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The manual has been written to document AEP’s approach to cost 
allocation and transfer pricing of affiliate transactions. Its 
purposes are to 

0 provide an easily referenced source of information 

0 state and clarify policy 

formalize procedures 

0 provide a basis of communication between all employees concerning 
cost allocation matters 

o meet all regulatory requirements for maintaining a cost allocation 
manual. 

The contents of the manual have been approved by management. 
Responsibility for adhering to the policies and procedures rests with 
every employee. 

The manual is maintained in the A-Z index of AEP Now, under ’Cost 
Allocation Manual’. Maintenance of the documents incorporated in the 
manual by reference is the responsibility of the individuals and 
groups designated in the manual. 

E r r o r s  in content and other requests for revision of this manual 
should be directed to the attention of Jeffrey W. Hoersdig/Donald W. 
Roberts. 

Neil W. Felbex 
Director - Regulated Accounting 
Utility General & Regulatory Accounting 

Deborah L. Laws 
Director - Regulated Accounting 
Utility General and Regulatory Accounting 
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00-00-01 Document 
Number 

Cost Allocation Section 

Controls 
Subject 

TABLE OF CONTENTS 

Manual 

This table of contents is intended to give a cover-to-cover overview of 
the contents and organization of the AEP Cost Allocation Manual (CAM). See 
HOW TO USE THIS MANUAL (00-00-02) for an explanation of the numbering 
system. 

TAB/SECTION 

CONTROLS 

Controls 

GENERAL 

SUBJECT 

Title Page 
Management Endorsement 
Amendment Record 
Table of Contents 
How to Use this Manual 
Alphabetic Subject Index 

Introduction Overview (General) 

Organization Chart Overview 
Corporate Chart 

Affiliate Transactions Overview 
Services Rendered by AEPSC 
Intercompany Products and 
Services 

Money Pool  
Research and Development 
Financial Transactions 
Intellectual Property 
Convenience Payments 

Date 
August 1, 2007 

LOCATION 

00-00-01 
00-00-02 
0 0 -0 0 - 0 3 

01-01-01 

01-02-01 
01-02-02 

01-03-01 
01-03-02 

01-03-03 
01-03-04 
01-03-05 
01-03-06 
01-03-07 
01-03-08 

F- 
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00-00-01 Document 
Number 

Cost Allocation 
Manual 

Section 

Controls 
Subject 

TABLE OF CONTENTS 

GUIDELINES 

Introduction 

Corporate 

Overview (Guidelines) 

Overview 
Cost Allocation Policies and 

The Cost Allocation Process 
Cost Pooling and Cost Assignment 
Account Designations (Regulated, 

Procedures 

Non-Regulated and Joint) 

Federal Regulation Over view 
FERC Regulation 

State Commission Overview 
Rules Arkansas Rules and Requirements 

Indiana Rules and Requirements 
Kentucky Rules and Requirements 
Louisiana Rules and Requirements 
Michigan Rules and Requirements 
Ohio Rules and Requirements 
Oklahoma Rules and Requirements 
Tennessee Rules and Requirements 
Texas Rules and Requirements 
Virginia Rules and Requirements 
West Virginia Rules and Require- 
ments 

PROCEDURES 

Introduction 

Transactions 

Time Reporting 

Overview (Procedures) 

Overview 
Transaction Coding 
Chartfields 

Overview 
Time Records 
Labor Costing 

0 2 - 0 1 -- 0 1 

02-02-01 

02-02-02 
02-02-03 
02-02-04 

02-02-05 

02-03-01 
02-03-02 

02-04-01 
02-04-02 
02-04-03 
02-04-04 
02-04-05 
02-04-06 
02-04-07 
02-04-08 
02-04-09 
02-04-10 
02-04-11 

02 -0 4.- 12 

03-01-01 

03-02-01 
03-02-02 
03-02-03 

03-03-01 
03-03-02 
03-03-03 

Date 
August 1, 2007 IPage 
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00-00-01 Document 
Number 

Section 

Controls 
Subject 

TABLE OF CONTENTS 

AEPSC Billing 
System 

In t e r c ompan y 
Billing 

Interunit 
Accounting 

Asset Transfers 

DOCUMENTS 

Introduction 

Affiliate 
Contracts with 
Regulated and 
Unregulated 
Comp a n i e s 

Databases 

Job Descriptions 

Complaint Log 

Date 
August 1, 2007 

Overview 
System of Internal Controls 
Work Order Accounting 
Billing Allocations 
Reports 

Over view 
Billing System 

Overview 
Joint Payments and Journal 
Transactions 

Overview 
Plant and Equipment 
Materials and Supplies 

Overview (Documents) 

Overview 
Service Agreements 
Coal Mining and Transportation 
Consulting Services 
Joint Operating Agreements 
Tax Agreement 
Money Pool Agreement 
Nonutility Money Pool Agreement 

Over view 
Chartfield Values 
Affiliate Agreements 

Overview 
Shared Employees (PUCO) 
Transferred Employees (PUCO) 

Overview 
Corporate Separation (PUCO) 

03-04-01 
03-04-02 
03-04-03 
03-04-04 
03-04-05 

03-05-01 
03-05-02 

03-06-01 

03-06-02 

0 3 -- 0 7 - 0 1 
03-07-02 
03-07-03 

04-01-01 

04-02-01 
04-02-02 
04-02-03 
04-02-04 
04-02-05 
04-02-06 
04-02-07 
04-02-08 

0 4 - 0 3 .- 0 1 
04-03-02 
0 4 - 0 3 - 0 3 

04-04-01 
04-04-02 
04-04-03 

04-05-01 
04-05-02 
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00-00-01 Document 
Number 

Section 

Controls 
Subject 

TABLE OF CONTENTS 

Board of Directors Over view 
Minutes Copies (PUCO) 

APPENDIX 

Appendix 

I Date 
August 1, 2 0 0 7  

04-06-01 
04-06-02 

Overview (Appendix) 99-00-01 
Glossary of Key Terms 9 9- 0 0 - 0 2 
Record Retention Requirements 99-00-03 
List of Approved Attribution Bases 99-00-04 
List of Primary Attribution 

List of Affiliate Contracts 
Bases by Function 99-00-05 

by Company 99-00-06 

l P a g e 4  
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00-00-02 Document 
Number 

Cost Allocation Section 

Controls 
Subject 

HOW TO USE THIS MANUAL 

Manual 

SIJMMARY This Manual is divided into 

TABS - major divisions within the manual 

SECTIONS - divisions within a TAB 

SUBJECTS - divisions within a SECTION. 

DOCUMENT NUMBERING Each document (i.e., subject) has a unique 6- 
SYSTEM digit number. This number is divided into 3 

sets of two digits which are separated by 
dashes. 

EXAMPLE: 05 - 03 - 02 
TAB-SECTION-SUBJECT 

INDEXES The alphabetic subject index is the key to 
this manual. It appears in the “Controls” 
TAB following this document. 

Alphabetic Subject The alphabetic subject index (00-00-03) lists 
every subject in this manual in alphabetical 
order along with the document number at which 
each subject may be located. To be able to 
retrieve information, each subject (and 
important captions within a subject) are 
listed three or more ways in the index. 

Locating a Document Document numbers appear in bold print on the 
upper right corner of each page (see top of 
this page). To locate a Subject: 

1. Refer to the Alphabetic Subject Index 
and locate the SUBJECT you need. 

2. Note the Document Number indicated 

Date 
October 4, 2 0 0 0  

EXAMPLE: 05-03-02 
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00-00-02 Document 
Number 

Section 

Controls 
Subject 

HOW TO IJSE THIS MANUAL 

INDEXES (Cont’d) 

Locating a Document 3. 
(Cont’ d) 

TABLE OF CONTENTS 

FORMAT 

DISTRIBUTION 

AMENDMENTS 

Amendment Record 

The 

Locate TAB 5 of the manual and within 
this TAB find SECTION 03 and SUBJECT 02. 
Or, if you are viewing this manual 
electronically using Acrobat Reader, 
simply click on the subject line listed 
in the table of contents. 

table of contents (00-00-01) is intended 
to give a cover-to-cover overview of the 
manual contents and organization. It lists 
contents of a TAB to the SUBJECT level in 
document nuder order. (Subjects are listed 
alphabetically in the Alphabetic Subject 
Index). 

The format followed for each TAB within this 
manual may vary. Uniformity of format has 
been attempted to the extent practicable. 

The AEPSC Corporate Accounting Department is 
solely responsible for the issuance, revision 
and distribution of all copies of this manual 
and database. 

Revisions or additions to the manual will be 
issued as required. If practical, such 
revisions and/or additions will be 
accumulated and issued periodically as a 
group. The date of the latest revision or 
addition will appear at the bottom of the 
page in the left-hand corner. 

All users of this manual are urged to 
contribute ideas and suggestions for 
revisions to this manual. 

An amendment record is kept of all revisions 
to this manual. The amendment record appears 
in the front of this manual as the first 
document in the “Controls” SECTION. 

Date 
October 4, 2000 IPage 
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Document 
Number 00-00-03 

Section 

Controls 
Subject 

ALPHABETIC SUBJECT INDEX 

I (Con't) 

M 

- Products and Services 
Internal Controls (AEPSC Billing System) 
Interunit Accounting 

- Overview 
- Joint Payments and Journal Transactions 

J 

Job Descriptions 
- Overview 
- Shared Employees (PUCO) 
- Transferred Employees (PUCO) 

Joint Payments and Journal Transactions 
Joint Plants 

K 

Kentucky Rules and Requirements 
Key Terms, Glossary of 

L 

Labor Costing 
List of Affiliate Agreements by Company 
List of Approved Attribution Bases 
List of Primary Attribution Bases by Function 
Louisiana Rules and Requirements 

Materials and Supplies (Asset Transfers) 
Michigan Rules and Requirements 
Money Pool 
Money P o o l  Agreement (AEP System) 
Money Pool  Agreement (AEP System Nonutility) 

Date 
April 10, 2008 

01-03-03 
03-04-02 

0 3- 0 6 - 0 1 
03-06-02 

04-04-01 
04-04-02 
04-04-03 
03-06-02 
04-02-05 

02-04-04 
99-00-02 

03-03-03 
99-00-06 
9 9 - 0 0.- 0 4 
9 9- 0 0 - 0 5 
02-04-05 

03-07-03 
02-04-06 
01-03-04 
04-02-07 
04-02-08 

rage 
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Document 
Number 00-00-03 

ost Allocation Section 

anual Controls 
Subject 

ALPHABETIC SUBJECT INDEX 

0 

Ohio Rules and Requirements 
Oklahoma Rules and Requirements 
Organization Chart, Overview 
Overview 

AEPSC Billing System 
Affiliate Contracts with Regulated Companies 
Affiliate Transactions 
Appendix 
Asset Transfers 
Complaint Log 
Corporate 
Database Links 
Documents 
Federal Regulation 
General 
Guidelines 
Intercompany Billing 
Interunit Accounting 
Job Descriptions 
Organization Chart 
Procedures 
State Commission Rules 
Time Reporting 
Transactions 

Plant and Equipment (Asset Transfers) 
Policies and Procedures, Cost Allocation 
Pooling, Cost 
Procedures 

Cost Allocation 
- Chartfields 
- Labor Costing 
- Overview 
- Time Records 
- Transaction Coding 

Process, Cost Allocation 
Property, Intellectual 

02-04-07 
02-04-08 
01-02-01 

03-04-01 
04-02-01 
01-03-01 
99-00-01 
03-07-01 
04-05-01 
02-02-01 
04-03-01 
04-01-01 
02-03-02 
01-01-01 
02-01-01 
03-05-01 
0 3 -. 0 6 - 0 1 
04-04-01 
01-02-01 
03-01-01 
02-04-01 
03-03-01 
03-02-01 

03-07-02 
02-02-02 
02-02-04 

02-02-02 
03-02-03 
03-03-03 
03-01-01 
03-03-02 
03-02-02 
02-02-03 
01-03-07 

Date 
April 10, 2 0 0 8  
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Document 
Number 00-00-03 

ost Allocation Section 

ual Controls 
Subject 

ALPHABETIC SUBJECT INDEX 

R 

Records 
- Time Records 
- Retention Requirements 

Reports, AEPSC Billing System 
Research and Development 
Retention Requirements, Record 
Rules 

Rules and Requirements 
- State Commission (Overview) 

- Arkansas 
- Indiana 
- Kentucky 
- Louisiana 
- Michigan 
- Ohio 
- Oklahoma 
- Tennessee 
- Texas 
- Virginia 
- West Virginia 

S 

Service Agreements 
Shared Employees (PUCO) 
State Commission Rules and Requirements 

- Arkansas 
- Indiana 
- Kentucky 
- Louisiana 
- Michigan 
- Ohio 
- Oklahoma 
- Overview 
- Tennessee 
- Texas 
- Virginia 
- West Virginia 

System of Internal Controls 
Systems 

- AEPSC Billing System 

03-03-02 
99-00-03 
03-04-05 
01-03-05 
99-00-03 

02-04-01 

02-04-02 
02-04-03 
02-04-04 
02-04-05 
02-04-06 
02-04-07 
02-04-08 
02-04-09 
02-04-10 
02-04-11 
02-04-12 

04-02-02 
04-04-02 

02-04-02 
02-04-03 
02-04-04 
02-04-05 
02-04-06 
02-04-07 
02-04-08 
02-04-01 
02-04-09 
02-04-10 
02-04-11 
02-04-12 
03-04-02 

03-04-03 

Date 
April 10, 2008 
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00-00-03 Document 
Number 

Sectian 

Controls 
Subject 

ALPHABETIC SUBJECT INDEX 

Manuall 

S (Con’t) 

- Intercompany Billing System 

T 

Tax Agreement 
Tennessee Rules and Requirements 
Terms, Key 
Texas Rules and Requirements 
The Cost Allocation Process 
Time Records 
Time Reporting 

- Overview 
- Labor Costing 
- Time Records 

Transaction 
- Chartfields 
- Coding 

Transactions, Affiliate 
- AEPSC 
- Financial Transactions 
- Intercompany Products and Services 
- Money Pool 
- Overview 
- Research and Development 

Transactions, Overview 
Transferred Employees (PUCO) 

V 

Virginia Rules and Requirements 

W 

West Virginia Rules and Requirements 
Work Order Accounting (AEPSC) 

0 3- 0 5- 0 2, 

04-02-06 
02-04-09 
99-00-02 
02-04-10 
02-02-03 
03-03-02 

03-03-01 
03-03-03 
03-03-02 

03-02-03 
03-02-02 

01-03-02 
01-03-06 
01-03-03 
01-03-04 
01-03-01 
01-03-05 
03-02-01 
04-04-03 

02-04-11 

02-04-12 
03-04-03 

Date 
April 10, 2008 

[Paqe 
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Document 
Number 01-01-01 

Section 

Introduction 
Subject 

OVERVIEW (GENERAL) 

SUMMARY 

BUSINESS 

ORGANIZATION CHART 

American Electric Power Company, Inc. (AEP) 
is a public utility holding company. It 
has subsidiaries that conduct regulated 
operations and non-regulated operations. 

AEP is one of the United States‘ largest 
generators of electricity and owns the 
nation’s largest electricity transmission 
system. AEP delivers electricity to 
customers in eleven states: Arkansas, 
Indiana, Kentucky, Louisiana, Michigan, 
Ohio, Oklahoma, Tennessee, Texas, Virginia 
and West Virginia. 

Wholly-owned subsidiaries are involved in 
power engineering and construction services 
and energy management. 

The ownership relationship between AEP, its 
subsidiaries, and their subsidiaries at 
successive levels is captured in AEP’s 
corporate chart. 

AFFILIATE TRANSACTIONS AEP, its subsidiaries and certain other 
affiliates in the AEP holding company 
system conduct capital (i.e., financial) 
transactions among themselves. The 
subsidiaries, in certain situations, also 
perform services for one another. 

Date 
September 10, 2009 
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01-02-02 Document 
Number 

Section 

Organization Chart 
Subject 

CORPORATE CHART 

SUMMARY American Electric Power Company, Inc. (AEP) 
is a public utility holding company. It has 
no customers or employees nor does it own any 
utility property. AEP does own common stock 
of nine operating electric utility companies 
and the common stock of AEP Utilities, Inc, 
which in turn owns common stock of two 
operating electric utility companies. 

AEP also owns common stock of American 
Electric Power Service Corporation (AEPSC) 
and other domestic and foreign subsidiaries. 

AEPSC is a management, professional and 
technical services organization that provides 
such services, at cost, to AEP, the operating 
electric utility companies in the AEP System, 
and other affiliated companies. Other AEP 
subsidiaries provide power engineering, 
energy consulting and energy management 
services. 

CORPORATE ORGANIZATION The following organization chart lists 
CHART hierarchically all of the direct and indirect 

subsidiaries of AEP. Company names are 
indented to identify them as subsidiaries of 
the company that is listed immediately above 
them at the next tier. Some companies are 
subsidiaries of more than one company. The 
footnotes provide a general description of 
the business conducted by each company. 

00. American Electric Power Company, Inc. [Note A] 
01 I AEP C&l Company, LLC [Note w] 

02. AEP Texas Commercial & Industrial Retail GP, LLC [Note w] 

02. AEP Texas Commercial & Industrial Retail Limited Partnership [Note w] 
02. REP Holdco, LLC [Note w] 

03. AEP Texas Commercial & Industrial Retail Limited Partnership [Note Wl 

03. Mutual Energy SWEPCQ, LP [Note w] 
03. REP General Partner LLC [Note w] 

04. Mutual Energy SWEPCO, LP [Note Wl 

AEP AND ITS SUBSIDIARIES As of June 30,2009 

1 
2 
3 
4 
5 
6 
7 
8 
9 

Date 
September 1 0 ,  2009 
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Document 
Number 01-02-02 

Section 

Organization Chart Manual Subject 

ost Allocation 

CORPORATE CHART 

AEP AND ITS SUBSIDIARIES As of June 30,2009 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

01 I AEP Coal, Inc. [Note L] 
02. AEP Kentucky Coal, LLC [Note L] 
02. Snowcap Coal Company, Inc. [Note L] 

02. AEP Fiber Venture, LLC [Note C] 
01 I AEP Communications, Inc. [Note C] 

03. AFN, LLC [Note C] 
01. AEP Credit, Inc. [Note R] 
01 I AEP Generating Company [Note J] 
01. AEP Investments, Inc. [Note F] 

02. Amperion [Note DD] 
02. Intercontinental Exchange Inc. [Note w] 
02. Microcell Corporation [Note DD] 
02. Powerspan Corp [Note DD] 
02. 1Jniversal Supercapacitors, LLC [Note DD] 

01. AEP Nonutility Funding LLC [Note AA] 
01 AEP Power Marketing, Inc. [Note w] 

02. AEP Coal Marketing, LLC [Note w] 
01. AEP Pro Serv, Inc. [Note I] 

02. Diversified Energy Contractors Company, LLC [Note I] 
02. United Sciences Testing, Inc. [Note B] 

02. AEP Delaware Investment Company [Note HI 
01. AEP Resources, Inc. [Note H] 

03. AEP Energy Services UK Generation Limited [Note CC] 
03. AEP Holdings I I  CV [Note HI 

04. AEP Energy Services Limited [Note H] 
02. AEP Delaware Investment Company II [Note HI 

03. AEP Holdings I1 CV [Note HI 
04. AEP Energy Services Limited [Note H] 

02. AEP Energy Services, Inc. [Note CC] 
03. AEP Energy Services Gas Holding Company [Note CC] 

04. AEP Acquisition, LLC [Note CC] 
04. AEP Energy Services Investments, Inc. [Note CC] 

02. AEP River Operations LLC [Note Y] 
03. AEP Elmwood LLC [Note Y] 

04. Conlease, Inc. [Note Y] 
04. International Marine Terminals Partnership [Note Y] 

05. IMT Land Corp [Note Y] 
01. AEP T&D Services, LLC [Note BB] 
01. AEP Transmission Holding Company, LLC [Note P] 

02. AEP Transmission Company, LLC [Note P] 
02. Electric Transmission America, LLC [Note PI 

Date 
September 10, 2009 Ipage 
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Dacument 
Number 0 1-02-02 

Section 

Organization Chart 
Subject 

CORPORATE CHART 

AEP AND ITS SUBSIDIARIES As of June 30,2009 

51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 

03. Prairie Wind Transmission, LLC [Note PI 
03. Tallgrass Transmission, LLC [Note PI 

02. Ohio Series, Potomac-Appalachian Transmission Highline, LLC [Note N] 
03. PATH Ohio Transmission Company, LLC [Note N] 

02. Pioneer Transmission, LLC [Note PI 
02. Potomac-Appalachian Transmission Highline, LLC [Note J] 
02. West Virginia Series, Potomac-Appalachian Transmission Highline, LLC [Note PI 

