors, state legislators, 
stakeholders and regulators to adopt 
investment recovery provisions in clean 
energy bill initiatives and cost-effective 
DSM/EE programs. Regulatory (Jt i l i i  Commissioners. 

Continuing outTeach in states and 
organizations such as National Governors 
Association, National Conference of State 
Legislatures and National Association of 

102-page research report on state financial 
incentive precedents completed. 

Legislation enacted in one or more states 
that includes clean energy bill initiatives. 

Provided clean energy bill initiatives for 
state legislative action. 

Constructively work to  better define what 
a reasonable approach to climate change 
legislatiin is. The challenge is defining 
"reasonable" in such a way that is accept- 
able to all affected constituencies. 

Work with governors and state legislators 
to pass laws regulating the sale of metals, 
such as copper, and enact harsher penal- 
ties to  deter theft and reduce fataliiies. 

Work with Congress, EEI, EPRI, labor and 
environmental advocates and other stake- 
holders to  help define reasonable climate 
change policy. 

Our position on climate change evolved to 
support carbon controls. 

- 
Legislation enacted in one or more of our 
jurisdictions. 

Bills introduced in several states with 
AEP support 

_,____.I_ ,.___..__,_,_-__ .-.l,-l"_.-_" -,-,- __ -.-._.-.-.- "I__ .,-._.. -.-.-- 

Climate Change 
We are committed to reduce or offset 
approximately 46 million metric tons of car- 
bon dioxide equivalent emissions between 
2003 and 2010. This is a 6% reduction 
below our baseline (average 1998-2001 
levels). Although legally binding, these are 
voluntary reductions and it is uncertain 
how they will be treated under anticipated 
climate legislation. 

We will continue to take actions to meet 
our CCX commitment through 2010 through 
a broad portfolio of actions: 
0 Power plant efficiency improvements. 
* Renewable generation such as wind and 

* Off-system GHG reduction projects. 
Reforestation projects. 
Direct purchase of emission credits 
through our involvement with CCX 

Through 2006, we reduced or offset COz 
emissions of approximately 31 million 
metric tons through: 

Improving efficiency of existing power 

* Adding wind generation. 
* Improving availability and capacity of the 

= Retiring older and less efficient gas 

Reducing leakage rate of SFfi gas from 

Planting trees and reforesting land. 

AEP developed a strategy to reduce ap- 
proximately 5 million metric tons of carbon 
dioxide equivalent emissions per year, as 
follows: 
* 2 million from wind power purchase 

2 million from domestic offsets. 
* 500,000 from increases in forestv and 

* 200,000 from fleet and aviation offsets. 
An additional 1.5 million metric tons 

will be reduced when carbon capture and 
storage is in service at our Northeastern 
Station. 

plants. 
biomass co-firing. 

Cook Nuclear Plant 

steam and coal units. 

transformers. 

- 
If no further actions are taken, AEP 
projects emissions will increase by ap- 
proximately 10 million to 15 million metric 
tons between 2010 and 2020, as four new 
generating plants are built. With climate 
legislation on the horizon, we must be 
ready to address this emissions growth. 

We will be actively engaged in the climate 
change policy debate. 

We will be positioned to adaptto climate 
policy because of our investments in 
technology and in other actions to reduce, 
avoid or offset GHGs. These include: 

Bringing new carbon capture and storage 
technologies to commercial operation. 

* Investing in other clean-coal technolo- 
gies, including IGCC and USC. 
Increasing renewable forms of energy, 
including wind and biomass. 
Investing in offsets such as tree planting, 
methane capture and destruction, fleet 
and aviation offsets and market-based 
credit purchases. 

agreements. 

other offsets. 

Working with regulators and policy- 
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Chatienge Goaf Progress - 
makers to implement cost-effective DSM 
and EE programs. 
Making continued efficiency improve- 
ments to  existing plants and retirements 
of less efficient, older plants. 

Continue participation in construction of 
FutureGen. of FutureGen project. 

Participated in pre-construction activities 

Because AEP and most state regulatoly 
emphasis has been on keeping customer 
rates low (our customers have enjoyed 
some of the lowest electricity rates in the 
nation), there has been little emphasis on 
implementing DSM/EE programs, particu- 
larly during times of plentiful generation 
availability. But, with energy cost increases 
across the board, the need for new genera- 
tion evident and the rise of CDZ concerns, % 
becomes increasingly important to develop 
DSM/EE programs and green power o p  
tions, if they are embraced by regulators in 
our jurisdictions. 

Ongoing comm.%ment to Leadership 
Group of National Action Plan for Energy 
Efficiency. 

Develop and publish DSM/EE public policy 
statement in 2007. 

Continue evaluation of DSM/EE offerings 
through integrated Resource Planning 
(IRP) process. 

Engage in state-level dialogue with regula- 
torshegislatorslother stakeholders on 
application of DSM/EE to meet needs of 
our customers. 

Involve our stakeholders to help us 
advance DSM/EE programs in our service 
territory. 

We manage DSM/EE programs in four 
states within our service territory 
Texas - 59,782 MWh saved (2005 data; 2006 
data not yet available). 
Kentucky - 1,360 MWh saved - 2006. 
Ohio & West Virginia - 

income weatherization programs. 

ings, such as Demand Response, Inter- 
ruptibles, Time-of-Day, etc. 

Multi-year commiiments funding low- 

Significant avoided-capital tariff offer- 

Secure approval of DSM/EE programs in 
one or more jurisdictions. 

Climate legislation in the United States is 
likely to be enacted within the next few 
years with direct impacts on all fossil fuel 
use, but especially on coal, which fuels 
67% of our generating fleet and half the 
nation's electricity. 

Carbon controls must be achievable, 
affordable, include all GHG sources from 
all sectors of the economy and encour- 
age participation of developing countries. 
Otherwise, carbon controls could impede 
our ab i l i i t o  provide reasonably priced 
electricity to our customers, create trade 
imbalances that could h a m  the U.S. 
economy and put our shareholders at risk 

Lead in development of reasonable legisla- 
tion, such as a market-based cap-and- 
trade program that includes all sectors and 
sources, rewards early action, allows GHG 
offsets, supports public and private funding 
for technology development and does not 
adversely affect the U.S. economy. 

Engaged witfi policymakers and 
industry peers. 

Continue leadership within national and in- 
ternational organizations (such as e8, APP, 
G8+5, etc.) to encourage a global solution 
to climate change. 

Hosted Asia-Pacific Partnership counter- 
parts for technology and information-shar- 
ing conference; attended bythe LIS. State 
Department and White House Council on 
Environmental Quality. 

Ongoing participation in Asia-Pacific, 
e8 and other international efforts. 

-- - .- 

Host and participate in e8 technology and 
knowledge-sharing conference (similar to  
APP) in May 2007. 

E nvi ro ~ ' r  n? z nta t Pe rfo rrn a nce 
Environmental regulations are complex 
and frequently changing. The challenge 
is to achieve environmental compliance, 
improve accident response, and foster 

Zero Notices of Violations (NOVs). AEP received 9 NOVs in 2006; 
collective fines were approximately 
$25,000. Corrective actions were taken and 
lessons learned were shared. 
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positive regulatory relationships to en- NOV past performance: 
hance environmental performance. 2005 - 5 

2004-12 

Conform to IS0 14001 environmental 
management systems standard to provide 
mechanisms to  prevent non-compli- 
ance and improve performance. Rollout 
continues in 2007 at four power plants; up 
to 8 more plants to begin implementation 
in 2007. 

Continue proactive outreach with regula- 
tory agencies. 

Reduce AEP's mobile fleet consumption of 
petroleum-based products. 

Developed implementation plan and began 
rollout for IS0 14001. 

- ----- _.-- 

Proactive outreach to regulatory agencies. 

Reducing and offsetting emissions from 
our 11,000-vehicle fleet 

2005- 5.5 million gallons of gasoline and 
4.7 million gallons of diesel used to operate 
mobile fleet (last year data were available) 

2006 - 264,000 gallons biodiesel used. 
Two hybrid line trucks deployed (diesel/ 
electric motor); improvedfuel economy up 
to 50% reduced emissions up to 90%. 

l_l___.--. -- .______--___. 