03. PATH West Virginia Transmission Company, LLC [Note PI 
01. AEP Utilities, Inc. [Note 01 

02. AEP Texas Central Company [Note J] 
03. AEP Texas Central Transition Funding II LLC [Note AA] 
03. AEP Texas Central ’Transition Funding LLC [Note AA] 

03. AEP Texas North Generation Company, LLC [Note E] 

03. Nuvest, L.L.C. [Note U] 

02. AEP Texas North Company [Note J] 

02. CSW Energy Services, Inc. [Note I] 

04. ESG Manufacturing, L.L.C. [Note U] 
04. ESG, L.L.C. [Note U] 
04. National Temporary Services, Inc. [Note U] 

05. Octagon, Inc. [Note U] 
02. CSW Energy, Inc. [Note SI 

03. AEP Desert Sky LP 11, LLC [Note XI 

03. AEP Energy Partners, Inc. [Note MfJ 
03. AEP Wind Holding, LLC [Note XI 

04. AEP Properties, L.LC [Note XI 
04. AEP Wind Energy, LLC [Note XI 
04. AEP Wind GP, LLC [Note XI 

05. Trent Wind Farm, LP [Note XI 
04. AEP Wind LP 1 1 ,  LLC [Note X] 

05. Trent Wind Farm, LP [Note XI 

04. Desert Sky Wind Farm LP [Note X] 

02. CSW International, Inc. [Note H] 

02. Electric Transmission Texas, LLC [Note PI 
03. CSW UK Finance Company [Note H] 

01” AEP Utility Funding LLC [Note AA] 
01. American Electric Power Service Corporation [Note B] 

02. American Electric Power Foundation [Note FF] 
01 Appalachian Power Company [Note J] 

02. Cedar Coal Co. [Note K] 
02. Central Appalachian Coal Company [Note K] 
02. Central Coal Company [Note K] 

Date 
September 10, 2009 
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Organization Chart 
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CORPORATE CHART 

92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 
117 
118 

AEP AND ITS SUBSIDIARIES As of June 30,2009 

02. Southern Appalachian Coal Company [Note K] 
01 I Columbus Southern Power Company [Note J] 

02. Conesville Coal Preparation Company [Note MI 
02. Distribution Vision 2010, LLC [Note DD] 
02. Ohio Valley Electric Corporation [Note E] 

03. Indiana-Kentucky Electric Corporation [Note E] 
01. Franklin Real Estate Company [Note TI 

02. Indiana Franklin Realty, Inc. [Note TI 
01. Indiana Michigan Power Company [Note J] 

02. Blackhawk Coal Company [Note K] 
02. Price River Coal Company [Note K] 

01" Kentucky Power Company [Note J] 
01. Kingsport Power Company [Note J] 
01 I Ohio Power Company [Note J] 

02. Cardinal Operating Company [Note E] 
02. Central Coal Company [Note K] 
02. OP Gavin, LLC 

01. Ohio Valley Electric Corporation [Note E] 
02. Indiana-Kentucky Electric Corporatian [Note E] 

01 PowerTree Carbon Company, LLC [Note DD] 
01. Public Service Company of Oklahoma [Note .J] 
01. Southwestern Electric Power Company [Note J] 

02. Dolet Hills Lignite Company, LLC [Note L] 
02. SWEPCo Capital Trust I [Note EE] 
02. Southwest Arkansas Utilities Corporation [Note TI 
02. The Arklahoma Corporation [Note PI 

01. Wheeling Power Company [Note J ]  

Notes: 
A. Public utility holding company. 
B. Management, professional and technical services. 
C. Telecommunications. 
D. Broker and market energy commodities. 
E. Generation. 
F. Investor in companies developing energy-related ideas, products and technologies. 
G. Distributed generation products. 
t i "  International energy-related investments, trading and other projects. 
I. Non-regulated energy-related services and products. 
J. Domestic electric utility. 

Date 
September 10, 2009 
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Section 

Organization Chart 
Subject 

cation 

CORPORATE CHART 

Notes: 
K. Coal mining (inactive). 
L. Coal mining (active). 
M. Coal preparation. 
N. Inactive. 
0. Subsidiary public utility holding company. 
P. Electric transmission. 
Q. Leasing. 
R. Accounts receivable factoring. 
S. Independent power. 
T. Real estate. 
U. Staff augmentation to power plants. 
V. Retail energy sales. 
W. Marketing of natural gas, electricity or energy-related products. 
X. Wind Power Generation. 
Y. Barging Services 
AA. Finance Subsidiary 
BB. Energy services including operations, supply chain, transmission and distribution 
CC. Gas pipeline and processing 
DD. Domestic energy-related investments, trading and other projects 
EE. Trust 
FF. Nonprofit 

Date 
September 10, 2009 
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Number 01-03-01 

Section 

Affiliate Transactions 
Subject 

OVERVIEW 

SUMMARY The electric utilities in the AEP holding 
company system conduct transactions with 
each other, American Electric Power Service 
Corporation (AEPSC) and their non-regulated 
affiliates. 

AEPSC Services Rendered AEPSC provides management, technical and 
professional services to other companies 
within the AEP holding company system. 

01-03-02 

INTERCOMPANY PRODUCTS 
AND SERVICES 

MONEY POOL 

The electric utility companies provide 
products and services to each other and in 
certain cases they provide products and 
services to non-regulated affiliates and 
receive products and services from non- 
regulated affiliates. 

01-03-03 

The operation of the AEP Utility and Non- 
utility Money Pool is designed to match, on 
a daily basis, the available cash and 
borrowing requirements of its participants, 
thus minimizing the need to borrow from 
external sources. 

01-03-04 

RESEARCH AND DEVELOPMENT Research and development (R&D) activities 
are generally performed by AEP System 
companies on a shared basis. AEPSC manages 
most R&D projects. 

01-03-05 

Date 
F e b r u a r y  18, 2008 lPage1-- 
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Number 01-03-01 

Section 

Affiliate Transactions 
Subject 

OVERVIEW 

FINANCIAL TRANSACTIONS The AEP System companies, although legally 
separated, operate on an integrated basis, 
as permitted by law and regulation. 
Financial transactions are conducted on a 
regular basis in support of the integrated 
activities. 

01-03- 0 6 

INTELLECTUAL PROPERTY 

CONVENIENCE PAYMENTS 

Date 
Februa ry  18, 2008 

Revenues derived from non-associates for the 
resale and licensing of property protected 
by copyright, patent or trademark laws are 
shared among AEP affiliates and regulated 
by the Federal Regulatory Commission (FERC) 
under the Public Utility Holding Company 
Act of 2005. 

01-03-07 

Payments made for the convenience of another 
associate company within the AEP System 
need to be kept to a minimum and be 
reimbursed immediately to the paying 
company. 

0 1 - 0 3 - 0 8 
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N LA m ber 01-03-02 

Cost Allocation Section 

anual Affiliate Transactions 
Subject 

SERVICES RENDERED BY AEPSC 

SUMMARY 

SUMMARY OF AEPSC 
SERVICES 

Date 
September 10, 2009 

The services provided by AEPSC are regulated 
by the Federal Energy Regulatory Commission 
(FERC) under the Public Utility Holding 
Company Act of 2005. 

The following table provides a listing of 
services AEPSC provides to affiliate 
companies: 

GROUP/ FUNCT I ON 
Audit Services 

Business Logistics 

Chairman 

Commercial Operations 

DESCRIPTION 
Internal audit ser- 
vices related to 
operational, 
financial, contract, 
customer accounting, 
information 
technology, stores, 
and other business 
functions. 
Travel, land, 
facilities, fleet, 
equipment management, 
general procurement 
and other support 
services. 
Services provided by 
the office of the 
chairman. 
Capture maximum value 
for surplus 
generation and secure 
competitive, low-cost 
supplies from the 
market to meet the 
needs of the AEP 
System. Operational 
analyses, responsible 
for decision support 
modeling, dispatch 
pricing, and position 
reporting. Manage 
and administer non- 
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Document 
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Section 

Affiliate Transactions 

atio 

Subject 

SERVICES RENDERED BY AEPSC 

Date 
September 10, 2009 

GROUP/FUNCTION 

Corporate Accounting 

Corporate 
Communications 

Corporate Human 
Resources 

Corporate Planning 
and Budgeting 

Customer & Dist 
Services 

DESCRIPTION 
affiliated gas 
marketing. 
Specialized 
accounting, tax and 
other financial 
services related to 
corporate 
development. Tax 
research, 
consultation and 
compliance at local, 
state and federal 
levels. 
Corporate 
communications 
externally to 
customers, 
shareholders and the 
public, and intern- 
ally to employees. 
Administration and 
coordination of 
employee benefit 
plans, payroll 
pro c e s sing , emp 1 o ye e 
records, labor 
relations, certain 
employee & management 
training, centralized 
processing of medical 
benefit claims, and 
human resource 
management. 
Strategic planning 
and economic analysis 
of capital budgeting 
and operational 
decisions. 

Mapping services, 
project management, 

lPage 
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Number 01 -03-02 

Section 

Affiliate Transactions 
Subject 

SERVICES RENDERED BY AEPSC 

GROUP/ FUNCTION 

Customer Operations 

Environment and 
Safety 

Federal Affairs 

Finance, Accounting 
and Strategic 
Planning 

Fuel, Emissions and 
Loaistics 

DESCRIPTION 
design and 
development of 
construction 
projects, drafting 
and engineering 
services, contract 
administration, 
forestry, and 
planning services. 
Printing and mailing 
of customer bills and 
other required 
mailings for electric 
customers , customer 
information system 
support, remittance 
processing, power 
billing, and credit 
and collections. 
Support of 
environmental and 
safety concerns. 
Monitors and 
participates in 
rulemakings and other 
public policy 
discussions at 
various federal 
agencies. 
Support of system 
wide budgeting and 
reporting tools, 
financial and 
resource planning, 
regulatory and rate 
analysis, tracking 
and monitoring of 
construction/capital 
investments. 
Manage fuel 
Drocurement and 

Date 
September 10, 2 0 0 9  
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SERVICES RENDERED BY AEPSC 

Date 
September 10, 2009 

GROUP/FUNCTION 

Generation Business 
Services 

GBS UST USTI Rata 
Services 

Generation 

Generation-Fossil & 
Hydro 

Engineering Project 
Field Services 

Information 
Technology 

DESCRIPTION 
related 
transportation and 
handling activities. 
Business support 
services for 
operation and 
maintenance of AEP 

Business support 
services for AEP 
generating assets. 
Administration of all 
generation assets: 
fossil, hydro, and 
engineering technical 
& environmental 
services. 
Administration of all 
fossil and hydro 
production and 
support groups such 
as regional 
administration, 
budgeting, fossil 
operator training, 
purchasing, etc. 
Support engineering, 
technical and 
environmental 
services for the 
operation of AEP 
qeneratinq assets. 

generating assets. - 

Information 
processing, business 
unit support, 
application 
development, client 
computing and 
technical software 
support and EAS 
solutions and 

IPage 
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Document 
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Cost Allocation Section 

Manual Affiliate Transactions 
Subject 

SERVICES RENDERED BY AEPSC 

Date 
September 10, 2009 

GROUP/FUNCTION 

Legal 

Nuclear Generation 

Regulatory Services 

Risk 

Shared Services 

Transmission 

Treasury 

AEP - Utility 

DESCRIPTION 
telecommunication 
operations. 
Legal counsel and 
pub 1 i c / r e gul a t o r y 
policy for questions, 
issues, cases, etc. 
for all aspects of 
the AEP System. 
Administration of a1 1 
nuclear generation 
assets. 
Support of system 
wide regulatory and 
rate analysis. 
Coordination of risk 
assessment, credit 
risk management and 
insurance coveraue. 
Administer and 
coordinate business 
logistics, human 
resources, and 
information 
technology. 
Project management, 
design and development 
of construction 
projects, drafting and 
engineering services, 
contract 
administration, 
development of 
standards related to 
electric transmission 
systems, forestry 
management, and impact 
studies. 
Cash management, 
financing, and 
investment services. 
Distribution 
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GROUP/FTJNCTION 
Operations 

Utility Operations 
East 

Sectian 

Affiliate Transactions 
Subject 

DESCRIPTION 
operations, customer 
and regulatory 
relationships. 
Distribution 
operations, customer 
and regulatory 
relationshios. 

Date 
September 10, 2009 

AEP Utilities - West Distribution 
operations, customer 
and regulatory 
relationships. 

lpag e  
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 pole Attachments 

Cost Allocati Section 

Affiliate Transactions 
Subject 

Manual 

Intercompany Products and Services 

SUMMARY The non-tariffed products and services 
provided by AEP‘s regulated utilities to 
affiliate companies and vice versa are 
governed by written agreements between and 
among the companies (see TAB 04 in this 
manual). The following tables describe the 
nature of the various transactions that are 
conducted with affiliates in three 
categories: 

products and services provided 
by regulated utilities to non- 
regulated affiliates 

e products and services provided 
to regulated utilities by non- 
regulated affiliates 
products and services provided 
by regulated utilities to each 
other. 

PRODUCTS AND SERVICES The following table describes the nature 
PROVIDED BY REGULATED of products and services provided by the 
UTILITIES TO NON- AEP System’s regulated utilities to non- 
REGULATED AFFILIATES regulated affiliates: 

CATEGORY 
Facilities Management 

Customer Accounting 

DESCRIPTION 
Construct, operate 
and maintain 
equipment, approval 
of outside contracts 
& monitoring work of 
contractors. 
Lease poles and 
towers for 
communication and 
other purposes. 
Service, administer, 
and collect 
receivables sold to 
AEP Credit, Inc. 

Date 
March 2 1 ,  2009 
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Affiliate Transactions 
Subject 

Intercompany Products and Services 

CATEGORY 
Land Management 

Corporate Services 

Building Space and 
Office Services 

Equipment Rent a 1 s 

Materials and 
Supplies (inventory 
transfers ) 

DESCRIPTION 
Provide consulting 
services related to 
the buying and 
selling of real 
estate; including 
site appraisals and 
site maintenance 
services. 
Provide office space, 
furnishings, and 
equipment. Provide 
consulting services 
related to 
maintenance of owned 
and leased 
facilities. 
Bill rent and 
carrying charges for 
building space 
occupied. 
Lease short-term 
eauiDment rentals. 
Provide materials 
from storerooms. 
Charges include the 
cost of the materials 
and supplies and 
appropriate stores 
overheads. Stores 
overheads include 
costs associated with 
purchasing and 
maintaining the 
materials and 
supplies inventory. 

PRODUCTS AND SERVICES The following table describes the nature of 
PROVIDED TO REGULATED products and services provided to the AEP 
UTILITIES BY NON- System's regulated utilities by non- 
REGULATED AFFILIATES regulated affiliates: 

Date 
March 27, 2009 F-- 
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Railcar Usage 

Cost Allocation Section 

Affiliate Transactions 
Subject 

anual 

facilities. 
llsage of railcars by 
other comDanies. 

Intercompany Products and Services 

and Coal Handling services at transfer 
terminals and other 
coal handling 

Coal Handling Provides trans- 
loading services at 
Cook Terminal. 

PRODUCTS AND SERVICES The following table describes the nature of 
PROVIDED BY REGULATED products and services provided by the AEP 
UTILITIES TO EACH System’s regulated utilities to each other: 
OTHER (Including Coal 
Mining Subsidiaries) 

Date 
March 2 1 ,  2009 

CATEGORY 
Materials and 
Supplies (inventory 
transfers) 

Equipment Maintenance 

Simulator Training 

DESCRIPTION 
Materials supplied 
from company 
storerooms shall 
include the material 
cost and stores 
overheads. Overheads 
include costs 
associated with 
purchasing and 
maintaining materials 
and supplies 
inventory. 
Provide personnel and 
services to perform 
regular and emergency 
equipment repairs 
(primarily for 
operating plant 
equipment). 
Provide personnel and 
facility to train 
power plant personnel 
on the operation of 
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Intercompany Products and Services 

Date 
March 2 1 ,  2 0 0 9  

CATEGORY 

Building Space and 
Office Services 

Water Transportation, 
Coal and Consumables 
Handling, and Gypsum 

Railcar Maintenance 

Railcar Usage 

Mining (including 
mine shutdown costs) 

Interconnection 
Agreement (power 
purchases and sales) 

Emission Allowances 

Emergency Assistance 

DESCRIPTION 
1300 MW units. 
Billing of rent and 
carrying charge for 
building space 
occux>ied. 
Provide barging and 
services at transfer 
terminals and other 
coal handling 
facilities. 
Billing for routine 
inspection and repair 
work on railcar hopper 
fleet. 
Usage of railcars by 
other companies. 
Affiliated companies 
mine and provide coal 
and lignite to 
electric utilities on 
a cost reimbursement 
basis. 
Sharing of power 
production and off- 
system sales and 
purchases among AEP 
System generating 
companies. 

Sharing of emission 
allowances and 
associated costs and 
benefits (including 
sales and purchases 
with non-affiliated 
parties). 

Provide personnel to 
restore electric 
service interrupted by 
natural disasters. 

I Page 



I<PSC Case No. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (6) 
Page 35 of 281 

Document 
Number 01-03-03 

Section 

Affiliate Transactions 
Subject 

Intercompany Products and Services 

Date 
March 27, 2009 

CATEGORY 
EHV Transmission 
System 

Energy Distribution 
System 

Energy Transmission 

Energy Delivery 
Support 

Administrative 
Support 

Coal Preparation 

Hydro Plant 

DESCRIPTION 
Sharing of costs 
incurred regarding the 
ownership, operation 
and maintenance of 
AEP's extra-high 
voltage (EHV) trans- 
mission system. 
Provide personnel and 
services to perform 
engineering, metering, 
drafting, line work, 
customer services, 
right-of-way 
maintenance work, 
design of construction 
projects, contract 
administration and 
administrative 
planning. 
Provide personnel and 
services to perform 
transmission line 
work, protection & 
control, and station 
and engineering work. 
Provide personnel and 
services to perform 
measurements, 
telecommunications, 
forestry and real 
estate work. 
Provide personnel and 
services to perform 
environmental, 
governmental affairs, 
fleet management, 
building services and 
mail services. 
Provide coal washing 
and handlincr services. 
Provide supervision, 

F- 
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Intercompany Products and Services 

Date 
March 2 1 ,  2009 

CATEGORY 

Joint Fac i 1 it i e s 

Capitalized Spare 
Parts 

Coal Supply 

Waste Disposal 

Consumables Handling 

DESCRIPTION 
maintenance and 
operation of hydro 
plant and associated 
facilities. 
Share costs of 
operations and 
maintenance of jointly 
owned facilities 
(primarily generating 
plants and HVDC 
transmission 
facilities). 
Capitalized spare 
parts are sold by the 
utilities to each 
other at cost. 
Sale of Coal to the 
operating companies. 
Provide waste handling 
and landfill services 

- 

Provide Services f o r  
transloading Trona. 
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Date 
February 19, 2007 

Cost Allocatio Section 

anual Affiliate Transactions 
Subject 

MONEY POOL 

SUMMARY 

AUTHORITY 

PARTICIPANTS 

AGENT 

FUNDING ENTITIES 

The AEP System Utility Money Pool  and the AEP 
System Nonutility Money Pool are arrangements 
structured to meet the short-term cash 
requirements of their participants. The 
operation of the two Money Pool arrangements 
is designed to match, on a daily basis, the 
available cash and borrowing requirements of 
participants, thereby minimizing the need to 
borrow from external sources. 

The AEP System Utility Money Poo l  and the AEP 
System Nonutility Money Pool operate 
consistently with the terms and conditions of 
the orders that have been filed with the 
Federal Energy Regulatory Commission (FERC). 

The AEP System Utility Money Pool 
participants are certain of AEP regulated 
direct and indirect subsidiaries as well as 
certain nonutility subsidiaries. The AEP 
System Nonutility Money Pool  Agreement 
participants are certain of AEP unregulated 
direct and indirect subsidiaries. Each 
participant may withdraw any of its funds 
from the respective Money Pool to which it 
belongs at any time upon notice to American 
Electric Power Service Corporation (AEPSC). 

AEPSC acts as the administrative agent of the 
Utility and Nonutility Money Pools ,  and is a 
participant in the Utility Money Pool. 

AEP may engage in various types of short-term 
financings to fund the daily needs of the 
money pools. AEP Utilities (formerly Central 
and South West Corporation) may engage in 
various types of short-term financings to 
fund the daily needs of the Utility Money 
Pool only. 
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Number 

Section 

Affiliate Transactions 
Subject 

MONEY POOL 

FUNDING ENTITIES AEP Utility Funding LLC was formed to fund 
(Cont’ d) the Utility Money Pool and AEP Nonutility 

Funding LLC was formed to fund the Nonutility 
Money Pool. Any funds transferred to the 
Money Pool will flow through the applicable 
Funding LLC. The Utility Funding LLC may 
obtain funds from external sources, AEP or 
AEP Utilities. The Nonutility Funding LLC 
will obtain its funds from AEP. The Funding 
LLCs are solely financial conduits. 

RULES 

PROCESS 

American Electric Power Company, Inc. (AEP), 
AEP Utilities, Inc. (AEP Utilities), AEP 
Utility Funding LLC, and AEP Nonutility 
Funding LLC will not borrow funds from the 
Utility or Nonutility Money Pools or their 
participants. 

Participants in the Nonutility Money Pool 
will not engage in lending and borrowing 
transactions with participants of the Utility 
Money Pool .  

Each participant, except AEP and AEP 
Utilities, AEP Utility Funding LLC, and AEP 
Nonutility Funding LLC has the right to 
borrow from its respective Money Pool from 
time to time, subject to the availability of 
funds and other limitations. No participant 
is obligated to borrow from its respective 
Money Pool  if lower cost funds can be 
obtained from its own external borrowing. 

Available funds in the treasuries of the 
participants in the individual Utility and 
Nonutility Money Pools are individually 
”pooled” together. Within each money pool 
the cash position of each Money Pool 
participant is determined on a daily basis. 
The pooled funds are either loaned to other 

- 
Date 

February 19, 2 0 0 7 1  lPageZ 
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Affiliate Transactions 
Subject 

MONEY POOL 

participants within the pool or invested in 
short-term cash instruments. 

If the cash needs of the Utility and/or 
Nonutility Money Pools exceed the pooled 
funds, additional funds are raised through 
external borrowings from the sale of 
commercial paper notes as well as certain 
other means to the extent permitted by law 
and regulatory orders. 

A daily interest rate is calculated for each 
money pool and applied to all participant 
borrowings and investments. 

The interest rate for the Utility Money Pool 
is the composite weighted-average daily 
effective cost incurred by AEP, and/or AEP 
lltilities and/or AEP Utility Funding LLC for 
short-term borrowings from external sources 
or an equivalent rate when there is no 
external borrowing. 

The interest rate for the Nonutility Money 
Pool is the composite weighted-average daily 
effective cost incurred by AEP for short-term 
borrowings from external sources or an 
equivalent rate when there is no external 
borrowing. 

If surplus funds exist in the treasuries of 
the Utility and/or Nonutility money pools, an 
external investment is made on behalf of the 
respective money pool with the surplus. 

Interest income related to external 
investment of surplus funds is calculated 
daily and allocated back to the lending 
participants based on their relative 
contribution to the surplus. 
Money Pool participants are also charged a 
pro rata cost of certain expenses associated 
with their borrowing program, including fees 

Date 
February 19, 2007 rge 
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MONEY POOL 

~ e - - I  February  19, 2007 

associated with bank lines of credit, rating 
agencies, and the issuing and paying agent. 

IPage 
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Section 

Affiliate Transactions 
Subject 

RESEARCH AND DEVELOPMENT 

SUMMARY 

PROCEDURE 

Research and development (R&D) projects are 
generally managed by AEPSC on behalf of other 
AEP System companies. The services performed 
by AEPSC are billed to the respective parties 
through the AEPSC billing system. Every 
shared project is billed using one of the 
approved attribution bases (see the Appendix 
to this manual for a complete list of 
approved attribution bases). 

In many cases, an AEP System operating 
company provides the site f o r  conducting the 
R&D activity and/or procures the equipment 
and materials needed to conduct the research. 
In these cases, the operating company acts as 
the lead company f o r  all other participants 
and is responsible for the payment of all 
costs it incurs on behalf of the other 
participants. 

The costs incurred by the lead company are 
shared with and billed to the other AEP 
participants through a separate R&D 
accounting and billing process. The R&D 
accounting and billing process uses the same 
attribution basis for each project that AEPSC 
uses to bill its support costs. 

Operating company billings for R&D are 
performed on a fully-allocated cost basis 
(i.e., the billings include both direct and 
indirect costs). 

Non-Productive Pay The cost of employee vacations, holidays, 
jury duty and other paid absences are accrued 
and loaded on to labor dollars. 

Fringe benefits 

Date 
September 1 0 ,  2 0 0 9  

The cost of fringe benefits such as pension 
expense is loaded on to labor dollars. 
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Cost Allocation Section 

Affiliate Transactions 
Subject 

Manual 

RESEARCH AND DEVELOPMENT 

PROCEDlJRE (C0n.t' d) 

A&G Overheads 

Direct Costs 

BILLING 

Administrative and general (A&G) overheads 
are loaded to R&D projects in the R&D 
accounting and billing process based on the 
labor dollars charged to each project. A&G 
overheads include costs classified to the 
following accounts: 

920.0 A&G salaries 
921.0 Office supplies and expenses 
923.0 Outside services employed 
930.2 Miscellaneous general expenses 

The overhead expenses included in these 
accounts are loaded separately by account to 
each R&D project. Each individual loading is 
credited to the applicable A&G account. 

All direct costs of a R&D project, including 
productive labor, are captured along with the 
indirect costs described above. 

The lead company of any shareable R&D project 
will bill its associates their respective 
share of the incurred R&D costs. The costs 
billed to the associate companies will be 
exclusive of any costs that are incurred by 
AEPSC since such costs are appropriately 
allocated through the AEPSC work order 
billing system. The lead company will retain 
its share of any incurred costs. 

Date 
September 10, 2009 rage 
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Document 
Number 01-03-06 

Section 

Affiliate Transactions 
Subject 

FINANCIAL TRANSACTIONS 

SUMMARY 

FINANCIAL TRANSACTIONS 

Date 
August 16, 2006 I 

The AEP System companies, although legally 
separated, operate on an integrated basis as 
permitted by law and regulation. Financial 
transactions are conducted on a regular basis 
in support of the integrated activities. 

The following table provides a summary of the 
primary financial transactions the AEP System 
companies conduct with each other that are 
not covered elsewhere in this Section of this 
manual : 

CATEGORY 
Loans 
Capital Contributions 

Accounts Receivables 
Factoring 

Credit Line Fees 

Dividend Payments 

Real and Personal 
Property 

DESCRIPTION 
Debt obliqations. 
Common stock purchases 
as well as paid-in 
caoital transactions. 
AEP Credit, Inc. 
(formerly CSW Credit, 
Inc.) buys the 
accounts receivables 
of certain of the 
electric utility 
affiliates. 
Credit line fees are 
shared among AEP 
System companies. 

Dividend payments are 
made by subsidiaries 
to their parent 
comoanies. 
Title to and/or rights 
in real or personal 
property acquired and 
held by an AEP 
affiliate as Agent for 
another AEP affiliate. 

1 Page 
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Subject 

FINANCIAL TRANSACTIONS 

Date 
August 16, 2006 

CA TEGOR Y 
Employee Loans, 
Accrued Compensation, 
Employee Relocation 
Expenses and Other 
Emp 1 o ye e Re 1 a t e d 
Items 

Money Pool 

DESCRIPTION 
When an employee 
transfers from one AEP 
company to an 
affiliate, the 
receiving company pays 
the employee’s 
relocation expenses. 
In addition, any 
amounts due to or from 
the employee are 
transferred to the 
receiving company from 
the sendinq company. 
An arrangement 
designed to match the 
available cash and 
borrowings 
requirements of 
participants to 
minimize the need for 
external borrowinas. 

NOTE: Also see Document Numbers 01-03-04, 01- 
03-05 and 01-03-08 for a discussion of the 
AEP Money Pool, Research & Development cost 
sharing and Convenience Payments, 
respectively. 
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Number 01-03-07 

Section 

Affiliate Transactions 
Subject 

INTELLECTUAL PROPERTY 

SUMMARY AEP Pro Serv, Inc. has entered into 
agreements with American Electric Power 
Service Corporation (AEPSC) and certain 
electric utility subsidiaries within the 
AEP System. These agreements, among other 
things, extend to the resale and licensing 
of property protected by copyright, patent 
or trademark laws (herein referred to as 
intellectual property). 

TERMS AND CONDITIONS If AEP Pro Serv sells or licenses to non- 
FOR USE OF INTELLECTUAL affiliates intellectual property developed 
PROPERTY BY AEP PRO SERV by AEPSC or any other AEP System company, 

such companies shall receive a percentage of 
the net profits and AEP Pro Serv will 
receive a commission by having AEP Pro Serv 
pay the AEP System company that developed 
the intellectual property the amounts noted 
in the following table: 

R33VENuE SHARING PROVISIONS 

1. 70% of the revenues from the 
intellectual property until the AEP 
System company that developed the 
intellectual property recovers its 
programming and development costs; and 

2. 20% of such revenues thereafter. 

TERMS AND CONDITIONS FOR Intellectual property developed by AEP Pro 
THE USE OF INTELLECTUAL Serv will be made available to all 
PROPERTY DEVELOPED BY associates in the AEP holding company system 
AEP PRO SERV. without charge, except for actual expenses 

incurred by AEP Pro Serv in connection with 
making such intellectual property so 
available. 

Date 
September 10, 2009 
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Document 
Number 01-03-08 

Section 

Affiliate Transactions 
Subject 

SERVICE CORPORATION CONVENIENCE PAYMENTS 

SUMMARY 

AEP POLICY 

American Electric Power Service Corporation 
(AEPSC) provides services to other companies 
in the AEP Holding Company System. To the 
extent possible, the expenditures incurred by 
AEPSC should pertain exclusively to the 
services it performs. 

AEPrs policy is to minimize AEPSC convenience 
payments. However, in some situations, AEPSC 
makes payments on behalf of other System 
companies as a matter of convenience. 
Generally, these convenience payments are 
made in an emergency situation or for cost- 
saving or timesaving purposes. The requester 
must recommend an allocation method for any 
Convenience Payment that pertains to two or 
more companies. 

REPORTING REQUIREMENTS Annually AEPSC is required to report the 
amount paid during the past calendar year for 
convenience payments. The required 
information must be included in AEPSC’s 
annual report that is filed with the Federal 
Energy Regulatory Commission (FERC)on FERC 
Form 60. 

Date 
August 16, 2006 
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Section 

Introduction 
Subject 

OVERVIEW (GUIDELINES) 

SUMMARY 

CORPORATE 

FEDERAL REGULATION 

AEP has internal (i.e., Corporate) guide- 
lines for cost allocation and inter-company 
billings. Federal and state authorities, 
either through legislation or formal rule 
making, have established cost allocation 
methods and affiliate transaction 
requirements. 

AEP has established corporate policies and 
procedures for cost allocation and billing. 
Its cost allocation process includes both 
direct costs and indirect costs. Its 
inter-company billing process includes both 
direct billings to a single company and 
shared billings to a group or class of 
companies. 

The Federal Energy Regulatory Commission 
(FERC) regulates the AEP System's cost 
allocation process as well as the 
transactions that take place among the AEP 
System companies. AEP prices all 
transactions among the affiliate companies 
in the AEP System in accordance with the 
"at cost" standard, which was carried 
forward by the FERC under the PUHCA 2005. 

STATE COMMISSION RULES AEP's eleven state commissions, to some 
degree, have established rules and 
regulations or other requirements relative 
to AEP's cost allocation practices and 
affiliate transactions. State commission 
authority in these areas, for the most 
part, is based on their authority to 
establish rates for retail customers. 

Date 
September 10, 2009 



KPSC Case NO. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (6)  
Page 48 of 281 

Document 
Number 02-02-01 

Cost Allocation Section 

Corporate 
Subject 

Manual 

OVERVIEW 

SUMMARY 

COST ALLOCATION POLICIES 
AND PROCEDURES 

THE COST ALLOCATION 
PROCESS 

COST POOLING AND COST 
ASSIGNMENT 

ACCOUNT DESIGNATIONS 

AEP‘s internal guidelines applicable to 
cost allocations are designed to result in 
a fair and equitable allocation of costs. 
Policies and procedures have also been 
formulated to meet regulatory standards 
both for cost allocation and affiliate 
transactions. 

Each AEP subsidiary maintains separate 
books and records. Transactions are coded 
and processed in a manner that meets all 
regulatory requirements. Proper audit 
trails are maintained so that costs can be 
traced from source documents all the way 
through the applicable accounting and 
billing systems. 

02-02-02 

Unless otherwise exempted, the AEP 
companies allocate costs between regulated 
and non-regulated operations, on a fully- 
distributed cost basis. Fully-distributed 
costs include all direct costs plus an 
appropriate share of indirect costs. 

02-02-03 

Indirect costs are pooled and assigned to 
multiple companies or company segments in 
accordance with the relative benefits 
received or by other equitable means. 

02-02-04 

The operation and maintenance expense 
accounts in the Federal Energy Regulatory 
Commission’s (FERC’s) uniform system of 
accounts break functionally between 
regulated and non-regulated expenses. 
Certain administrative and general expenses 

Date 
September 10, 2009 lPage 
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Section 

Corporate 
Subject 

OVERVIEW 

ACCOUNT DESIGNATIONS include costs that can be attributed to 
Cont' d) both regulated and non-regulated 

activities. Some of AEP's generation has 
been restructured as a competitive 
activity, and therefore, the power 
production accounts in the FERC's system of 
accounts become non-regulated accounts. 

02-02-05 

Date 
September 1 0 ,  2 0 0 9  



KPSC Case NO. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (6) 
Page 50 of 281 

Document 
N LA rn be r 02-02-02 

Section 

Corporate 
Subject 

COST ALLOCATION POLICIES AND PROCEDURES 

Manual 

SUMMARY Cost allocation is the process of assigning a 
single cost to one or more company or company 
segments on the basis of the relative 
benefits received or other equitable basis. 
This document summarizes the underlying cost 
allocation policies and procedures that are 
applied on a corporate-wide basis by all AEP 
companies. 

POLICIES AND PROCEDURES AEP’s cost accounting and cost allocation 
policies and procedures shall not result in 
any cost subsidies among or between regulated 
and non-regulated operations. Unless 
otherwise exempted, all affiliate 
transactions for services or products will be 
conducted at fully allocated cost. For the 
transfer of capital assets, fully allocated 
cost shall equal the net book value of the 
capital asset. 

The term “affiliate transactions” refers to 
all transactions between the utility and any 
separate affiliate company, both regulated 
and non-regulated, including all transactions 
between a utility‘s regulated operations 
(above-the-line) and non-regulated operations 
(below-the-line) . 

Basic Goal The basic goal of AEP’s cost allocation 
policies and procedures are threefold: 

e to ensure a fair and equitable 
distribution of costs among all 
benefiting parties 
to meet pertinent regulatory 
requirements 

needed to record, audit and report 
transactions. 

e to minimize the time and expense 

Date 
April 8, 2008 
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Number 02-02-02 

Section 

anual Corporate 
Subject 

COST ALLOCATION POLICIES AND PROCEDURES 

Separate Books and 
Records 

Accounting Transactions 

Cross-Subsidies 

Cost Allocation 

Audit Trail 

Date 
April 8, 2008 

Each subsidiary of AEP shall maintain 
separate books and records and make maximum 
use of common accounting and business systems 
without violating any federal or state 
imposed code of conduct provisions relative 
to sensitive customer or non-public 
information. 

All financial accounting transactions will be 
recorded in accordance with corporate 
accounting policy using the appropriate 
chartfield values for each transaction. Each 
transaction will be recorded in accordance 
with the FERC Uniform System of Accounts as 
applicable to each subsidiary or affiliate. 

AEP’s cost accounting and cost allocation 
methods or procedures shall not result in any 
cost subsidies among or between regulated and 
non-regulated operations. 

Factors to be considered in the Allocation of 
individual items of cost include, among other 
things : 

* the relationship of the individual 
cost to the benefiting company or 
company segments 
generally accepted accounting 
principles 

e best practices 
e regulatory principles 
e reasonableness of results 

A key requirement for allocating costs for 
affiliate transactions is the maintenance of 
adequate audit trails. The following audit 
trail standards shall be maintained for all 
transactions: 
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Cost Allocation Section 

Corporate 
Subject 

Manual 

COST ALLOCATION POLICIES AND PROCEDURES 

Q vendor invoices, employee time 
records and expense accounts, general 
ledger journal entries and similar 
documentation will be available and 
accessible to adequately support the 
accuracy and validity of individual 
transactions 

(3 all supporting documentation will be 
retained in accordance with the 
applicable regulatory requirements 
for records retention 

(3 all posting to the providers’ 
books of account or summary ledgers 
will be identifiable with the 
individual transactions that make up 
the total amount of the posting. 

Transfer Pricing of The predominant pricing standard among AEP’s 
Affiliate Transactions various regulatory jurisdictions for 

affiliate transactions is ”fully-allocated 
cost.” However, in certain jurisdictions and 
instances, the substantiation of market 
prices may be required because of state code 
of conduct or other rules or regulations. 

For billing purposes, non-tariff products and 
services either purchased by or sold by one 
of AEP’s regulated utilities will be priced 
at “fully-allocated cost“. 

In the case of products and services, “fully- 
allocated cost“ approximates market value in 
most situations since the parties are simply 
sharing costs that reflect current market 
prices. 

For the transfer of capital assets between an 
AEP regulated utility and an affiliate, 
“fully-allocated cost” shall equal the net 
book value of the asset (i.e., original cost 
less depreciation). 

Date 
April 8 ,  2008 
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Subject 

COST ALLOCATION POLICIES AND PROCEDURES 

ACCESS TO BOOKS AND All lawful requests by regulators to 
RECORDS obtain access to the books and records of an 

affiliate of a regulated utility for the 
purpose of setting the utility's cost-based 
rates shall be honored in a timely manner. 

Date April 8, I 2008 
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Section 
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Subject 

THE COST ALLOCATION PROCESS 

SUMMARY 

DIRECT COSTS 

INDIRECT COSTS 

AEP allocates costs to regulated and non- 
regulated operations on a fully-distributed 
cost basis. Fully distributed costs include 
all direct costs plus an appropriate share of 
indirect (and common) costs. 

Direct costs can be identified with a 
particular activity and can be incurred on 
behalf of one or more companies or 
affiliates. 

Indirect costs cannot be identified with a 
particular activity and must be charged to 
the appropriate activity or activities to 
which they relate using relevant cost 
allocators. Indirect costs include, but are 
not limited to, corporate or business unit 
overheads, general and administrative 
overheads, and certain taxes. 

COMMON AND JOINT COSTS Common and joint costs, as distinguished from 
indirect costs, are costs that are of joint 
benefit between regulated and non-regulated 
business operations. These costs can include 
both direct and indirect costs. 

COST EXAMPLES The following table provides examples of the 
expenses included in each cost category: 

BASIC PROCESS 

IDirect I Direct labor; direct materials 

of Directors' fees; FICA 
costs 

costs 

tax; interest expense; other 
elements of Internal Support Costs 
and denartmental overhead. 
Depreciation or rent expense on 
shared buildings; the expenses 
incurred in operating a common 
navroll svstem 

AEP allocates costs among regulated and non- 

Date 
December 19, 2000 
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Document 
Number 02-02-03 

Section 

Corporate 
Subject 

THE COST ALLOCATION PROCESS 

regulated business operations following three 
basic steps: 

1. To the maximum extent possible, within 
reasonable cost benefit standards, costs 
are collected and classified on a direct 
charge basis. 

2. All costs, both direct and indirect, are 
attributed to activities (i.e., 
projects, products or services) which, 
by their very nature, are regulated, 
non-regulated, common or joint. 

3. The costs of common or joint activities 
are allocated using either an output 
measure of the activity performed or the 
primary cost driver (or a relevant proxy 
in the absence of a primary cost 
driver). 

BILLINGS TO AFFILIATES Any costs incurred for the benefit of only 
one client or affiliate are billed 100% to 
that client or affiliate. 

Any costs incurred for the benefit of more 
than one client or affiliate are billed to 
the clients or affiliates for which the 
related service was performed using cost- 
causative allocation factors of the nature 
described in Step 3 of the basic allocation 
process (see above). For example, the cost 
accumulated for processing payroll is 
allocated and billed based on the ratio of 
each client's or affiliate's number of 
employees to the total number of employees of 
all clients or affiliates receiving the 
service. 

Date 
December 19, 2000 
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Corporate 
Subject 

COST POOLING AND COST ASSIGNMENT 

Manual 

SUMMARY The financial accounting systems used by the 
AEP System companies are designed to pool 
allocable costs in a manner that leads to a 
fair and equitable distribution of costs 
among all affiliated companies and between 
regulated and non-regulated operations. 

UNDERLYING PRINCIPLE The underlying principle in cost allocation 
is that the results must be fair and 
equitable. To meet this standard, the 
results must be reasonable and take into 
account the relative benefits received from 
each cost pool. 

POOLING METHODOLOGY In order to perform fair and equitable cost 
allocations, AEP's financial accounting 
systems are designed to capture and pool 
costs at three basic levels: 

8 direct costs are costs which can be 
specifically assigned to final cost 
objectives; 

8 common or joint costs are costs which 
apply to more than one cost objective 
and can be attributed to them in 
reasonable proportion to the benefits 
received; and 

@ overhead costs relate to the overall 
operations of the business and, as 
such, have no direct relationship to 
any particular cost objective. 