Offset or reduce greenhouse gas emis- 
sions from mobile fleet including corpo- 
rate jet, beginning in 2007. Expect to offset 
02 million metric tons per year. 

2008- 10% of new light-duty vehicle 
acquisitions are hybrids or alternative 
fuel vehicles. 

-- --.-___. - 
Increasing the number of hybrid vehicles 
in our fleet depends upon the availability of 
quality suppliers to service hybrid vehicles 
within the AEP service territory. 

AEP does not measure energy use at most 
of its faciliies. Improving energy efficiency 
at AEP non-power plant facilities requires 
metering our faciliies and tracking use at 
more than 400 faciliies in 11 states to get 
a benchmark of usage, so thatwe can set 
measurable goals. 

2007- Baseline year to collect energy 
consumption data. 
.-----'---- 

Develop work plan to improve energy ef- 
ficiency of AEP facilities. 
---.-------.- 

All new buildings to be built using best 
practices relative to energy efficiency and 
sustainability. 

2008- Implement plan. 

Began study at non-generating facilities 
to measure energy use at AEP facilities 
(extensive work already done on power 
plant efficiency). 

-- 
Major lighting efficiency upgrades com- 
pleted in AEP buildings between 1995 and 
2005 under the EPA's GreenLights Program 
continue to  provide benefits. During this 
time, these upgrades have resulted in 
233,000 short tons of avoided C02 emis- 
sions. 

- 

Reducing office waste stream and encour- 
aging suppliers to take steps to  improve 
their environmental performance. 400 facilities). 

Implement recycling program over 
one year {eventually reaching more than 

Partner with U.S. EPA's Green Suppliers 
Network for pilot program, targeting five 
AEP suppliers to improve their environ- 
mental performance. 

Established cross-functional team to 
develop comprehensive office recycling 
program and supply chain review to 
reduce waste. 

- 
AEP has a regulatory obligation to be in 2007 Goal (changes annually) = 12 
compliance with air, water and waste incidents. 
management permits. We challenge occurred: 
ourselves to go beyond compliance with 1. Opacity -the measure of visual 

Environmental Performance Index set a 
target of 15 incidents. 9 incidents 

Opacity exceedances -0 

Cur:iorate Responsibility Seporl 2906 
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environmental performance by tracking 
measures of air quality, water quality and 
waste management through an internal 
Environmental Performance Index (EPI) 
that sets more stringent targets. Although 
the Index goes beyond compliance, 
performance is tied to compensation. The 
EPI sets an annual target of total number 
of incidents for the Index 

- 
appearance of gas exiting power plant 
stack and is a rough indicator of particu- 
late emissions. 
2. NPDES (National Pollutant Discharge 
Elimination System) permit requirements 
(wastewater exceptions) - a measure of 
water quality permit compliance. 
3. Oil & chemical spills - a measure of how 
we respond to and manage spills. 

NPOES- 9 

Oil & chemical spills - 0 

--_.--. .--*-_- .____----____-_- 
Energy Security, Reliability & Growth 
We need timely regulatory approval to 
site and build new utilii infrastructure, 
including the 1-765 interstate transmission 
project in orderto meet growing demand 
for electricity, improve reliability and bring 
more renewable energy to market 

Due to delays in approval by the PJM 
stakeholder process, the projected in- 
service date is now 2015. This assumes 
eight years for siting and construction. 

Regulatory filings initiated. 

Regulatory actions 
FERC granted conditional approval of 
request for incentive rate treatment 

PJM agreed to evaluate eight backbone 
projects (including 1-765) to determine most 
effective combination to meet needs of 
PJM region. 

Stakeholder engagement initiated in states. 
(See Stakeholder Engagement section and 
metrics for more details.) 

We will work with and listen to all affected 
constituencies. 

We are seeking designation of our 1-765 Timely response to regulatory requests. Filed request wEth U.S. Department of 
Interstate project as a National Interest 
Electric Transmission Corridor (NIfTC) 
under the Energy Policy Act of 2005, which 
recognizes the importance of modernizing 
the electric grid in the United States. 

Energy. 

The age of our infrastructure threatens the 
reliability of service to customers. 