Common and joint costs along with overhead 
costs are further accumulated in various cost 
groupings (sub-pools) . Examples include: 

salary-related costs (also known as 
fringes ) 

e compensated absences (i.e., non- 

Date 
December 19, 2000 
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COST POOLING AND COST ASSIGNMENT 

COST ASSIGNMENT 

December 19, 1 2000 
Date 

productive pay) 
e building costs 
e computer costs 
e general and administrative overhead 
e construction overhead. 

The AEP System pools and allocates costs at 
each level on a legal entity basis. That is, 
the costs incurred by one company do not 
affect the level of costs allocated by 
another company. Separate books and records 
are maintained for each company. 

All companies assign direct costs on a 100% 
basis while common or joint costs are 
assigned or charged to multiple cost 
objectives in accordance with the relative 
benefits received or by other equitable 
means. Overhead costs are charged using 
relatable, cost-causative factors such as 
square footage, labor dollars, and total cost 
input . 

rage 
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Number 02-02-05 

Section 

Corporate 
Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Requlated and Joint) 

SUMMARY As required by the Commonwealth of Kentucky's 
House Bill No. 897 [Section 4(f)], the Cost 
Allocation Manual (CAM) maintained by the 
electric utility must provide a report that 
identifies whether the costs contained in 
each account (or sub-account) of the Uniform 
System of Accounts (i.e., the USoA) are 
attributable to regulated operations, non- 
regulated operations, or are joint costs in 
nature. A description of the methodology 
used to apportion the costs shall also be 
included. The allocation methodology must be 
consistent with the provisions of Section 3 
of House Bill No. 897. 

While this document has been prepared 
primarily to satisfy Kentucky's CAM 
requirement, the account designations 
included in the accompanying chart also apply 
to AEP's other electric utilities. 

ACCOUNT DESIGNATIONS The chart which begins on the following page 
identifies those USoA operation and 
maintenance accounts that are considered to 
be regulated, non-regulated or joint. The 
chart pertains to all of AEP's regulated 
utilities to the extent that they use each 
account. As generation becomes deregulated 
in certain state jurisdictions, the accounts 
for power production expenses will become 
non-regulated. 

COST ALLOCATION To the extent possible, costs are charged 
directly to either regulated or non-regulated 
operations as appropriate. Those "joint" 
costs that can not be directly charged are 
allocated between regulated and non-regulated 
operations based on the nature of the cost, 
using the appropriate allocation basis from 
the List of Approved Attribution Bases used 
for Service Company billings. 

Date 
September 10, 2009 I page 
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501.0 
502.0 
503.0 
504.0 
505.0 
506.0 

Section 

Fuel No No Yes 
Steam Expenses No No Yes 

No No Yes Steam from Other Sources 
Steam Transferred-Credit No No Yes 
Electric Expenses No No Yes 
Misc Steam Power Expenses No No Yes 

-- 

Corgorate 

513.0 

514.0 

515.0 

517.0 

518.0’ 
519.0 
520.0 
521.0 
522.0 

Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Regulated and Joint) 

--- 
Maintenance of Electric No No Yes 
Plant 
Maintenance of Misc Steam No No Yes 
Plt 
Maintenance of Steam No No Yes 
Production Plant 
Oper Supervision & NO NO Yes- 
Engineering 
Nuclear Fuel Expense No No Yes 
Coolants and Water No No Yes 

No No Yes Steam Expenses 
Steam from Other Sources No No Yes 
Steam Transferred-Credit No No Yes 

-- 

- 

CHART 

523.0 
524.0 
5 7 5 . 0  

Enaineerina 

Electric Expenses No No Yes 
Misc Nuclear Power Expenses No No Yes 
R e n t s  No No Yes 

528.0 

529.0 

Maintenance Supervision and No No Yes 
engineering 
Maintenance of Structures NO NO Yes- 

530.0 

531.0 

532.0 

535.0 

536.0 
537.0 

Maintenance of Reactor No No Yes 
Plant Equipment 
Maintenance of Electric No No Yes 
Plant 
Maintenance of”Misc Nuclear No No Yes 
Plant 
Operation Supervision and No No Yes 
Engineering 
Water for Power No No Yes 

No No Yes Hydraulic Cxpenses .- 

Date 
September 10, 2009 
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Number 02-02-05 

Expenses 
Maintenance Supervision and No No Yes 
Engineering 
Maintenance of Structures No No Yes 
Maintenance of Reservoirs, No No Yes 
Dams and Waterways 
Maintenance of Electric No No Yes 
Plant 
,Maintenance of Misc , No , No I Yes 

Section 

545.1 

546.0 

CorDorate 

Hydraulic Plant 
Maintenance of Hydraulic No No Yes 
Production Plant 
Operation Supervision and No No Yes 

Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Regulated and Joint) 

547.0 
548.0 
549.0 

550.0 
550.1 

Date 
September 10, 2009 

Engineering 
No No Yes Fuel 

Generation Expenses No No Yes 
Misc 0th Pwr Gen - Gas No No Yes 
Turbine 
Rents No No Yes 
Operation supplies and No No Yes 
expenses 

- - ~  

I NO I NO I Yes 
Supplies and I NO I NO I Yes 

556.0 

557.0 

Sys Control & Load No No Yes 
Dispatching 
Other ExDenses No No Yes 

560.0 Oper Supervision & Yes 
Enaineerina 

No No 
t . 2  .2 

561.1 (Load Dispatch--Reliability 
561.2 /Load dispatch-Monitor and 

-- 
Yes No No 
Yes No No 



ost Allocation 

FERC 
Account 

561.3 

561.4 

561.5 

561.6 

561.7 

561.8 

- 

562.0 
563.0 
564.0 
565.0 
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Description 
operate transmission system 
Load dispatch-Transmission 
- 

Section 

standards development 
Transmission service 
studies 
Generation interconnection 
studies 
Reliability planning and 
standards development 
services 

-_I-- 

-- 

Corporate 
Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Regulated and Joint) 

Station Expenses Yes No No 
Overhead Line Expenses Yes No No 

No Underground Line Expenses Yes No 
Transmssion of Elect by Yes No No 

- 
- 

Date 
September 10, 2009 

service and scheduling 
Scheduling system control 
and dispatch services 
Reliability planning and 

No No Yes 

Yes No No 

567.1 

~ 

No 
- 
No 

No 
- 

Others 
Misc Transmission 
Rents I Yes I No 
Operation Supplies and I Yes I No 
Expens e s 
Maint Supv & Engineering Yes No 
Maintenance of Structures Yes No 
Maintenance of computer Yes No 
hardware 
Maintenance of computer Yes No 
software 
Maintenance of Yes No 
communication equipment 
Maintenance of Yes No 
miscellaneous regional 
transmission Dlant 
Maint of Station Equipment I Yes I No 
Maintenance of Overhead I Yes I NO 

No 
No 
No 

No 
No 
No 

No 

No 

No 
_ . ~ -  

No 
No 

Lines 
Maint of U n d ~ r ~  
Maint of Misc Transmssion 
Plt 
Maintenance of Transmssion Yes No 

Page 



Cost Allocation 
Manual 

FERC 
Account Desc r ip t ion  

market facilitation 
575.3 Transmission rights market 
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Document 
Number 02-02-05 

Non 
Reg. Reg. J o i n t  

Yes N o  No 

Sectian 

CorDorate 

I facilitation 

Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Regulated and Joint) 

I 
facilitation 

lfacilitation 
515.4 ICapacity market I Yes I No I No 

I 

575.8 
576.1 

516.2 

516.3 

576.4 

576.5 

- 

-___ 

monitoring and compliance 
services 
Rents Yes No No 
Maintenance of structures Yes No No 
and improvements 
Maintenance of computer Yes No No 
hardware 
Maintenance of computer Yes No No 
software 
Maintenance of Yes No No 
communi c a t i on e qu i pme n t 
Maintenance of 

-- 

compliance 
facilitation, I Yes I No I No 

loperation plant 

I I  

I 

- 
581.0 
581.1 
582.0 
583.0 
584.0 
585.0 

586.0 
581.0 
588.0 

Engineering 
Load Dispatching Yes No No 
Line and Station Expense Yes No No 

Yes No No Station Expenses 
Overhead Line Expenses Yes No No 
Underground- Line Expenses Yes No No 
Street Lighting & Signal Yes No No 
Sys Exp 
Meter Expenses Yes No No 
Customer Installations Exp Yes No No 
Miscellaneous Distribution Yes No No 

-I - 

-~ 
580.0 IOper Supervision-& I Yes I No I No 

land Equipment I 

Page 
5 

Date 
September 10, 2009 
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02-02-05 Dacument 
Number 

- 

594.0 
594.1 
595.0 

Sectian 

Corporate 
Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Requlated and Joint) 

Lines 
Maint of Underground Lines Yes No 
Maintenance of Lines Yes No 
Maint of Line Transformers Yes No No 

Date 
September 10, 2009 

I 

596.0 Maint of Street Lighting & Yes No No 

597.0 Maintenance of Meters Yes No No 
598.0 Maint of Misc Distribution Yes No No 

Signal Systems 

ccount Description 

901.0 lsupervision 

& Instruct 

strative and r a l  Expenses -- 
920.0 IAdministrative & Gen I No I No I Ye 

rage 



Cost Allocation 
anual 

FERC Non 
A c c o u n t  D e s c r i p t i o n  R e g .  R e g .  J o i n t  

923.0 Outside Services Employed No No Yes 
924.0 Property Insurance No No Yes 
925.0 Injuries and Damages No No Yes 

Expenses 
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Document 
Number 02-02-05 

Section 

Cornorate 
Subject 
ACCOUNT DESIGNATIONS (Regulated, Non- 
Regulated and Joint) 

Date 
September 10, 2009 

Benefits 

Expens e s 

Yes 
of General No No Yes 

Plant 

rage ’ 
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Dacument 
Number 02-03-01 

Section 

Federal Regulation 
Subject 

ual 

OVERVIEW 

SUMMARY 

FERC REGULATION 

Date 
February 22, 2007 

Effective February 8, 2006, the Public 
Utility Holding Company Act of 193.5 was 
repealed. Jurisdiction over certain holding 
company related activities has been 
transferred to the Federal Energy Regulatory 
Commission under the Public Utility Holding 
Company Act of 2005. 

The business of transmitting and selling 
electric energy in interstate commerce is 
regulated through Part I1 of the Federal 
Power Act. 

02-03-02 
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Document 
Number 02-03-02 

Section 

Federal Reuulation 
Subject 

FERC Regulation 

SUMMARY 

PUHCA 2005 

Date 
August 15, 2006 

The transmission of electric energy in 
interstate commerce and the sale of electric 
energy at wholesale in interstate commerce is 
regulated by the Federal Energy Regulatory 
Commission (FERC) under the Federal Power 
Act. 

The Energy Policy Act of 2005 repealed the 
Public Utility Holding Company Act of 1935 
effective February 8, 2006 and replaced it 
with the Public Utility Holding Company Act 
of 2005. With the repeal of PUHCA 1935, the 
Securities and Exchange Commission no longer 
has jurisdiction over the activities of 
registered holding companies. Jurisdiction 
over certain holding company related 
activities has been transferred to the 
Federal Energy Regulatory Commission. 
Specifically, FERC has jurisdiction over the 
issuances of securities of our public utility 
subsidiaries, the acquisition of securities 
of utilities, the acquisition or sale of 
certain utility assets, and mergers with 
another electric utility or holding company. 
In addition, both FERC and state regulators 
will be permitted to review the books and 
records of any company within a holding 
company system. FERC also has jurisdiction 
over certain affiliate transactions. As part 
of the implementation of the Public Utility 
Holding Company Act of 2005, FERC has adopted 
rules addressing these various issues. The 
pertinent rules may be found at 18 C.F.R. 
Part 366. 
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Document 
Number 02-04-01 

Section 

State Commission Rules 
Subject 

OVERVIEW 

SUMMARY 

ARKANSAS 

INDIANA 

KENTUCKY 

LOU1 S IANA 

MICHIGAN 

Date 
J u l y  13, 2009 

AEP’s state commissions have established 
certain rules and requirements relative to 
affiliate transactions. The requirements 
generally fall into four broad categories: 

0 they need to maintain a cost 
allocation manual or other 
documentation 

0 transfer pricing rules 
e reporting requirements 
0 audit requirements. 

Arkansas requirements can be found in 
Arkansas Public Service Commission Order 7 of 
Docket 06-112-R, dated May 25, 2007. 

02-04-02 

Indiana’s requirements can be found in the 
Indiana Code as well as various orders of the 
Indiana Utility Regulatory Commission. 

02-04-03 

Kentucky‘s requirements are contained in 
Kentucky Revised Statutes (KRS) 278.2201 thru 
278.2219; Kentucky Public Service Commission 
Regulation 807KAR 5:080 and in various orders 
of the Kentucky Public Service Commission. 

02-04-04 

Louisiana‘s requirements can be found in the 
Louisiana Public Service Commission’s Order 
No. U-23327, dated September 16, 1999, 
subject to the conditions set forth in the 
Stipulation and Settlement attached as 
Appendix A to the Order. 

02-04-05 

Michigan’s requirements are contained in 
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02-04-01 Document 
Number 

Section 

State Commission Rules 
Subject 

OVERVIEW 

OHIO 

OKLAHOMA 

TENNESSEE 

TEXAS 

VIRGINIA 

Date 
J u l y  13, 2009  

various orders of the Michigan Public Service 
Commission, including its Order Approving 
Settlement Agreement dated December 16, 1999, 
in Case No. U-12204, and its Opinion and 
Order, dated December 4, 2000, in Case No. U- 
12134. 

02-04-06 

Ohio’s requirements are captured in the 
corporate separation rules adopted by the 
Public Utilities Commission of Ohio in Case 
No. 99-1141-EL-ORD, as amended in Case Nos. 
04-48-EL-ORD and 08-777 - EL - ORD, and in 
various orders of the Commission. 

02-04-07 

Oklahoma’s requirements are focused on the 
Oklahoma Corporation Commission‘s ability to 
access the books and records of Public 
Service Corporation of Oklahoma and its AEP 
affiliates as stated in the Stipulation, 
dated as of April 16, 1999, in Cause No. P U D  
980000444. 

02-04-08 

Tennessee has no specific rules and 
requirements applicable to cost allocations 
and affiliate transactions. 

02-04-09 

Texas‘ requirements to a large degree are 
contained in §36 .058  of the Texas Public 
Utility Regulatory Act and the rules of the 
Public Utility Commission of Texas. 

02-04-10 

Virginia’s requirements can be found in the 
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Document 
Number 02-04-01 

ost Allocation Section 

anual State Commission Rules 
Subject 

OVERVIEW 

WEST VIRGINIA 

Date 
J u l y  13, 2009 

Code of Virginia and in the regulations and 
in orders of the Virginia State Corporation 
Commission. 

02-04-11 

West Virginia’s requirements can be found in 
the West Virginia Code and in orders of the 
Public Service Commission of West Virginia. 

02-04-12 

rage 
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Document 
Number 02-04-02 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUMMARY 

DOCUMENTATION REQUIRE- 
MENTS 

The Arkansas Public Service Commission 
adopted Affiliate Transaction Rules May 25, 
2007. The purpose of the rules is to ensure 
that all transactions among or between a 
public utility and any affiliates or 
divisions do not result in rates which are 
unreasonable and in violation of Arkansas 
statutes; to ensure that the rates charged by 
public utilities do not provide any subsidy 
to affiliates or divisions of the public 
utility which are involved in non-utility 
activities or which provide services to the 
public utility; to prevent anti-competitive 
behavior, and market manipulation or market 
power; and to prevent financial risk to rate- 
regulated public utility operations which may 
arise from business endeavors of an 
unregulated affiliate. 

The following summarizes the Affiliate 
Transaction Rules as adopted. 

The Commission's documentation requirements 
applicable to affiliate transactions are 
provided in the table below: 

SUBJECT 
Record 
Keeping 
Rule IV 

FtEQUIFGW3NT 
A public utility is to books 
and records separately form 
the books and records of its 
affiliates and to maintain 
such books and records in 
accordance with applicable 
rules and orders of the 
Commission, and with 
Generally Accepted Accounting 
Principles as amended. 

Such books and records shall 
contain all information 

Date 
Augus t  6, 2007 

1 Paqe 
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Document 
Number 02-04-02 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

STJBJECT 

Date 
August 6 ,  2007  

REOUI-NT 
necessary to identify all 
affiliate transactions in 
which a public utility 
participated; and identify 
and allocate or impute all 
revenues and costs (both 
direct and indirect) 
associated with all such 
affiliate transactions. 

Upon the creation of a new 
affiliate that will 
participate with a public 
utility, the utility shall, 
no later than 60 days after 
the creation of the 
affiliate, notify the 
Commission by letter to the 
Secretary of the Commission 
of the creation of the new 
affiliate, and the notice 
shall include an explanation 
of how the public utility 
will implement these rules 
with respect to the new 
affiliate. 

Each public utility shall 
maintain, for at least five 
years, records of each 
affiliate transaction in 
which it participated and the 
records shall: 

a. be made 
contemporaneously with 
each affiliate 
transaction; 

b.be in a readily 
retrievable format; and 

c. include, for each 
affiliate transaction: 

1.identify of the 

rage 
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Document 
Number 02-04-02 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT REOUIRE3ENT 
affiliate; 

termination dates 
of the transaction; 

affiliate 
transaction, 
including the 
nature and quantity 
of value provided 
and received; 

4.the dollar amount 
of the transaction 
and the manner in 
which such dollar 
amount was 
c a 1 cu 1 at e d ; 

5. all other terms of 
the transaction; 

6.the direct and 
indirect costs 
associated with the 
transaction, 
including any 
allocation formula 
used to attribute 
indirect costs; 

7. a l l  information 
necessary to verify 
compliance with the 
rules and the 
accuracy of amounts 
stated, i.e. 
invoices, vouchers, 
communications, 
journal entries, 
wor kpaper s , 
information 
supporting the 
price of each 
transaction, 
includina but not 

2. commencement and 

3.description of the 

August 6, 2007 
Date 
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Document 
Number 02-04-02 

Cost Allocation 
anua 

Section 

Stat Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT F U 3 Q U I M N T  
limited to the cost 
and allocation 
method of the 
transaction and 
when the cost was 
the result of a 
competitive bidding 
process, the market 
price and basis for 
the market price; 

8. be summarized and 
filed with the 
Commission as part 
of the annual 
report. Unless 
otherwise ordered 
by the Commission, 
a copy of FERC Form 
60, Annual Report 
of Centralized 
Service Companies, 
may be filed. 

Each public utility shall 
file contemporaneously with 
its annual report a summary 
report indicating the 
aggregate dollar amount of 
all transactions described in 
Rule 1II.G. (1), ( Z ) ,  ( 3 ) ,  and 
(4) which the utility has 
conducted with each utility, 
including the name of each 
such affiliate. 
Each public utility is to 
maintain, update annual 1 y, 
train its employees in, and 
(within 120 days following 
the effectiveness of these 
rules, and thereafter, to the 
extent of material changes, 
in each annual report) file 
with the Commission, written 

Date 
Augus t  6 ,  2007 
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Dacument 
Number 02-04-02 

Manual 
Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT 

Commission 
Access 

mQUIREMENT 
procedures which ensure 
compliance with the rules, 
such procedures shall 
include, at a minimum: 

a. all internal rules, 
practices, financial 
record keeping 
requirements, and other 
policies governing 
affiliate transactions 
among or between the 
public utility and its 
affiliates; 

b.the names and addresses 
of all the public 
utility’s affiliates; 

c. an organizational chart 
depicting the ownership 
relationships between 
the public utility and 
those affiliates that 
participate in affiliate 
transactions with the 
public utility; 

types of assets, goods 
and services provided in 
any existing affiliate 
transaction lasting more 
than one year; and 

e. a cost allocation manual 
or other description of 
the method used to 
determine compensation 
in affiliate 
transactions 

d. a description of the 

The Commission shall have 
access to all books and 
records of a public utility 
and its affiliate to the 
extent such access is 
relevant to determininu 

Date 
August 6, 2007 
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02-04-02 Document 
Number 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

ALLOCATION OF COSTS 
AND REVENUES 

I SUBJECT I REQUIREBENT 
compliance with all 
applicable Arkansas statutes 
and rules or establishing 
rates subject to the 
Commission's jurisdiction. 