We must achieve timely cost recovery for 
investments in research and develop- 
ment for technologies that might improve 
service and reliability and reduce carbon 
without creating burdensome rate in- 
creases for our customers. 

Review and update long-range plan for 
asset replacemenVrepair program and 
capital budget constraints and seek timely 
regulatory recovery. 

Recovery of infrastructure reliability and 
environmental compliance costs in Virginia 
and Dklahoma. 

Maintain or increase investments in  R&D 
where possible. 

$12.5 million invested in R&D. 

Serve in leadership roles to identify or 
advance R&D projects. 

Work Force Issues 
Achieving top-quartile performance within 
electric industry by 2010, as measured by 
recordable and sever i i  incident rates, 
requires a major shift at AEP in behaviors 
and attitudes about safety and health. 
Benchmarking of performance against 
comparably sized EEI companies. 

Recordable Rate - Goal: 
2007 - 1.99 
2008 - 1.79 
2009 - 1.61 
2010- 1.44 
Focus on hazard recognition, proactive 
behaviors to prevent injuries, accountabil- 

when we fail and reward/recngnition 
for successes. Build into goals for each 
business unit 

Recordable Rate: 
2006 - 1.66 
2005 - 235 
2004 - 2.1 9 
Slips, trips and falls were the primary 
cause of injuries. 

Although performance exceeded set 
goals for achieving top-quar& performance, 
we will not change the overall goals for 
future years. Housekeeping, hazard recog- 
nition, awareness and job safety assess. 
ments contributed to the lower rate in 2006. 
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Severity Rate -Goal: Severii Rate: 
2007 - 3538 2006 -31.77 
2008 - 30.07 2005 - 43.91 
ZOO9 - 25.56 2004 - 53.00 
2010 - 21.73 In 2006, the injuries that occurred were 

less severe than in the past Performance 
exceeded set goals for achieving top-quar- 
tile performance, but we will not change 
the overall goal path for future years. 

OHSAS 18001: OHSAS 18001 
Long-term conformance with these 
standards will be reflected in recordable 
and severi i  rates Rollout is under way in 
Generation, and implementation is being 
reviewed for other business units. 

Zero fatalities. 

Implementation plan developed in 2006; 
began implementation in four power plants. 

------ _I__-- - 
2006 - 1 employee/l contractor 
2005 - 1 
2004 - 3 Through greater emphasis on hazard 

It is imperative that we eliminate worker 
fatalities. AEP has experienced at least 
one worker fatality every year in the last 35 
years, except for one year. 

recognition, proactive injury prevention ac- 
tivities, sharing best practices and lessons 
learned from near-misses, we expect and 
will accept no more than zero fatalities. 

Continually learn from incidents by sharing 
lessons learned. 

improve outreach to OSHA to improve 
communications and understanding. - 
Build into goals for each business unit. 

---- ------------I_ --- 
AEP received 3 citations; esiimated fines 
are $5,500 with one case still pending. 
Issues related to confined space, lockout/ 
tagout controls and training. Corrective 
actions taken. 

Reducing injuries to employees and 
contractors is necessary if we are to 
prevent flSHA and state regulatory agency 
citations to AEP. Proactive focus on hazard recognition Past Performance: 

2005 - 1 citation; $85,000 fine. 
2004-6 citations; fines of %3,100. 

Improve compliance management as 
OHSAS 18001 is implemented in power 
plants; apply principles across AEP system. 

Zero fatalities. 

-____ -- - 
7 public fatalities due to coppertheft and 
live wire contacts. 

Preventing public injuries or fatalities 
caused by contact with electrical facilities. 

2007 - Develop and implement formal 
tracking of public safety education actions. 

New safety ad addressing copper theft 
to debut (see Public Policy metrics for 
legislative action). 

_ , . - _ . . - . - . - ~ - " _ _ _ _ _ I _ - ~ I _ _ _  -,-. 

Stakeholder Engagement 
We need to implement a systematic corn, 
pany-wide stakeholder outreach program 
to build our relationships in the communi- 
ties and states where we operate. We 
need to be more than a good neighbor, we 

Identify and engage with stakeholders to 
create shared value in support of sustain- 
able development objectives. 