The Commission's rules for the allocation of 
certain costs and revenues related to 
affiliate transactions are provided in the 
table below: 

SUBJEXT 
Affiliate 
Financial 
Transactions 
Rule IV 

REQUIREBENTS 
Except as provided otherwise 
in the Rules or in other 
applicable law, a public 
utility shall not engage in 
any affiliate transaction in 
which the public utility: 

1.provides to or shares 
with any affiliate any 
financial resource or 
financial benefit, 
including, but not 
limited to any loan, 
extension of credit, 
guarantee or assumption 
of debt, 
indemnification, pledge 
of collateral; or 
encumbrance of or 
restriction on the 
disposition of any 
public utility; or 

2.incurs any debt for 
purposes of investing 
in, or otherwise 
supporting, any business 
other than the provision 
of public utility 
service in Arkansas. 

Date 
August 6, 2007 IPage 
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Dacument 
Number 02-04-02 

anual 
Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT 

Date 
August 6, 2001 

REQUI-NTS 

A public utility may obtain 
financial resources from an 
affiliate for public utility 
purposes, provided that the 
cost to the public utility of 
such financial resource does 
not exceed the lower of 
market price or the 
affiliate’s fully allocated 
cost. 
This part of the rule shall 
not apply to or prohibit any 
of the following unless the 
Commission finds, after 
notice and hearing, unless 
waived by the parties, and 
consistent with applicable 
law, that the arrangement is 
not consistent with the 
purposes of the rules: 

1. 

2. 

3 .  

An inter--affiliate 
financial transaction 
integral to an affiliate 
transaction for goods or 
services to and 
consistent with Rule V 
(Affiliate Transactions 
Other than Financial 
Transactions); 
Payment of dividends by 
a public utility to 
affiliate that own stock 
in such public utility 
Transactions in 
connection with the 
factoring of accounts 
receivable, the creation 
and use of special 
purpose financing 
entities, and the 
creation and use of 
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Document 
Number 02-04-02 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT 

Date 
August 6, 2007 

REOUIREMENTS 
money pool or cash 
management arrangements, 
subject to safeguards to 
prevent cross- 
subsidization and 
unauthorized pledges or 
encumbrances of public 
utility assets; 

4. Any loan, extension of 
credit, guarantee, 
assumption of debt, 
restriction on 
disposition of assets, 
indemnification, 
investment, or pledge of 
assets by public utility 
for the purpose of 
supporting the utility 
related business 
activities of an 
affiliate; 

public utility, 
including debt that 
imposes any encumbrance 
on, or any restriction 
placed on the 
disposition of any 
assets of, the public 
utility for the purpose 
of supporting the 
utility related business 
activities of an 
affiliate; 

6. Receipt by a public 
utility of capital 
contributions or 
proceeds from the sale 
of common stock to its 
parent holding company; 

utilitv of financial 

5. Any debet incurred by a 

7. Receipt by a public 

IPage * 
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Document 
Number 02-04-02 

OSt ti0 Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT FU3QUIFLENENTS 

8 .  

9 .  

resources from an 
affiliate for any non- 
public utility purpose, 
provided that the cost 
to the public utility of 
such resources shall not 
be recovered from the 
public utility's 
customers in Arkansas; 
Any financing 
arrangement involving a 
public utility andy any 
affiliate that was in 
existence as of the 
effective date of the 
rules; provided that the 
public utility files 
with the Commission a 
description of each such 
arrangement involving a 
public utility and any 
affiliate having an 
annual value or amount 
in excess of $350,000 
and such filing is 
received within 120 days 
of the effective date of 
the rules; 
Any other affiliate 
transaction proposed by 
a public utility, 
provided that the public 
utility first files with 
the Commission an 
application for approval 
of such proposed 
affiliate financial 
transaction including a 
detailed description 
thereof and any relevant 
supporting 
documentation, and the 

Date 
August  6, 2 0 0 7  
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Document 
Number 02-04-02 

CQSt /!llQCatiQn Section 

State Commission Rules 
Subject 

Manual 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT 

Affiliate 
Transactions 
other than 
Financial 
Transactions 
Rule V 

REQUIREMENTS 
Commission finds, after 
notice and hearing, 
unless waived by the 
partied, on such 
application, that the 
proposed affiliate 
financial transaction is 
consistent with the 
purposes of the rules. 

With respect to an affiliate 
transaction involving assets, 
goods, services, information 
having competitive value, or 
personnel, a public utility 
shall not: 

1. receive anything of 
value, unless the 
compensation paid by the 
public utility does not 
exceed the lower of 
market price of fully 
allocated cost of the 
item received; and, 

2.provide anything of 
value, unless the 
compensation received by 
the public utility is no 
less than the higher of 
market price or fully 
allocated cost of the 
item provided. 

This rule shall not apply to: 
1. exchanges of information 

(a)necessary to the 
reliable provision of 
public utility service 
by a public utility, 
provided such exchange 
occurs consistently with 
guidelines published by 
the utilitv and applied 

Date 
August 6 ,  2007  /age 1 0  
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02-04-02 Document 
Number 

Commission Rules 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT 

Date 
August 6 ,  2001 

REQUIREMENTS 
equally to affiliates 
and non-affiliates; (b) 
required by or necessary 
to comply with federal 
statutes or regulations; 
or (c)between or among a 
public utility, its 
parent holding company, a 
service company and any 
affiliated rate-regulated 
utility in another State. 

2. The provision of shared 
corporate support services, 
at fully allocated cost, 
between or among a public 
utility and any affiliate, 
including a service company. 

3.The provision, at fully 
allocated cost, of assets, 
goods, services, or personnel 
between or among a public 
utility and a affiliated rate- 
regulated utility in another 
State. 

4.The provision of assets, 
goods, services, information 
having competitive value, or 
personnel, at a price 
determined by competitive 
bidding or pursuant to a 
regulatory filed or approved 
tariff or contract. 

5. Any other affiliate 
transaction proposed by a 
public utility to be exempted 
from the rule provided that 
the public utility first 
files with the Commssion an 
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02-04-02 Document 
Number 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT REOUIREMENTS 
application for an exemption 
of such proposed affiliate 
transaction from the 
requirements of the rule, 
including a detailed 
description of the proposed 
transaction and any relevant 
supporting documentation, and 
the Commission finds, after 
notice and hearing, that the 
exemption is consistent with 
the x)urx)oses of the rules. 

COMPLIANCE 
REQUIRIEMENTS 

The Commission’s compliance requirements 
applicable to the affiliate transactions are 
provided in the table below: 

Date 
Augus t  6, 2 0 0 7  

SUBJECT 
Annual 
Certification 

REQUIRBIkENT 
No later than June 1 of each 
year, each public utility 
shall file with the 
Commission a notice, signed 
by both the public utility’s 
president or chief executive 
officer and its chief 
financial offices, certifying 
the public utility‘s 
compliance with these rules 
in the prior year; and other 
annual information and 
reports required under the 
rules. 

The Commission may at any 
time initiate a proceeding 
against a public utility to 
determine whether a 
reasonable basis exists that 
the public utility is out of 

IPaqe 12 
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Document 
Number 02-04-02 

Section 

State Commission Rules 
Subject 

ARKANSAS RULES AND REQUIREMENTS 

SUBJECT 

Date 
August 6, 2007 

REQUIREMENT 
compliance with the rules. 
If the Commission, after 
notice and hearing, makes 
such determination, the 
Commission may require the 
public utility to engage an 
independent accountant ( 
which, at the public 
utility’s election, may be 
the accountant that regularly 
audits the public utility’s 
financial statements) to 
conduct Agreed Upon 
Procedures to review 
identified accounting 
entries, methods or 
procedures used by the public 
utility in connection with 
these rules. A work plan 
outlining such Agreed Upon 
Procedures, together with 
such letters or 
acknowledgements as shall be 
reasonably required by the 
accountant in connection with 
such engagement, shall be 
developed by the public 
utility and filed with the 
Commission for approval. 
Upon review of the 
information provided by such 
independent accountant after 
undertaking, the Commission 
may order the public utility 
to make changes in its 
accounting methods or 
procedures found by the 
Commission in to be 
reasonably necessary to 
ensure future compliance with 
these Rules. 

Ipage  13 
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OTHER REQUIREMENTS - Additional requirements applicable to 
affiliate transactions are provided in the 
table below: 

SUBZCT 
Bond Rating 
Downgrades 
Rule VI1 

?WQUIRENENT 
This rule applies to any 
public utility that has a 
separate, stand-alone bond 
rating by Standard and Poor's 
or Moody's, and that has 
affiliates, other than utility 
related businesses, with 
assets whose total book value 
exceeds ten percent of the 
book value of the public 
utility's assets. 

If a public utility's bond 
ratings are downgraded to a 
Standard and Poor's rating of 
BB+ or lower, or to a Moody's 
rating of Bal or lower, such 
utility shall notify the 
Commission within 30 days of 
such downgrading. The public 
utility will provide the 
Commission a copy of publicly 
released information about 
such rating downgrade and such 
other information as the 
Commission requests. 

If the Commission finds, after 
notice and opportunity for 
hearing, that the public 
utility's downgrade would not 
have occurred but for one or 
more relationships between 
such public utility and one or 
more affiliates, then the 
Commission mav imDose remedies 

Date 
August 6 ,  2007 
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Utility 
Ownership of 
Non-utility 
Business 
Rule VI11 

Date 
August 6, 2007 

designed to insulate the 
public utility and its 
customers from any diminution 
in the public utility’s 
ability to carry out its 
obligation to serve at 
reasonable rates. 
A public utility shall not 
engage in a non-utility 
business other than a utility 
related business if the total 
book value of the non-utility 
assets owned by the utility 
exceeds 10 percent of the book 
value of the total assets of 
the public utility and all its 
affiliates. 

_I 

This rule does not apply to or 
prohibit a public utility or 
any affiliate thereof from 
continuing to engage in any 
non-utility business existing 
as of the effective date of 
these rules; provided the 
public utility files with the 
commission a description of 
such non-utility business 
existing as of the effective 
date of these rules and such 
filing is received within 120 
days of the effective date of 
these rules. 

Each public utility or its 
public utility holding company 
shall file an annual report 
with the Commission in 
accordance with the rules that 
includes: 

1. a certification by the 
president of the public 
utilitv that the public 

lPage 15 
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EXEMPTIONS 
Rule XI 

MISCELLANEOUS 
Rule X 

Date 
August  6, 2 0 0 7  

utility is in compliance 
with this section ;and 

2. all financial information 
necessary for the 
Commission to determine 
the utility is complying 
with the requirements of 
the rules. 

Any utility may petition for 
exemption from any of the 
rules on the basis that 
application of the rule would 
not be in the public interest. 

Any existing financial 
arrangements, provision of 
corporate services or other 
affiliate relationship which 
could be deemed to be in 
violation of these rules will 
be allowed to continue for a 
period of one year from 
adoption of these rules in 
order to allow the utilities 
involved to seek an exemption 
from the application of these 
rules for those existing 
circumstances 
The costs of any affiliate 
transaction found to be 
inconsistent with these rules 
shall be adjusted in a 
ratemaking proceeding to be 
consistent with these rules. 
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SUMMARY Indiana‘s rules and requirements applicable to 
cost allocations and affiliate transactions can 
be found in the Indiana Code and in the Indiana 
Utility Regulatory Commission’s (the IURC‘ s, or 
the Commission’s) order, dated April 26, 1999, 
in Cause No. 41210, including the Stipulation 
and Settlement Agreement which is attached to 
the order as Exhibit A, as well as other orders 
of the Commission. 

Cause No. 41210 covers the IURC’s investigation 
of the proposed merger of American Electric 
Power Company, Inc. and Central and South West 
Corporation. Section 8 of the Stipulation and 
Settlement Agreement provides for Affiliate 
Standards between the regulated and non- 
regulated affiliates of the merged company. 

DOCUMENTATION REQUIRE-. The IURC’s documentation requirements for 
MENTS affiliate transactions are captured in the 

following table: 

SUBJECT 
Separate B o o k s  
and Records 

R.EQUIR.EMENT 
Each AEP Operating Company 
shall maintain, in 
accordance with generally 
accepted accounting 
principles, books, records 
and accounts that are 
separate from the books, 
records and accounts of its 
affiliates, consistent with 
Part 101 - Uniform System of 
Accounts prescribed f o r  
Public Utilities and 
Licensees subject to the 
provisions of the Federal 
Power Act. [Section 8 . B . 1  

1 Date 
February 20, 2007 Ipage  
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SUBJECT 
10 cument a t i on 

Employee 
Yovement s 

Itemized 
Billing 
Statements 

Itemized 
Billing 

REQUIREMEXVT 
regulated and non-regulated 
services or products, or an 
2ffiliate which provides 
services or products to an 
4EP operating company, shall 
naintain documentation in 
the form of written 
agreements, an organization 
chart of AEP (depicting all 
affiliates and AEP operating 
companies), accounting 
bulletins, procedure and 
work order manuals, or other 
related documents, which 
describe how costs are 
allocated between regulated 
and nons-regulated services 
or Droducts. [Section 8. P. 1 
AEP shall document all 
employee movement between 
and among all affiliates. 
Such information shall be 
made available to the IURC 
and consumer advocate upon 
request. [Section 8. G . 1  
Any untariffed, non-utility 
service provided by an AEP 
operating company or 
affiliated service company 
to any affiliate shall be 
itemized in a billing 
statement pursuant to a 
written contract or written 
arrangement. The AEP 
operating company and any 
affiliated service company 
shall maintain and keep 
available for inspection by 
the Commission copies of 
each billing statement, 

February 20, 2007 1 -- 
Date Inage 
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SUBJECT 
Statements 
(Cont’ d) 

[ S o u r c e :  S t i p u l i  

REQUIREMENT 
contract and arrangement 
between the AEP operating 
company or affiliated 
service company and its 
affiliates that relate to 
the provision of such 
untariffed non-utility 
services. [Section 8.E.1 

Goods and services provided 
by a non-utility affiliate 
to an AEP operating company 
shall be by itemized billing 
statement pursuant to a 
written contract or written 
arrangement. The operating 
company and non-utility 
affiliate shall maintain and 
keep available for 
inspection by the 
Commission copies of each 
billing statement, contract 
and arrangement between the 
operating company and its 
non-utility affiliates that 
relate to the provision of 
such goods and services in 
accordance with the 
Commission’s applicable 
retention requirements. 
[Section 8.F.1 

~ 

ion and Se t t l emen t  Agreemen t  
i n  Cause  N o ,  412101 

Transactions between the regulated electric 
utility and its affiliates shall adhere to the 
affiliate standards included in the following 
table: 
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S U B J E C T  
Guiding 
Principles 

Guiding 

Date-l February 20, 2007 

REQUIREMENT 
The financial policies and 
guidelines for transactions 
between the regulated 
utility and its affiliates 
shall reflect the following 
principles: 

1.An AEP operating 
company's retail 
customers shall not 
subsidize the activities 
of the operating 
company's non-utility 
affiliates or its utility 
affiliates. [Section 
8.A.1.1 

company's costs for 
jurisdictional rate 
purposes shall reflect 
only those costs 
attributable to its 
jurisdictional customers. 
[Section 8.A.2.1 

3. These principles shall be 
applied to avoid costs 
found to be just and 
reasonable for ratemaking 
purposes by the 
Commission being left 
unallocated or stranded 
between various 
regulatory jurisdictions, 
resulting in the failure 
of the opportunity for 
timely recovery of such 
costs by the operating 
company and/or its 
utility affiliates; 
provided, however, that 

2.An AEP operating 

I p a g e  
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Manual 

REPORTING REQUIREMENTS 

SUBJECT 
Principles 
(cont’ d) 

Asset 
Transfers 

[Source : S t i p u l ;  

REQUIREMENT 
no more than one hundred 
percent of such cost 
shall be allocated on an 
aggregate basis to the 
various jurisdictions. 
[Section 8.A.3.1 

4.An AEP operating company 
shall maintain and 
utilize accounting 
systems and records that 
identify and appro- 
priately allocate costs 
between the operating 
company and its 
affiliates, consistent 
with these cross- 
subsidization principles 
and such financial 
policies and guidelines. 
[Section 8.A.4.1 

Asset transfers between an 
AEP operating company and a 
non-utility affiliate shall 
be at fully distributed 
costs in accordance with 
current SEC issued 
requirements or other 
statutory requirements if 
the SEC has no 
jurisdiction. [Section 
8.C.l 
i on  and Set t lement  Agreement 

i n  Cause N o .  412101 

The Stipulation and Settlement Agreement in 
Cause No. 41210 provides in part that the IURC 
may establish reporting requirements regarding 
the nature of inter-company transactions 
concerning the operating company and a 

Date 
Februa ry  20, 2007 lPage 
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description of the basis upon which 
cost allocations and transfer pricing have 
been established in these transactions. 
[Section 8.W.l 

AUDIT REQUIREMENTS According to the provisions of the Stipulation 
and Settlement Agreement, an AEP operating 
company shall record all transactions with its 
affiliates, whether direct or indirect. Also, 
an AEP operating 
company and its affiliates shall maintain 
sufficient records to allow for an audit of 
the transactions involving the operating 
company and its affiliates. [Section 8.C.l 

Furthermore, AEP shall contract with an 
independent auditor who shall conduct biennial 
audits for eight years after merger 
consummation of affiliated transactions to 
determine compliance with the affiliate 
standards contained in the Stipulation and 
Settlement Agreement. The results of such 
audits shall be filed with the Commission. 
[Section 8.V.l 

Prior to the initial audit, AEP will conduct an 
informational meeting with the Commission 
regarding how its affiliates and affiliate 
transactions will or have changed as a result 
of the merger. [Section 8.V.l 

The Stipulation and Settlement Agreement 
approved by the Commission in Cause No. 41094 
states that I&M may be subject, no more than 
once annually, to an independent audit of all 
matters deemed relevant to retail rates and 
which relate, directly, or indirectly to 
transactions or [asset] transfers between 
I&M and AEPC. 

OTHER REQUIREMENTS The Stipulation and Settlement Agreement 

Date 
February 2 0 ,  2 0 0 7  
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contains other requirements related to 
affiliate transactions some of which are listed 
here: 

6 Thirty days prior to filing any affiliate 
contract (including service agreements) 
with the Securities and Exchange 
Commission or the Federal Energy 
Regulatory Commission the AEP operating 
company shall submit to the Commission a 
copy of the proposed filing. [Section 8. 
T. 1 

 ti^ AEP will provide the Commission with 
notice at least 30 days prior to any 
filings that propose new allocation 
factors with the SEC. [Section 61 

act as a contact for the Commission and 
consumer advocates seeking data and 
information regarding affiliate 
transactions and personnel transfers. 
Such employee shall be responsible for 
providing data and information requested 
by the Commission for any and all 
transactions between the jurisdictional 
operating company and its affiliates, 
regardless of which affiliate(s), 
subsidiary(ies) or associate(s) of the 

e AEP shall designate an employee who will 

OTHER REQUIREMENTS AEP operating company from which the 
(Cont'd) information is sought. [Section 8.Q.l 

The Indiana Code [§8-1-2-49] states, in part, 
that no management, construction, 
engineering, or similar contract with any 
affiliated interest shall be effective unless 
it shall first have been filed with the 
Commission. If it is found that any such 
contract is not in the public interest, the 
Commission, after investigation and a 
hearing, is authorized to disapprove the 
contract. 

Date 
February 20, 2007 jPage- 
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SUMMARY 

CAM REQUIREMENTS 

Kentucky's rules and requirements applicable 
to cost allocations and affiliate 
transactions are contained in Kentucky 
Revised Statues, (KRS) 278.2201 thru 
278.2219; Kentucky Public Service Commission 
Regulation 807KAR 5:08 and in certain orders 
of the Kentucky Public Service Commission 
(the Commission). 

The following table summarizes Kentucky's 
Cost Allocation Manual (CAM) requirements: 

SUBZCT 
Summary 

" CAM " 
Definition 

Contents 

REQUIREMENT 
Any utility that engages in 
a non-regulated activity, 
whose revenue exceeds 2% of 
the utility's total revenue 
or $1,000,000 annually, 
shall develop and maintain a 
CAM. TKRS278.2203 (4) (a)l 
CAM means a cost allocation 
manual; that is, an indexed 
compilation and 
documentation of a company's 
cost allocation policies and 
related procedures. [KRS 
278.010 (20)] 
The CAM shall contain the 
following information for a 
utility's jurisdictional 
operations in the 
Commonwealth of Kentucky: 
(a) A list of regulated and 

non-regulated divisions 
within the utility; 

(b) A list of all regulated 
and non-regulated 
affiliates of the 
utility to which the 
utility provides 
services or products 
and where the 

1 Date 
August 8 ,  2007 l P a g e  
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SUBJECT 
l_llll_l~l_ll 

:on tents 
(Cont’ d) 

REQUIREMENT 
affiliates provide non- 
regulated activities as 
defined in [KRS278.2205 

A list of services and 
products provided by 
the utility, an 
identification of each 
as regulated or non- 
regulated, and the cost 
allocation method 
generally applicable to 
each category; 
[KRS278.2205 (2) (c) I ; 
A list of incidental, 
non-regulated 
activities that are 
reported as regulated 
activities in 
accordance with the 
provisions pf 
[LRS278.2205 (2) (d) I ;  
A description of the 
nature of transactions 
between the utility and 
the affiliate; and 
[KRS278.2205 (2) (e) I; 
For each FERC account 
and sub-account, a 
report that identifies 
whether the account 
contains costs 
attributable to 
regulated operations 
and non-regulated 
operations. The report 
shall also identify 
whether the costs are 
joint costs that cannot 
be directly identified. 
A description of the 

(2) (a) (b)l; 

Date 
August 8, 2007 lPage 
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Date 
August 8 ,  2 0 0 1  

SUBJECT 

Contents 
(Cont' d) 

Filing 
Requirements 

Changes 

Public 
Inspection 

Rate 
Proceedings 

REQUIREMENT 
methodology used to 
apportion each of these 
costs shall be included 
and the allocation 
methodology shall be 
consistent with cost 
allocation 
methodologies set out 
in KRS 278.2203. 