Develop outreach program, in partnership 

Actions Taken: 
Bill inserts; advertising; web sites; 
awareness training for first responders, 
contractors and civic and government 
organizations; on-hold phone messages; 
teacher workshops. 

2006 - Began data collection and develop- 
ment of outreach strategy and program. 

Worked with Ceres on conference call 
with NGfls following announcement of 

Corporate Responsibi!ity Repos 2006 
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need to be actively involved with all of our 
stakeholders. with existing community outreach activi- including CEO, participated. 

- 
with business units, that can be integrated 

ties and communication plans. 

environmental, social and community- 
based NGOs, similar to financial analyst 
calls, starting in 2007. Report. 

new generation in west, senior leadership, 

Hold quarterly stakeholder briefings with Through Ceres, 17 financial, social and 
environmental advocates participated in 
a review of this Corporate Responsibility 

Integrate stakeholder review as part of 
annual process to develop Corporate 
Responsibitii Report. Extend reach to 
include diverse stakeholder groups. 

Local stakeholder review is part of 2007 
reporting process. 

Continue $150 grant award opportunities 
for community involvement 

Without continued employee involvement 
in the commun'ky, AEPs message may not 
be heard and relationships would not be 
as strong. 

Outreach with community leaders, civic/ 
service groups; communications with com- 
munities on issues related to road impacts, 
construction activity, etc. 

Ongoing communjty interaction related 
to  Smith Mountain shoreline management 
plan as part of re-licensing process. 

$141,140 in grants awarded to organiza- 
tions on behalf of 941 active and retired 
employees and family members who 
collectively performed 124,803 hours of 
volunteer service, in 2006. 

1-765 Project Outreach 
9 More than 300 contacts with stakehold- 

ers, including RRC, PennFuture, Ameri- 
can Wtnd Energy Association, legislators 
and regulators. 

* Meetings with PA Utility Commission, 
Consumer Advocate, Small Business 
Advocate and DEP Office of Energy; also, 
consumer activists in York County, Pa. 

Continue philanthropy and corporate giv- 
ing, even in economic downturns when the 
support is needed most 

Continue to  grow support for United 
Way and other forms of giving, even in 
economic downturns when support is 
most needed. organizations in 2006. 

Annual United Way fund-raising campaign 
achieves goal. 

AEP employees pledged $2 million through 
its annual United Way campaign; AEP 
matched it with a $1 million grant. 

Corporate giving totaled .Rl million. 

AEP Foundation paid $3.18 million to 28 

Continue partnership with IBEW for United 
Way campaign and other communiky 
service initiatives. 

Increase energy and environmental 
knowledge of public, teachers and 
children in AEP states through educational 
programs targeted at students. Achieve the 
same goal through customer communica- 
tions, 

Sponsored COS1 On Wheels Investigating 
Energy presentations to 17 elementary 
schools in 2006-2007 school year. 

Chaired National Energy and Education 
Development project to expand to more 
than 52,000 classrooms nationwide. 

Foundation for Environmental Education 
installed solar systems at over 250 schools, 
generating over 5 million kilowatt hours. 

..---- --.. - --__ 
Obtaining timely cost recovery. Seektimely cost recovery of our invest- 

ments in all jurisdictions. 
New rate plans approved in Kentucky, 
West Virginia and Ohio. Filed rate cases in 
Texas and Oklahoma. 
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CO Nt' PANY UVERVIEVL' 

AEP Generation Portfolio 

CoaliLiS 

Market Price-Common Stock 

i\iuclear 6% 

Wind, Hydro 
8 Pumped 

S;oiage 3% 

American Electric Power is one of the nation's larg- 
est electric utilities, serving 5.1 million customers 
in 11 states from Virginia toTexas. In 2006, AEP 
celebrated its 100th anniversary. 

2006 
~ _______ 
Revenues (in billions) 
*Net Income (in millions) 
*Earnings Per Share 
Service Territory 1;97,,5QO square mikes 
Transmission 39,000 mitii'bes 
Distribution 208,000 sniees 

Generating Capacity 
Generating Stations 

2005 2006 Railcars 

S40.80 
Barges (owned & leased) 
Towboats 
Employment 

$43 13 551-58 
2,600 

51 
2Q,400 

AEP's utility ifnits operate as ,MP Ohio, AEP Texas, Appalachian 
Power {in VirGinia and blest Virginia). AEP Appalachian Power 
{inTennessee). Indiana Michigan Power, Kentucky Power, ?ublic 
Service Coni;any of Ok!ahorna, and Southwesrern Electric 
Power Company [in Arkansas, Louisiana and eastTeeKas! 

Ths company is based in Columbus, Ohio. 

ServiceTerritory 
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American Electric Power 

1 Riverside Phza 
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KPSC Administrative Case No. 2007-00477 An Investigation of the Energy 
and Regulatory Issues in Section 50 of KY's 2007 Energy Act 

Commission Staffs First Set of Data Request 
Order Dated November 20,2007 

Item No. 6c 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Variables and methodologies to consider full-cost accounting of strategies for consideration of 
alternatives in meeting future energy demand. 

RESPONSE 

In respoiidiiig to this request, the Company did not locate any responsive materials other than the 
information already provided in response to these data requests. 

WITNESS: Timothy C. Mosher/Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Rate structure and cost recovery options to mitigate adverse financial impacts of alternative 
energy option. 

RESPONSE 

In responding to this request, Kentucky Power employed reasonable efforts to determilie the 
most likely locations where responsive materials would be located, to search such locations, and 
to produce all responsive material located. Kentucky Power believes this response to be a good 
faith effort to meet the requirements of the data request but because of time constraints can not 
warrant that all responsive material was produced. 

The Company is providing the following documents on a CD to both the Commission and 
Overland Consulting. A copy of the documents will be made available for review by 
appointment during normal business hours at the Company's office located at 10 1 A Enterprise 
Drive, Frankfort, Kentucky 40602. 

Table of Contents 
NARTJC: Decoupling for Electric and Gas Utilities, Frequently Asked 
Questions (1 0 pgs) 
NRRI: The Great Debate Over Revenue Decoupling (1 6 pgdslides) 
ACEE TJ06 1 : Aligning Utility Interests with Energy Efficiency 
Objectives: Review Decoupling and Performance Incentives (65 pgs) 
Brattle Group: How Will AMI and Dynamic Pricing Afect  LOMJ 
Income Usem? (8  slides) 
The Impact of Dynamic Pricing on LOMJ Incoine Consumers (8 pgs) 

Item 6d (1) 

Item 6d (2) 
Item 6d (3) 

Item 6d (4) 

Item 6d ( 5 )  

WITNESS: Timothy C. MosherErrol K Wagner 
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Kentucky Power Company 

REQUEST 

The need for and type of financial incentives for a utility to provide energy efficiency and lowest 
alternative generatiodDSM options to customers. 

RESPONSE 

111 order to fully embrace DSM initiatives, utilities need to be indifferent to investing in either the 
supply side or demand side. A level playing field between new supply and DSM programs is 
achieved tlvough full cost recovery for DSM, including: 

0 Program costs 
e Net lost revenues 
0 Shared savings or alternate form of a return on DSM investment similar to investment in 

new generation 

We further believe that utility investment in DSM programs should be contemporaneously 
recovered. AEP believes that Kentucky’s existing DSM rules already provide for a level playing 
field and, in fact, AEP has proposed Kentucky’s cost recovery approach as a model for other 
jurisdictions. 

Kentucky’s DSM cost recovery rules (Kentucky Statute KRS 278.285) provide for: 

0 Program costs 
0 Net lost revenues, a term used to describe the fixed costs that aren’t recovered from rate 

payers in between rate cases due to lower usage resulting from DSM program 
Shared savings, a return on expenditures that allows resources invested in DSM to be 
viewed by shareholders the same way as resources invested in new generation 
Contemporaneous recovery through an annual rider mechanism with true-ups. 

e 

0 

In addition to the above, for capital investment incurred e.g. advanced meter infrastructure, 
including smart meters (meters with two-way communication), we believe utilities should 
recover a return on and of the capital investment like any other capital investment and/or O&M 
expense under KRS 278.285. 

WITNESS: Timothy C. MoshedErrol I( Wagner 