[KRS278.2205 (2) (f) I 
Within 270 days of the 
effective date of July 14, 
2000, the utility shall 
file: 
(a) A statement with the 

Commission that 
certifies the CAM has 
been developed and will 
be adopted by manage- 
ment effective with the 
beginning of the next 
calendar year. The 
statement shall be 
signed by an officer of 
the utility; and 

(b) One copy of the CAM. 
[KRS278.220.5 (3) (a) - (b) I 
Within 60 days of any 
material change in matters 
required to be listed in the 
CAM, the utility shall amend 
the CAM to reflect the 
change. [KRS278.2205 (4)] 
The CAM shall be available 
f o r  public inspection at the 
utility and at the Commiss- 
ion. [KRS278.2205 (5)] 
The CAM shall be filed as 
part of the initial filing 
requirement in a proceeding 
involving an application for 
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TRANSFER PRICING 

Date 
August 8, 2007 

Rate 
Proceedings 
(Cont’d) 

an adjustment in rates 
pursuant to KRS 278.190. 
[KRS278.2205 (6) ] 

KRS278.2207 thru KRS278.2219 contains very 
specific instructions on the pricing of 
assets, services and products transferred 
between the utility and its affiliates, as 
captured in the following table: 

SUBJECT 
Summary 

Pricing 
Rules 

REQUIREMENT 
A utility shall not subsidize 
a non-regulated activity 
provided by an affiliate or 
by the utility itself. 
Utilities must keep separate 
accounts and allocate costs 
in accordance with procedures 
established by the 
Commission. TKRS278.22011 
The terms for transactions 
between a utility and its 
affiliates shall be in 
accordance with the 
following: 
(a) Services and products 

provided to an affiliate 
by the utility pursuant 
to a tariff shall be at 
the tariffed rate, with 
nontariffed items priced 
at the utility‘s fully 
distributed cost but in 
no event less than 
market, or in compliance 
with the utility’s 
existing United States 
Department of 
Agriculture (USDA) , 
Securities and Exchange 

IPage 
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SUBJECT 
Pricing 
Rules 
(Cont' d) 

REQUIREMENT 
Commission (SEC), or 
Federal Energy Regula- 
tory Commission (FERC) 
approved cost allocation 
methodology. 
[KRS278.2207 (1) (a) I 
Services and products 
provided to the utility 
by an affiliate shall be 
priced at the 
affiliate's fully- 
distributed cost but in 
no event greater than 
market or in compliance 
with the utility's 
existing USDA, SEC, or 
FERC approved cost 
allocation methodology. 
LKRS278.2207 (1) (6) I 

NQTE: A u t i l i t y  may f i l e  an 
appl ica t ion  w i t h  t he  
commission request ing a 
dev ia t ion  from the 
requirements o f  t h i s  s ec t ion  
f o r  a p a r t i c u l a r  t ransac t ion  
or  c lass  o f  t ransac t ions .  
The u t i l i t y  s h a l l  have the  
burden o f  demonstrating t h a t  
t he  requested p r i c i n g  i s  
reasonable. The commission 
may grant t h e  dev ia t ion  i f  i t  
determines the dev ia t ion  i s  
i n  the  p u b l i c  i n t e r e s t .  
Nothing i n  t h i s  s ec t ion  s h a l l  
be construed t o  i n t e r f e r e  
w i t h  the commission's 
requirement t o  ensure f a i r ,  
j u s t ,  and reasonable r a t e s  
f o r  u t i l i t y  s e r v i c e s .  
[IRS278.2219 92) I 
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AFFILIATE TRANSACTION Kentucky Public Service Commission and the 
Commission‘s orders in Case REPORTING 
REQUIREMENTS Nos. 97-309 and 99-149 contain 
very specific reporting requirements for 
affiliate transactions. 

Regulation 807KAR5:080 In addition to the CAM reporting requirements 
established by KRS 278.2201 thru 278.2219 as 
noted above, PSC Regulation 807 KAR 5:080 
requires the utility to inform the Commission 
of new non-regulated activities begun by 
itself or by the utility’s affiliate within a 
timeframe to be established by the Commission 
[KRS278.230 (3) ] . 
Also, the Commission may require the utility 
to file annual reports of information related 
to affiliate transactions when necessary to 
monitor compliance with the transaction 
guidelines contained in KRS278.2205 [807KAR 
5:080 Section 21 

Case 97-309 

Case 99-149 

In Case 97-309 involving the approval of 
affiliate transactions between KPCO and AEPC 
(as outlined above), the Commission has 
ordered KPCO to file an annual report that 
lists all transactions with AEPC that 
describes the parties involved, the assets 
transferred, the services provided and the 
transaction prices. The report should also 
specify for each transaction whether the 
price was based on cost or market and, if 
market, how the market price was determined. 

The Commission’s order in Case No. 99-149, 
dated June 14, 1999, related to the proposed 
merger of American Electric Power Company, 
Inc. (AEP) and Central and South West 
Corporation established specific reporting 
requirements for KPCO, its parent company 

Date 
August 8, 2007 lPage 
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(i.e., AEP) and related subsidiaries. While 
the Commission's order in Case No. 99-149 has 
been superseded by KRS 278.2201 thru 
KRS278.2219 and Ky PSC Regulation 
807KAR5:080, dated July 14, 2000, the 
periodic reports required by the Commission's 
June 1999 order remain in effect. The 
following table provides details of the 
specific reporting requirements: 

SUBJECT 
Periodic 
Reports [Case 

Page 101 
NO. 99-149, 

Annual Reports 
[Case No. 99- 
149, Page 11 
¶I, 21 

REQUIREMENT 
1. Annual financial 

statements of AEP should 
be furnished to the 
Commission, including 
consolidating 
adjustments of AEP and 
its subsidiaries with a 
brief explanation of 
each adjustment and all 
periodic reports filed 
with the S E C .  

2. All subsidiaries should 
prepare and have 
available monthly and 
annual financial 
information required to 
compile financial 
statements and to comply 
with other reporting 
requirements. 

3. The financial statements 
for any non-consolidated 
subsidiaries of AEP 
should be furnished. 

1. A general description of 
the nature of inter- 
company transactions 
shall be provided with 
specific identification 
of major transactions, 

Date 
August 8, 2007 IPage 
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SUBJECT 

Annual Reports 
[Case No. 99- 
149, Page 11 
¶l, 21 (Cont’d) 

Special 
Reports [Case 
NO. 99-149, 

REQUIREMENT 

2. 

3 .  

and a description of the 
basis upon which cost 
allocations and transfer 
pricing have been 
established. This 
report should discuss 
the use of the cost or 
market standard for the 
sale or transfer of 
assets, the allocation 
factors used, and the 
procedures used to 
determine these factors 
if they are different 
from the procedures used 
in prior years. 
A report that identifies 
professional personnel 
transferred from KPCO to 
AEP or any of its non- 
utility subsidiaries 
shall be provided to the 
Commission. This report 
should include a 
description of the 
duties performed by the 
employee while employed 
by KPCO and to be 
performed subsequent to 
transfer. 
AEP should file on an 
annual basis a report 
detailing KPCO’s 
proportionate share of 
AEP‘ s total operating 
revenues, operating and 
maintenance expenses, and 
number of emplovees. 

L A  

1. AEP should file any 
contracts or other 
agreements concerning the 

Date 
August 8, 2007 lPage 
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DQCUI'nent 
Number 02-04-04 

Section 

State Commission Rules 
Subject 

KENTUCKY RULES AND REQUIREMENTS 

SUBJECT 
Pages 11-12] 

Date 
August 8, 2007 

REQUIREMENT 
transfer of utility 
assets or the pricing of 
inter-company 
transactions with the 
Commission at the time 
the transfer occurs. 

2. AEP should also file the 
following special 
reports: 
* An annual report of 

the number of 
employees of AEP and 
each subsidiary on the 
basis of payroll 
assignment. 

* An annual report 
containing years of 
service at KPCQ and 
the salaries of 
professional employees 
transferred from KPCo 
to AEP or its 
subsidiaries filed in 
conjunction with the 
annual transfer of 
employees report. 

* An annual report of 
cost allocation 
factors in use, 
supplemented upon 
significant change. 

* Summaries of any cost 
allocation studies 
when conducted and the 
basis for the methods 
used to determine the 
cost allocation 
effect. 

methods used to update 
e An annual report of 

I Page 
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Document 
Number 02-04-04 

Section 

State Commission Rules 
Subject 

KENTUCKY RULES AND REQUIREMENTS 

SVI3JEC.T 

Use of 
Existing 
Reports [Case 

Page 12 ¶7] 
NO. 99-149, 

Date 
August 8, 2007 

__I __I_.__ 

I__ 

REQUIREMENT 
or revise the cost 
allocation factors in 
use, supplemented upon 
significant change. 

Where the same information 
sought in the above noted 
reports has been filed with 
the SEC, FERC, or another 
state regulatory 
commission, AEP may provide 
copies of those filings 
rather than prepare 
seoarate reoorts. 

lPage 10 
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Document 
Number 02-04-05 

Section 

State Commission Rules 
Subject 

LOUISIANA RULES AND REQUIREMENTS 

SUMMARY Louisiana's requirements applicable to cost 
allocations and affiliate transactions are 
contained in the Affiliate Transaction 
Conditions that appear in Appendix A to the 
Louisiana Public Service Commission's (the 
Commission's) Order No. U-23327, dated 
September 16, 1999, in the matter of the 
proposed merger of American Electric Power 
Company, Inc. (AEP) and Central and South 
West Corporation. 

DOCUMENTATION REQUIRE- The Commission's documentation requirements 
MENTS applicable to affiliate transactions, as 

contained in the Affiliate Transaction 
Conditions, are captured in the following 
table: 

SUBJECT 
Access to 
Books and 
Records 

Service 
Company 
costs 

REQUIREI'mNT 
AEP and Southwestern Electric 
Power Company (SWEPCO, and 
the Company) will provide the 
Commission access to their 
books and records, and to any 
records of their subsidiaries 
and affiliates that 
reasonably relate to 
regulatory concerns and that 
affect SWEPCO's cost of 
service and/or revenue 
requirement. [ ¶  21 
For ratemaking and regulatory 
reporting purposes, SWEPCO 
shall reflect the costs 
assigned or allocated from 
affiliate service companies 
on the same basis as if 
SWEPCO had incurred the costs 
directly. This condition 
shall not apply to book 
accounting for affiliate 
transactions. r ¶  111 

Date 
April 8 ,  2008 l P a g e  
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Document 
Number 02-04-05 

Section 

State Commission Rules 
Subject 

LOUISIANA RULES AND REQUIREMENTS 

ALLOCATION OF COSTS The Commission's requirements for the 
allocation of certain costs and revenues, as 
contained in the Affiliate Transaction 
Conditions, are presented in the following 
table: 

SUBJECT 
Notification 
of Changes in 
Cost 
Allocation 
Methodologies 

REQUIREMENT 
The Company shall submit in 
writing to the Commission 
any changes it proposes to 
the System Agreement, the 
System Integration Agreement 
and any other affiliate cost 
allocation agreements or 
methodologies that affect 
the allocation or assignment 
of costs to SWEPCO. The 
written submission to the 
Commission shall include a 
description of the changes, 
the reasons for such 
changes, and an estimate of 
the impact, on an annual 
basis, of such changes on 
SWEPCO's regulated costs. 
To the extent that any such 
changes are filed with the 
SEC or FERC, the Company 
agrees to utilize its best 
efforts to notify the 
Commission at least 30 days 
prior to those filings and 
at least 90 days prior to 
the proposed effective date 
of those changes or as early 
as reasonably practicable, 
to allow the Commission a 
timely opportunity to 
respond to such filings. If 
the documents to be filed 
with the SEC or FERC are not 

Date 
April 8, 2008 
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Number 02-04-05 

3ion Rules 

LOUISIANA RULES AND REQUIREMENTS 

SUBJECT 
Notification 
of Changes in 
Cost Alloca- 
tion Method- 
ologies 
(Cont’ d) 

Revenue 
Allocation 
Applicable to 
Product or 
Service 
Development 

R E Q U I R E ~ N T  
finalized 30 days prior to 
the filing, the information 
required above may be 
provided by letter to the 
Commission with a copy of 
the SEC or FERC filing to be 
provided as it is prepared. 
The filing by the Company of 
this information with the 
Commission shall not 
constitute acceptance of the 
proposed changes, the 
allocation or assignment 
methodologies, or the 
quantifications for 
ratemaking purposes. [?I 121 
If an unregulated business 
markets a product or service 
that was developed by SWEPCO 
or paid for by SWEPCO 
directly or through an 
affiliate, and the product 
or service is actually used 
by SWEPCO, all profits on 
the sale of such product or 
service (based on Louisiana 
retail jurisdiction) shall 
be split evenly between 
SWEPCO, which was 
responsible for or shared 
the cost or developing the 
product, and the unregulated 
business responsible for 
marketing the product or 
service to third parties, 
after deducting all 
incremental costs associated 
with making such product or 
service available for sale, 
including the direct cost of 
marketins such product or 

Date 
April 8, 2008 
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Document 
Number 02-04-05 

Section 

State Commission Rules 
Subject 

LOUISIANA RULES AND REQUIREMENTS 

TRANSFER PRICING 

S U B J E C T  
Revenue 
Allocation 
Applicable to 
Product or 
Service 
Development 
(Cont’ d) 

R E Q U I m m N T  
service. However, in the 
event that such product or 
service developed by SWEPCO 
to be used in its utility 
business is not actually so 
used, and subsequently is 
marketed by the unregulated 
business to third parties, 
SWEPCO shall be entitled to 
recover all of its costs to 
develop such product or 
service before any such net 
profits derived from its 
marketing shall be so 
divided. If SWEPCO jointly 
develops such product or 
service and shares the 
development with other 
entities, then the profits 
to be so divided shall be 
SWEPCO’s p r o  r a t a  share of 
such net profits based on 
SWEPCO’s contribution to the 
development costs. [ ¶  141 

The Commission‘s transfer pricing 
requirements for affiliate transactions, as 
contained in the Affiliate Transaction 
Conditions, are presented in the following 
table: 

S U B J E C T  
Asset 
Transfers 

REOUIREMENT 
Purchases. Assets with a net 
book value in excess of $1 
million per transaction, 
purchased by or transferred 
to the regulated electric 
utility (SWEPCO) from an 
unregulated affiliate either 
directly or indirectly 
(throuah another affiliate). 

Date 
April 8, 2 0 0 8  rage 
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Document 
Number 02-04-05 

Section 

Stat Commission Rules 
Subject 

LOUISIANA RULES AND REQUIREMENTS 

Date 
April 8, 2008  

SUBJECT 
Asset 
Transfers 
(Cont' d) 

REQUIREMENT 
must be valued for purposes 
of the Louisiana retail rate 
base (but not necessarily for 
book accounting purposes) at 
the lesser of the cost to the 
originating entity and the 
affiliated group (CSW or AEP) 
or the fair market value, 
unless otherwise authorized 
by applicable Commission 
rules, orders, or other 
Commission requirements. 
[ ¶  4.a.l 

Sales. Assets with a net book 
value in excess of $1 million 
per transaction, sold by or 
transferred from the 
regulated electric utility 
(SWEPCO) to an unregulated 
affiliate either directly or 
indirectly (through another 
affiliate), with the 
exception of accounts 
receivable sold by SWEPCO to 
AEP Credit Inc., must be 
valued for purposes of the 
Louisiana retail rate base 
(but not necessarily for book 
accounting purposes) at the 
greater of the cost to SWEPCO 
or the fair market value, 
unless otherwise authorized 
by applicable Commission 
rules, Orders, or other 
Commission requirements. 
[ ¶  4.b.l 

Reporting. The Company shall 
notify the Commission in 
writina at least 90 davs in 

IPage 
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SUBJECT 
Asset 
Transfers 
(Cont’ d) 

REQUIREMENT 
advance of a proposed 
purchase, sale or transfer of 
assets with a net book value 
in excess of $1 million if 
such proposed purchase, sale 
or transfer is expected at 
least 90 days before the 
anticipated effective date of 
the transaction. With the 
notice, the Company shall 
provide such information as 
may be necessary to enable 
the Commission Staff to 
review the proposed 
transaction, including, 
without limitation, the 
identity of the asset to be 
transferred, the proposed 
transferor and transferee, 
the value at which the asset 
will be transferred, the net 
book value of the asset, and 
the anticipated effect on 
Louisiana retail customers. 
When such a transaction 
requires approval of a 
federal agency, under no 
circumstances shall such 
notification be less than 60 
days in advance or such 
longer advance period as the 
applicable federal agency 
from time to time prescribe. 
If not provided with the 
initial notice, the Company 
will provide the Commission 
with a copy of its federal 
filing at the same time it is 
submitted to the federal 
agency. [ ¶  61 

Date 
April 8, 2008  
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Section 

State Commission Rules 

OS cation 
anua 

Subject 

LOUISIANA RULES AND REQUIREMENTS 

SUBJECT 
Asset 
Transfers 
(Cont’ d) 

Goods and 
Services 

REOUIREkENT 
Burden of proof. Consistent 
with Commission and legal 
precedents and Commission 
General Orders, the Company 
shall have the burden of 
proof in any subsequent 
ratemaking proceeding to 
demonstrate that such 
purchase, sale or transfer of 
assets satisfies the 
requirements of applicable 
Commission and legal 
precedent and Commission 
General Orders, and will not 
harm the ratepayers. [ ¶  71 

Treatment of gains or losses. 
The Commission reserves the 
right, in accordance with 
Commission and legal 
precedents and Commission 
General orders, to determine 
the ratemaking treatment of 
any gains or losses from the 
sale or transfer of assets to 
affiliates. [ ¶  81 
Purchases. With the exception 
of transactions between 
SWEPCO and AEP Credit Inc. 
and AEPSC, for goods and 
services, including lease 
costs, purchased by SWEPCO 
from unregulated affiliates 
either directly or indirectly 
(through another affiliate), 
SWEPCO agrees that it will 
reflect the lower of cost or 
fair market value in 
operating expenses for 
ratemaking purposes, unless 
otherwise authorized bv 

Date 
April 8, 2008 
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SUJECT 
Audits of 
Affiliate 
Transactions 
Audits of 
Affiliate 

Manual 

€ E Q U I m N T  
AEP will cooperate with 
audits ordered by the 
Commission of affiliate 
transactions between SWEPCO 
and other AEP affiliates, 

Dacument 
Number 02-04-05 

Section 

State Commission Rules 
Subject 

LOUISIANA RULES AND REQUIREMENTS 

REPORTING REQUIREMENTS 

AUDIT REQUIREMENTS 

SUBJECT 
Goods and 
Services 
(Cont' d) 

R E O U I R E m N T  
applicable Commission rules, 
Orders, or other Commission 
requirements. [ ¶  101 
Sales. For goods and 
services, including lease 
costs, sold by SWEPCO to 
unregulated affiliates either 
directly or indirectly 
(through another affiliate), 
SWEPCO agrees that it will 
reflect the higher of cost or 
fair value in operating 
income (or as an offset to 
operating expenses) for 
ratemaking purposes, unless 
otherwise authorized by 
applicable Commission rules, 
Orders, or other Commission 
requirements (e.g., 
Commission-approved tariffed 
rates). [ ¶  91 

The Commission has not established periodic 
reporting requirements relative to affiliate 
transactions other than those noted above in 
connection with the notification of changes 
in cost allocation methodologies and asset 
transfers. 

The Commission's audit requirements 
applicable to affiliate transactions, as 
contained in the Affiliate Transaction 
Conditions, are captured in the following 
table: 

Date 
April 8, 2008 

I Page 
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S U J E C T  
Transactions 
(Cant’ d) 

REQUIREMENT 
including timely access to 
the books and records and to 
persons knowledgeable 
regarding affiliate 
transactions, and will 
authorize and utilize its 
best efforts to obtain 
cooperation from its external 
Auditor to make available the 
audit workpapers covering 
areas that affect the costs 
and pricing of affiliate 
transactions. [ ¶  31 

OTHER REQUIREMENTS Other requirements of the Commission 
applicable to affiliate transactions, as 
contained in the Affiliate Transaction 
Conditions, are presented in the following 
table: 

S U B J E C T  
Competitive 
Bidding 

Competitive 
Bidding 

REQUIREMENT 
SWEPCO or AEPSC on behalf of 
SWEPCO may not make any non- 
emergency procurement in 
excess of $1 million per 
transaction from an 
unregulated affiliate other 
than from AEPSC except 
through a competitive bidding 
process or as otherwise 
authorized by the Commission. 
Transactions involving the 
Company and CSW Credit, Inc. 
(or its successor) for the 
financing of accounts 
receivables are exempt from 
this condition. Records of 
all such affiliate trans- 
actions must be maintained 
until the Company‘s next 

Date 
April 8 ,  2008 Illage 
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SUBJECT 
(Cont' d) 

Mandating of 
Retail Access 
by the 
Commission 

Mandating of 
Retail Access 

REQUIREMENT 
comprehensive retail rate 
review. In addition, at the 
time of the next comprehen- 
sive rate review, all such 
transactions that were not 
competitively bid shall be 
separately identified for the 
Commission by the Company. 
This identification shall 
include all transactions 
between the Company and AEPSC 
in which AEPSC acquired the 
goods or services from 
another unregulated 
affiliate. [ ¶  133 
If retail access for SWEPCO- 
La. is mandated by the 
Commission, or through action 
by the Federal Energy 
Regulatory Commission or 
federal legislation, then 
SWEPCO-La. shall have the 
right to petition the 
Commission for modification 
to the terms of this merger 
settlement, including the 
affiliate transaction 
conditions, that are made 
necessary by the mandating of 
retail access and its likely 
impact on the retail rates at 
SWEPCO-La. Any such petition 
must establish the necessity 
of the proposed modifications 
and provide appropriate 
protections to ensure that 
the benefits of this merger 
are preserved for SWEPCO-La. 
regulated customers, 
including merger savings and 
the hold harmless z>rovisions 

Date 
April 8, 2008 
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Subject 
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Date 
April 8, 2008 

SUBJECT 
by the 
Commis s ion 
(Cont' d) 

REQUIREMENT 
set forth herein. The 
Commission will act upon the 
petition in accordance with 
its normal rules and 
procedures. This paragraph 
is not intended to limit 
SWEPCO's right to petition 
the Commission in the event 
that electric utility 
unbundling or retail access 
is ordered by a state 
commission regulating 
SWEPCO's retail rates, 
provided that SWEPCO must 
comply with the requirements 
set forth above in any such 
petition. [ ¶  171 

lPage 11 



Cost Allocation 
Manual 

KPSC Case NO. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (6) 
Page 114 of 281 

Dacument 
Number 02-04-06 

Section 

State Commission Rules 
Subject 

MICHIGAN RULES AND REQUIREMENTS 

SUMMARY Michigan's rules and requirements applicable 
to cost allocations and affiliate 
transactions are included in various orders 
of the Michigan Public Service Commission 
(the MPSC, or the Commission). 

DOCUMENTATION REQUIRE- The MPSC's documentation requirements for 
MENTS affiliate transactions and cost allocations 

can be found in the Settlement Agreement 
approved by the Commission in its Opinion and 
Order in Case No. U--12204 in the matter of 
the proposed merger of American Electric 
Power Company, Inc. and Central and South 
West Corporation, and its Code of Conduct for 
electric utilities and alternative electric 
suppliers (Opinion and Order, dated December 
4, 2000, in Case N0.U-12134) with Redline 
changes to October 29, 2001 Final Version. 
The term "alternative electric suppliers" is 
defined in MCL 460.10.g, MSA 22.13(10g). 

The documentation requirements found in the 
Settlement Agreement document are captured in 
the following table: 

SUBJECT 
Separate B o o k s  
and Records 

R E Q U I R E m N T  
Each AEP Operating Company 
shall maintain, in 
accordance with generally 
accepted accounting 
principles, books, records 
and accounts that are 
separate from the books, 
records and accounts of its 
affiliates, consistent with 
Part 101 - Uniform System of 
Accounts prescribed for 
Public Utilities and 
Licensees subject to the 
provisions of the Federal 
Power Act, [Section 8.B.l 

Date 
February 2 1 ,  2007  IPage 
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Date 
February 21, 2007 

SUBJECT 
cost 
Allocation 
Documentation 

Employee 
Movements 

Itemized 
Billing 
Statements 

REQUIREM?TNT 
An AEP operating company 
which provides both 
regulated and non-regulated 
services or products, or an 
affiliate which provides 
services or products to an 
AEP operating company, shall 
maintain documentation in 
the form of written 
agreements, an organization 
chart of AEP (depicting all 
affiliates and AEP operating 
companies), accounting 
bulletins, procedure and 
work order manuals, or other 
related documents, which 
describe how costs are 
allocated between regulated 
and non-regulated services 
or nroducts. [Section 8.P.1 
AEP shall document all 
employee movement between 
and among all affiliates. 
Such information shall be 
made available to the 
Commission upon request. 
[Section 8.G.l 
Any untariffed, non-utility 
service provided by an AEP 
operating company or 
affiliate service company to 
any affiliate shall be 
itemized in a billing 
statement pursuant to 
written contract or written 
arrangement. The AEP 
operating company and any 
affiliated service company 
shall maintain and keep 
available for inspection by 
the Commission copies of 
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Number 02-04-06 

S U B J E C T  
Separate Books 
and Records 

cost Allocation Section 

Manual State Commission Rules 

REQUIREMCNT 
An electric utility or 
alternative electric 
surmlier shall maintain its 

Subject 

MICHIGAN RULES AND REQUIREMENTS 

Code of Conduct 

S U B J E C T  
Itemized 
Billing 
Statements 
(cont’ d) 

REQUIREMCNT 
each billing statement, 
contract and arrangement 
between the AEP operating 
company or affiliated 
service company and its 
affiliates that relate to 
the provision of such 
untariffed non-utility 
services. [Section 8.E.l 

Goods and services provided 
by a non-utility affiliate 
to an AEP operating company 
shall be by itemized billing 
statement pursuant to a 
written contract or written 
arrangement. The operating 
company and non-utility 
affiliate shall maintain and 
keep available for 
inspection by the Commission 
copies of each billing 
statement, contract and 
arrangement between the 
operating company and its 
non-utility affiliates that 
relate to the provision of 
such goods and services in 
accordance with applicable 
Commission retention 
requirements. [Section 8.F. 

The documentation requirements found in the 
MPSC’s Code of Conduct document are captured 
in the following table: 

Date 
February 21, 2007 
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MICHIGAN RULES AND REQUIREMENTS 

I S U B J E C T  I REOUIREMENT 
Separate Books 
and Records 
(Cont’ d) 

books and records separately 
from those of its affiliates 
or other entities within its 
corporate structure. [ §  
II.C.1 

TRANSFER PRICING The MPSC’s transfer pricing requirements can 
be found in the Settlement Agreement 
document, it‘s Code of Conduct for electric 
utilities and alternative electric suppliers, 
and the Company’s Code of Conduct compliance 
plan on file with the Commission. 

SETTLEMENT AGREEMENT The transfer pricing and related requirements 
contained in the Settlement Agreement 
document are captured in the following table: 

S U B J E C T  
Guiding 
Principles 

Guiding 
Principles 

Date 
Februa ry  2 1 ,  2 0 0 7  

REQUIREMENT 
The financial policies and 
guidelines for transactions 
between the regulated 
utility and its affiliates 
shall reflect the following 
principles: 

1. An AEP operating 
company‘s retail 
customers shall not 
subsidize the 
activities of the 
operating company‘s 
non-utility affiliates 
or its utility 
affiliates. [Section 
8.A.1.1 

company’s costs for 
jurisdictional rate 
purposes shall reflect 
only those costs 
attributable to its 

2. An AEP operating 
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Date 
Februa ry  2 1 ,  2 0 0 7  

SUBJECT 
(Cont' d) 

Guiding 
Principles 

REQUIREMENT 
jurisdictional 
customers. [Section 
8.A.2.1 

3. An objective of these 
principles shall be to 
avoid costs found to 
be just and reasonable 
for ratemaking 
purposes by the 
Commission being left 
unallocated or 
stranded between 
various regulatory 
jurisdictions, 
resulting in the 
failure of the 
opportunity for timely 
recovery of such costs 
by the operating 
company and/or its 
utility affiliates; 
provided, however, 
that no more than one 
hundred percent of 
such costs shall be 
allocated on an 
aggregate basis to the 
various regulatory 
jurisdictions. 
[8.A. 3. ] 

4. An AEP operating 
company shall maintain 
and utilize accounting 
systems and records 
that identify and 
appropriately allocate 
costs between the 
operating company and 
its affiliates, 
consistent with these 
cross-subsidization 

l P a g e  
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Section 
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Subject 

MICHIGAN RULES AND REQUIREMENTS 

Code of Conduct 

Date 
February 21, 2007 

I SUBJECT I REOUIREMENT I 
principles and such 
financial policies and 
guidelines. [Section 1 (Cont'd) ~ 8.A.4.1 I 

The transfer pricing requirements contained 
in the MPSC's Code of Conduct document are 
captured in the following table: 

SUBJECT 
Preferential 
Treatment 

Preferential 
Treatment 

REQUIREMENT 
An electric utility or 
alternative electric 
supplier that offers, itself 
or through its affiliates, 
both regulated and 
unregulated service shall 
not provide any affiliate or 
other entity within its 
corporate structure, or any 
customer of an affiliate or 
other entity within its 
corporate structure, 
preferential treatment or 
any other advantages that 
are not offered under the 
same terms and conditions 
and contemporaneously to 
other suppliers offering 
services or products within 
the same service territory 
or to customers of those 
suppliers. This provision 
includes, but is not limited 
to, all aspects of the 
electric utility's or 
alternative electric 
supplier's service, includ- 
ing pricing, responsiveness 
to requests for service or 
repair, the availability of 
firm and interruDtible 
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SUBJECT 
(Cont' d) 

Discounts, 
Rebates, and 
Waivers 

Services , 
Products, or 
Property 

Services , 
Products, or 

service, and metering 
requirements (emphasis 
added). [ §  111. A.1 
If an electric utility 
provides to any affiliate or 
other separate entity, or 
customers of an affiliate or 
other separate entity within 
its corporate structure, a 
discount, rebate, fee 
waiver, or waiver of its 
regulated tariffed terms and 
conditions for services or 
products, it shall 
contemporaneously offer the 
same discount, rebate, fee 
waiver, or waiver [of its 
regulated tariffed terms and 
conditions] to all alterna- 
tive electric suppliers 
operating within the 
electric utility's service 
territory or all alternative 
electric supplier's 
customers. [ §  111. B.] 
If an electric utility or 
alternative electric 
supplier provides services, 
products or property to any 
affiliate or other entity 
within the corporate 
structure, compensation 
shall be based upon the 
higher of fully allocated 
cost or market price. If an 
affiliate or other entity 
within the corporate 
structure provides services, 
products, or property to an 
electric utility or 
alternative electric 
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SUBJECT 
Property 
(Cont' d) 

REQUIRE%IEN!L' 
supplier, compensation shall 
be based upon the lower of 
fully allocated cost or 
market-price [ §  111. C.] 

In the Michigan Code of 
Conduct Compliance Plan 
filed March 11, 2002 in Case 
No. U-12134, I&M, d/b/a AEP, 
made the following note: 

Note: Section 13 of the 
Public Utility Holding 
Company Act of 1935, as 
amended (PUHCA), and the 
rules (particularly Rules 90 
and 91) and orders of the 
SEC currently require that 
transactions between 
associated companies in a 
registered holding company 
system be performed at cost 
with limited exceptions. 
Over the years, the AEP 
System has developed 
numerous affiliated servi- 
ces, sales and construction 
relationships and, in some 
cases, invested significant 
capital and developed 
significant operations in 
reliance upon the ability to 
recover its full costs under 
these provisions. 

REPORTING REQUIREMENTS The Settlement Agreement in Case No. U-12204 
provides in part that the Commission may 

Date 
February 2 1 ,  2007  I P a g e  
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Code of Conduct 

establish reporting requirements regarding 
the nature of intercompany transactions 
concerning the operating company and a 
description of the basis upon which cost 
allocations and transfer pricing have been 
established in these transactions. [Section 
8.W.l 

The MPSC's Code of Conduct for electric 
utilities and alternative electric suppliers 
also includes a reporting requirement 
applicable to transferred employees. In this 
instance, the reporting frequency is semi- 
annually. The Code of Conduct reporting 
requirement is captured in the following 
table: 

SUBJECT 
Finance 

Emp 1 o ye e 
Transfers 

Emp 1 o ye e 
Transfers 
(Cont' d) 

REQUIREZWZNT 
An electric utility or 
alternative electric 
supplier shall not finance 
or co-sign loans for 
affiliates. TSII. F. 1 
An electric utility may 
transfer employees between 
the utility and any of its 
affiliates or other 
entities within the 
corporate structure as long 
as the electric utility 
documents those transfers 
and files semi-annually 
with the Commission a 
report of each occasion on 
which an employee of the 
electric utility became an 
employee of an affiliate or 
other entity within its 
corporate structure and/or 
an employee of an affiliate 
or other entity within its 

Date 
February  21, 2007 I P a g e  
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I SUBJECT I REQUIREMENT I 
corporate structure became 
an employee of the electric 
utility. [ §  11. G.1 

AlJDIT REQUIREMENTS Also according to the provisions of the 
Stipulation and Settlement Agreement, an AEP 
operating company shall record all 
transactions with its affiliates, whether 
direct or indirect. Also, an AEP operating 
company and its affiliates shall maintain 
sufficient records to allow for an audit of 
the transactions involving the operating 
company and its affiliates. [Section 8.C.l 

Furthermore, AEP shall contract with an 
independent auditor who shall conduct 
biennial audits for eight years after merger 
consummation of affiliated transactions to 
determine compliance with the affiliate 
standards contained in the Stipulation and 
Settlement Agreement. The results of such 
audits shall be filed with the Commission. 
[Section 8. V. ] 

Prior to the initial audit, AEP will conduct 
an informational meeting with the Commission 
regarding how its affiliates and affiliate 
transactions will or have changed as a result 
of the merger. [Section 8.V.l 

OTHER REQUIREMENTS The MPSC’s Code of Conduct for electric 
utilities and alternative electric suppliers 
states that an electric utility‘s or 
alternative electric supplier’s regulated 
services shall not subsidize in any manner, 
directly or indirectly, the business of its 
affiliates or other separate entities ( §  11. 
B.). AEP’s cost allocation policies and 

Date 
February 21, 2007 lpa g e  10 
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Date 
February 21, 2007 

procedures are consistent with Michigan's 
requirements relative to cross-subsidization. 

jpage 11 
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SUMMARY 

CAM REQUIREMENTS 

Date 
J u l y  13, 2 0 0 9  

Ohio’s requirements applicable to cost 
allocations and affiliate transactions are, 
for the most part, captured in the corporate 
separation rule adopted by the Public 
Utilities Commission of Ohio (the PUCO, or 
the Commission) in Case No. 99-1141-EL-ORD as 
amended in Case Nos. 04-48-El- ORD and 08- 
777-EL-ORD, and in the regulations and orders 
of the PUCO. 

The following table details the Commission’s 
Cost Allocation Manual (CAM) requirements: 

SUBJECT 
Summary 

Maintenance 

Assurances 

Contents 

Contents 

REQUIREMENT 
Each electric utility‘s 
affiliate, which provides 
products and/or services to 
the electric utility, and/or 
receives products and/or 
services from the electric 
utility, shall maintain 
information in the CAM, 
documenting how costs are 
allocated between the 
affiliates and its regulated 
and non-regulated operations. 
[Source: 4901:1-37-08(A)] 
The CAM will be maintained by 
the electric utility. [Source: 

The CAM is intended to ensure 
the commission that no cross- 
subsidization is occurring 
between the electric utility 
and its affiliates. [Source: 

4901: 1-37-08 (B) ] 

4901: 1-37-08 (C) 1 
~~~~ ~ 

The CAM will include: 
( I )  An organization chart of 

the holding company, 
depicting all affiliates, 
as well as a description 
of activities in which 
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SUBJECT 
(Cont’ d) 

REQUIREMENT 
the affiliates are 
involved. 
A description of all 
assets, services, and 
products provided to and 
from the electric utility 
and its affiliates. 
All documentation 
including written 
agreements, accounting 
bulletins, procedures, 
work order manuals, or 
related documents, which 
govern how costs are 
allocated between 
affiliates. 
A copy of the job 
description of each 
shared employee. 
A list of names and job 
summaries for shared 
consultants and shared 
independent contractors. 
A copy of all transferred 
employees‘ (from the 
electric utility to an 
affiliate or vice versa) 
previous and new job 
description. 
A log detailing each 
instance in which the 
electric utility 
exercised discretion in 
the application of its 
tariff provisions. 
A log of all complaints 
brought to the utility 
regarding this chapter. 
A copy of the minutes of 
each board of directors 

Date 
J u l y  13, 2009 I 
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TRANSFER PRICING 

SVBJZCT 

Method for 
Charging 
costs 

Audit Trail 

Record 
Retention 
Requirements 

Summary of 
Changes 

Company 
Contact 

Commission 
Inspection 

he Commissior 

REQUIRE-NT 
meeting, where it shall 
be maintained for a 
minimum of three years. 

The method for charging costs 
and transferring assets shall 
be based on fully allocated 
costs. [Source: 4901:l-37-08 
(E) 1 
The costs shall be traceable 
to the books of the applicable 
entity. [Source: 4901:l-37- 
08 (F) 1 
The electric utility and 
affiliates shall maintain all 
underlying affiliate 
transaction information for a 
minimum of three years. 
[Source: 490131-37-08 (G) ] 
Following approval of a 
corporate separation plan, an 
electric utility shall provide 
the director of the utilities 
department (or their designee) 
with a summary of any changes 
in the CAM at least every 
twelve months. [Source: 
4901: 1-37-08 (H) ] 
The compliance officer 
designated by the electric 
utility will act as the 
contact for the staff when 
staff seeks data regarding 
2ffiliat.e transactions, 
personnel transfers, and the 
sharing of employees. 
[Source: 4901: 1-37-08 (I) 1 
The staff many perform an 
2udit of the CAM in order to 
znsure compliance with this 
rule. [Source: 4901:1-37-08(J) 1 
s corporate separation rule, 

Date 
J u l y  13, 2009 I 
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as expressed in the CAM requirements 
themselves (see above), provides that "the 
method for charging costs and transferring 
assets shall be based on fully allocated 
costs." [Note: Also see Am. Sub. S. B. No. 31 

REBUTTABLE PRESUMPTION Transactions made in accordance with rules, 
regulations, or service agreements, approved 
by the Federal Energy Regulatory Commission, 
and the Securities and Exchange Commission, 
and the Commission which rules the electric 
utility shall maintain in its CAM, and file 
with the Commission shall provide a 
rebuttable resumption of compliance with the 
costing principles contained in Ohio's 
corporate separation rules. 
[Source: 4901:l-37-04 (A) (6) 3 

REPORTING REQUIREMENTS The Commission's corporate separation rule, 
as expressed in the CAM requirements 
themselves (see above), provides that "an 
e l e c t r i c  u t i l i t y  shall  provide the d irec tor  
of the  u t i l i t i e s  department (or  t h e i r  
designee) w i t h  a summary of any changes i n  
the CAM a t  l e a s t  every twelve months. " 

AIJDI TS 

Date 
J u l y  13, 2009 

The staff of the PUCO will perform audits to 
test compliance with the CAM requirements and 
other provisions of the commission's 
corporate separation rules. 
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SUMMARY Oklahoma’s requirements applicable to affil- 
iate transactions are focused on the Oklahoma 
Corporation Commission‘s (the Commission’s or 
the OCC’s) ability to access the books and 
records of Public Service Corporation of 
Oklahoma (PSO)  and its AEP affiliates as 
stated in the Stipulation approved by the OCC 
in Cause No. PUD 980000444, dated April 16, 
1999. Other requirements are contained in 
orders issued by the OCC. 

ACCESS TO BOOKS AND Section 5 of the Stipulation in Cause No. 
RECORDS 980000444 concerning the proposed merger of 

American Electric Power Company, Inc. and 
Central and South West Corporation addresses 
the issue of access to books and records as 
captured in the following table: 

SUBZCT 
Access to 
Books and 
Records of 
AEP and Its 
Affiliates 

Access to 
Books and 
Records of 
PSO 

R E Q U I R E m N T  
Subject to regulatory 
authority, the OCC and 
Attorney General will either 
have access in Oklahoma to 
copies of books and records 
of AEP and its affiliates and 
subsidiaries (including their 
participation in joint 
ventures) with respect to 
matters and activities that 
relate to Oklahoma retail 
rates or AEP will pay 
reasonable and prudently 
incurred travel expenses to 
conduct on-site review of the 
books and records. 
The OCC and Attorney General 
will have access to the books 
and records of PSO to the 
degree required to fully 
audit, examine, or otherwise 
investigate transactions be- 
tween PSO and AEP affiliates. 

Date 
J a n u a r y  17, 2006 
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STANDARDS FOR TRANS- 
ACTIONS BETWEEN 
UTILITIES AND 
AFFILIATE (S) 

The Oklahoma's rilles and requirements 
applicable to Affiliate Transactions are 
contained in the Oklahoma Corporation 
Commission's (OCC) Electric Utility Rules 
adopted May 2, 2005, and effective July 1, 
200s. 

The applicable rules and requirements are 
captured in the following table: 

SUBJECT 
Transactions 
with 
Affiliates 

=QUI-NTS 
(1) Electric utilities must 
apply any tariff provision in 
the same manner to the same or 
similarly situated persons if 
there is discretion in the 
application of the provision. 
(2) Electric utilities must 
strictly enforce a tariff 
provision for which there is no 
discretion in the application 
of the provision. 
(3) Except as necessary for 
physical operational reasons, 
electric utilities may not, 
through a tariff provision or 
otherwise, give their 
affiliates or knowingly give 
customers of their affiliates 
preference over other utility 
customers in matters relating 
to any service offered 
including, but not limited to: 
generation, transmission, 
distribution and ancillary 
services, scheduling, 
balancing, or curtailment 
policy. 
(4) Unless such disclosure is 
made public simultaneously or 
as near to the event as 
possible, electric utilities 
shall not disclose to their 

Date 
J a n u a r y  17, 2 0 0 6  I P a g e  
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SUBJECT 
Transactions 
with 
Affiliates 
(Cont’ d) 

REOUIREMENTS 
affiliates any information 
which they receive from, a non- 
affiliated customer, a 
potential customer, any agent 
of such customer, or potential 
customer, or other entity 
seeking to supply electricity 
to a customer or potential 
customer. 
(5) An electric utility’s 
operating employees and the 
operating employees of its 
affiliate must function 
independently of each other and 
shall be employed by separate 
corporate entities. 
(6) Electric utilities and 
their affiliates shall keep 
separate books and records. 
(7) Electric utilities shall 
establish a complaint 
procedure. In the event of the 
electric utility and the 
complainant are unable to 
resolve a complaint, the 
complainant may address the 
complaint to the Commission. 
(8) With respect to any 
transaction or agreement 
relating in any way to electric 
generation, transmission, 
distribution and ancillary 
services, an electric utility 
shall conduct all such 
transactions with any of its 
affiliates on an arm‘s length 
basis. 
(9) The Commission shall 
resolve affiliate transactions 
disputes or abuses on a case- 
by-case basis. Any aggrieved 
party may file a complaint with 

Date 
J a n u a r y  17, 2 0 0 6  
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SUBJECT 
Transactions 
with 
Affiliates 
(Cont’ d) 

REQUIREMENTS 
the Commission alleging the 
particulars giving rise to the 
alleged dispute or abuse. 
(10) Electric utilities must 
process all similar requests 
for electric services in the 
same manner and within the same 
period of time. 
(11) Electric utilities shall 

not provide leads to their 
affiliates and shall refrain 
from giving any appearance that 
the electric utility speaks on 
behalf of its affiliate(s). Nor 
shall the affiliate trade upon, 
promote or advertise its 
affiliation or suggest that it 
receives preferential treatment 
as a result of its affiliation. 
The use of a common corporate 
or parent holding company name 
shall not be a violation of 
this provision so long as the 
regulated utility and the 
affiliate entities can be 
distinguished. 
(12) Electric utilities, except 
for billing and collection 
services and customer service, 
or by order of the Commission, 
shall not share their customer 
list or related customer 
information with affiliates 
unless the information is 
simultaneously shared with non- 
affiliate entities. 
(13) The electric utility shall 
not communicate with any third 
party that any advantage in the 
provision of electric services 
may accrue to such third party 
as a result of that third 

Date 
January 1 7 ,  2006 
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party's dealings with the 
electric utility's affiliate. 

[165:35-31-19] 

I SUBJECT I REQUIREMENTS I 

TRANSFER PRICING The OCC's rules contain very specific 
AND OTHER TRANSACTION requirements for transactions between a 
REQUIREMENTS utility and its affiliates including the 

pricing of such transactions. The applicable 
requirements are captured in the following 
table: 

SUBJECT 
Transfer 
Pricing and 
Other 

REOUIREMENTS 
Transactions between a 
utility and its affiliates. A 
utility shall not subsidize 
the business activities of 
any affiliate with revenues 
from a regulated service. A 
utility cannot recover more 
that its reasonable fair 
share of the fully allocated 
costs for any transaction or 
shared services. 
Contemporaneous record 
requirement. A utility shall 
maintain a contemporaneous 
written record of all 
individual transactions with 
a value equal to or over one 
million dollars with its 
affiliates, excluding those 
involving shared services or 
corporate support services 
and those transactions 
governed by tariffs or 
special contracts. Such 
records, which shall include 
at a minimum, the date of the 
transactions, name of 
affiliate (s) involved, name 

Date 
cTanuary 17, 2006 I 
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SUBJECT 
Transfer 
Pricing and 
Other 
(Cont’ d) 

REQUIREMENTS 
of a utility employee 
knowledgeable about the 
transaction, and a detailed 
description of the 
transaction with appropriate 
support documentation for 
review purposes, shall be 
maintained by the utility for 
three years. 

Q Transfer of assets. Except 
as otherwise required by 
federal statute or 
regulation or pursuant to 
Commission authorized 
competitive bidding, 
tariffs, special contract, 
or as otherwise ordered by 
the Commission; cost 
recovery for property 
transferred from a utility 
to its affiliate shall be 
priced at the “higher of 
cost or fair market value.” 
Except as otherwise required 
by federal statute or 
regulation, or pursuant to 
Commission authorized 
competitive bidding, 
tariffs, special contract or 
as otherwise ordered by the 
Commission; asset valuation 
and transfers of property 
transferred from an 
affiliate to its utility 
shall be priced at the 
“lower of cost or fair 
market value.” No matter the 
origin of the transaction, 
all transfers between a 
utility and an affiliate 
will be individually 

Date 
January 17, 2 0 0 6  
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SUBJECT 
Transfer 
Pricing and 
Other 
(Cont’ d) 

Date 
January 17, 2006 

_. ___ REQUIREMENTS 
scrutinized by the 
Commission on a case-by-case 
basis. 

Sale of products or 
services. Except as 
otherwise required by 
federal or state statute or 
regulation, or pursuant to 
Commission authorized 
competitive bidding, 
tariffs, special contract or 
as otherwise ordered by the 
Commission; any sale of 
products and services 
provided from the affiliate 
to the utility shall be 
priced at the “lower of cost 
or fair market value.” 
Except as otherwise required 
by federal statute or 
regulation, or pursuant to 
Commission authorized 
competitive bidding, 
tariffs, special contract or 
as otherwise ordered by the 
Commission; any sale of 
jurisdictional products and 
services provided from the 
utility to the affiliate 
shall be priced at “higher 
of cost or fair market 
value. “ 

Joint purchases. A utility 
may make a joint purchase 
with its affiliates of goods 
and services involving goods 
and/or services necessary 

Ipage 
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SUBJECT 
Transfer 
Pricing and 
Other 
(Cont' d) 

_l_lll_l__llll_ 

Separate 
Books and 
Financial 
Transactions 

R E Q U I M N T S  
for utility operations. The 
utility must ensure that all 
joint purchases are priced, 
reported, and conducted in a 
manner that permits clear 
identification of the 
utility's and the 
affiliate's allocations of 
such purchases. 

8 Tying arrangements 
prohibited. Unless otherwise 
allowed by the Commission 
through a rule, order or 
tariff, a utility shall not 
condition the provision of 
any product, service, 
pricing benefit, waivers or 
alternative terms or 
conditions upon the purchase 
of any other good or service 
from the utility's 
affiliate. 

[ 165: 35-31-20] 
A utility shall keep separate 
books of accounts and records 
from its affiliates. The 
Commission may review records 
relating to any transaction 
between a utility and an 
affiliate to ensure compliance 
with this Subchapter including 
the records of both the utility 
and the affiliate relating to 
any transaction. 
(1) In accordance with 

generally accepted 
accounting principles, a 
utility shall record all 
transactions with its 

Date 
J a n u a r y  17, 2006 lPage 
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SUBJECT 
Separate 
Books and 
Financial 
Transactions 
(Cont' d) 

REQUIREMENTS 
affiliates, whether they 
involve direct or indirect 
expenses. 

(2)A utility shall prepare 
non-GAAP financial 
statements that are not 
consolidated with those of 
its affiliates. 

(3)A utility shall have a cost 
allocation manual or upon 
Commission request, be able 
to provide its cost 
allocation methodology in 
written form with 
supporting documentation. 
Such records shall reflect 
the transaction and the 
allocated costs, with 
supporting documentation, 
to justify the valuation. 

eLimited credit, investment or 
financing support by a 
utility. A utility may share 
credit, investment, or 
financing arrangements with 
its affiliates if it complies 
with paragraphs (1) and (2) 
of this Subsection. 
(1)The utility shall 

implement adequate 
safeguards precluding 
employees of an affiliate 
from gaining access to 
information in a manner 
that would allow or 
provide a means to 
transfer confidential 
information from a utility 
to an affiliate, create an 
opportunity for 

Date 
January 17, 2006 
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Document 
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SUBJECT 
Separate 
Books and 
Financial 
Transactions 
(Cont' d) 

Date 
January 17, 2006 

REQUIREMENTS 
preferential treatment or 
unfair competitive 
advantage, lead to 
customer confusion, or 
create an opportunity for 
preferential treatment or 
unfair competitive 
advantage, lead to 
customer confusion, or 
create opportunities for 
subsidization of 
affiliates. 

credit under any 
arrangement that would 
include a pledge of any 
assets in the rate base of 
the utility or a pledge of 
cash necessary for utility 
operations the 
transactions shall be 
reviewed by the Commission 
on a case-by-case basis. 

(2)Where an affiliate obtains 

8 Cost of financing 
transactions of any 
affiliate. The cost of any 
financial transactions, in 
part or in full, or any 
debt, equity, trading 
activity, or derivative, of 
any parent company, holding 
company or any affiliate, 
which has a direct or 
indirect financial or cost 
impact upon the utility 
shall be reviewed by the 
Commission on a case-by-case 
basis. 

ri65:35-31-211 
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Document 
Number 02-04-09 

Section 

Manual State Commission Rules 
Subject 

TENNESSEE RULES AND REQUIREMENTS 

SUMMARY 

COMMISSION ACTION 

Date 
December 19, 2000 

Tennessee has no specific rules and 
requirements applicable to cost allocations 
and affiliate transactions. In 1999, the 
Consumer Advocate Division of the Office of 
the Attorney General made a request for a 
rulemaking concerning proposed rules for 
cost allocations and affiliate transactions 
before the Tennessee Regulatory Authority. 

The request for rulemaking by the Consumer 
Advocate Division was placed on the 
Tennessee Regulatory Authority’s docket in 
1999 and comments and reply comments were 
filed by Kingsport Power Company and the 
Consumer Advocate Division as well as other 
parties (Docket No. 98-00690). 

Any rules or requirements of the Tennessee 
Regulatory Authority applicable to cost 
allocations and affiliate transactions will 
be summarized in this document when and if 
they are adopted. 
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Document 
Number 02-04-10 

Section 

State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

SUMMARY 

DOCUMENTATION 
REQUIREMENTS 

Texas’ rules and requirements applicable to 
cost allocations and affiliate transactions 
are contained in the Texas Utilities Code 
(PURA) Section 36.058 and the substantive 
rules applicable to electric service 
providers adopted by the Public IJtility 
Commission of Texas (the PUCT, or the 
Commission). 

The PUCT’s documentation requirements for 
affiliate transactions are contained in its 
substantive rules, as captured in the 
following table: 

SUBJECT 
Separate Books 
and Records 

REQUIREMENT 
* A utility and its 

affiliates shall keep 
separate books of accounts 
and records, and the 
Commission may review 
records relating to 
transactions between a 
utility and an affiliate. 

A utility shall record all 
transactions with its 
affiliates, whether they 
involve direct or 
indirect expenses, in 
accordance with generally 
accepted accounting 
principles or state and 
federal guidelines, as 
appropriate. 

0 A utility shall prepare 
financial statements that 
are not consolidated with 
those of its affiliates. 

[§25.272(d) (6) (A)-(B)] 

Date 
Februa ry  2 3 ,  2007  

[Page 
1 
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Document 
Number 02-04-10 

Section 

State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

TRANSFER PRICING The PUCT’s substantive rules contain very 
AND OTHER TRANSACTION specific requirements for transactions 
REQUIREMENTS between a utility and its affiliates, 

including the pricing of such transactions. 
The applicable requirements are captured in 
the following table: 

SUBJECT 
Transactions 
with All 
Affiliates 

REQUIREMENT 
General. A utility shall 
not subsidize the business 
activities of any 
affiliate with revenues 
from a regulated service. 
In accordance with PURA 
and the Commission’s 
rules, a utility and its 
affiliates shall fully 
allocate costs for any 
shared services, including 
corporate support 
services, offices, 
employees, property, 
equipment, computer 
systems , information 
systems, and any other 
shared assets, services, 
or products. 
E 2 5 . 2 7 2  (e) (1) 1 

services by a u t i l i t y .  
Unless otherwise approved 
by the Commission and 
except for corporate 
support services, any sale 
of a product or service by 
a utility shall be 
governed by a tariff 
approved by the 
Commission. Products and 
services shall be made 
available to any third 

____ 

@ Sale of products or 

Date 
February 2 3 ,  2007  

I Page 
2 
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02-04-1 0 Dacurnent 
Number 

Section 

State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

SUBJECT 
Transactions 
with All 
Affiliates 
(Cont'd) 

REOUIREMENT 
party entity on the same 
terms and conditions as 
the utility makes those 
products and services 
available to its 
affiliates. 
[§25.272 (e) (1) (A) 1 
Purchase of products , 
services, or assets by a 
utility from its 
affiliate. Products, 
services, and assets shall 
be priced at levels that 
are fair and reasonable to 
the customers of the 
utility and that reflect 
the market value of the 
product, service, or 
asset. [§25.272 (e) (1) (B) 1 

Transfers of assets. 
Except for asset transfers 
implementing unbundling 
pursuant to PURA §39.051, 
asset valuation in 
accordance with PURA 
§39.262, and transfers of 
property pursuant to a 
financing order issued 
under PURA, Chapter 39, 
Subchapter G, assets 
transferred from a utility 
to its affiliates shall be 
priced at levels that are 
fair and reasonable to the 
customers of the utility 
and that reflect the 
market value of the assets 
or the utility's fully 
allocated cost to provide 

Date 
Februa ry  2 3 ,  2 0 0 7  

I Page 
3 
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Document 
Number 02-04-10 

Cost Allocation Section 

anual State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

SUBJECT 
Transactions 
with All 
Affiliates 
(Cont' 

Transactions 
with 
Competitive 
Affiliates 

REQUIREBENT 

D 

those assets. 
[§25.272 (e) (1) (C) I 

Transfer of assets 
implementing restructuring 
legislation. The transfer 
from a utility to an 
affiliate of assets 
implementing unbundling 
pursuant to PURA §39.051, 
asset valuation in 
accordance with PURA 
§39.262, and transfers of 
property pursuant to a 
financing order issued 
under PURA, Chapter 39, 
Subchapter G will be 
reviewed by the Commission 
pursuant to the applicable 
provisions of PURA, and 
any rules implementing 
those provisions. 
[§25.272 (e) (1) (D) I 

* General. Unless otherwise 
allowed in this sub- 
section on transactions 
between a utility and its 
affiliates, transactions 
between a utility and its 
competitive affiliates 
shall be at arm's length. 
A utility shall maintain a 
contemporaneous written 
record of all transactions 
with its competitive 
affiliates, except those 
involving corporate 
support services and those 
transactions governed by 
tariffs. Such records, 

Date 
February 23, 2007 

I Page 
4 
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Document 
Number 02-04-10 

Manual 
Section 

Stat Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

SUBJECT 

Transactions 
with 
Competitive 
Affiliates 
(Cont’ d) 

REQUIREMENT 
which shall include the 
date of the transaction, 
name of the affiliate 
involved, name of a 
utility employee 
knowledgeable about the 
transaction, and a 
description of the 
transaction, shall be 
maintained by the utility 
for three years. In 
addition to the 
requirements specified 
above for transactions 
with all affiliates, the 
provisions cited in the 
following bullets apply to 
transactions between 
utilities and their 
competitive affiliates. 
E 2 5 . 2 7 2  (e) (2) 1 
Provision of corporate 
support services. A 
utility may engage in 
transactions directly 
related to the provision 
of corporate support 
services with its 
competitive affiliates. 
Such provision of 
corporate support services 
shall not allow or provide 
a means for the transfer 
of confidential 
information from the 
utility to the competitive 
affiliate, create the 
opportunity for 
preferential treatment or 
unfair competitive 
advantaqe, lead to 

Date 
February  2 3 ,  2 0 0 7  

I Page 
5 
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Document 
Number 02-04-10 

Section 

State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

Date 
February 23, 2007 

SUBJECT 

Transactions 
with 
Competitive 
Affiliates 
(Cont’ d) 

6) 

customer confusion, ____ or 
create significant 
opportunities for cross- 
subsidization of the 
competitive affiliate 
(emphasis added). 
B 2 5 . 2 7 2  (e) ( 2 )  (A) 1 
Purchase of products or 
services by a utility from 
its competitive affiliate. 
Except for corporate 
support services, a 
utility may not enter into 
a transaction to purchase 
a product or service from 
a competitive affiliate 
that has a per unit value 
of $75 ,000  or more, or a 
total value of $1 million 
or more, unless the 
transaction is the result 
of a fair, competitive 
bidding process formalized 
in a contract subject to 
the provisions of § 2 5 . 2 7 3  
of this title (relating to 
Contracts Between Electric 
Utilities and Their 
Competitive Affiliates). 
[ § 2 S . 2 7 2  (e) ( 2 )  (B) 1 
Transfers of assets. 
Except for asset transfers 
facilitating unbundling 
pursuant to PURA §39 .051 ,  
asset valuation in 
accordance with PURA 
§39.362,  and transfers of 
property pursuant to a 
financing order issued 
under PURA, Chapter 39, 

REQUIREMENT 

I Page 
6 
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Document 
Number 02-04-1 0 

Allocation Section 

anual State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

REPORTING REQUIREMENTS 

STJBJECT 

Transactions 
with 
Competitive 
Affiliates 
(Cont' d) 

REQUIREMENT 
Subchapter G, any transfer 
from a utility to its 
competitive affiliates of 
assets with a per unit 
value of $75,000 or more, 
or a total value of $1 
million or more, must be 
the result of a fair, 
competitive bidding 
process formalized in a 
contract subject to the 
provisions of §25.273 of 
this title. 
[§25.272 (e) (2) (C) ] 

The PUCT's requirements applicable to the 
reporting of affiliate transactions by 
electric utilities are contained in its 
substantive rules, as captured in the 
following table: 

Annual 
Report of 
Affiliate 
Transactions 

Copies of 
Contracts or 
Agreements 

REQUIUREMENT 
A "Report of Affiliate 
Activities" shall be filed 
annually with the Commission. 
Using forms approved by the 
Commission, a utility shall 
report activities among 
itself and its affiliates. 
The report shall be filed by 
June 1, and shall encompass 
the period from January 1 
through December 31 of the 
preceding year. [ § 2 5 . 8 4  (d)] 
A utility shall reduce to 
writing and file with the 
Commission copies of any 
contracts or agreements it 
has with its affiliates. 
This requirement is not 
satisfied bv the filina of an 

Date 
February 23, 2007 

I Page 
7 
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Document 
Number 02-04- 10 

Cost Allocation Section 

State Commission Rules 
Subject 

Manual 

TEXAS RULES AND REQUIREMENTS 

SUBJECT 

Copies of 
Contracts or 
Agreements 
(Cont' d) 

Tracking 
Migration 
Emp 1 o ye e s 

of 

REQUIUREMENT 
earnings report. All 
contracts or agreements shall 
be filed by June 1 of each 
year as attachments to the 
annual "Report of Affiliate 
Activities." In subsequent 
years, if no significant 
changes have been made to the 
contract or agreement, an 
amendment sheet may be filed 
in lieu of refiling the 
entire contract or agreement. 
[§25.84 (e) 1 
A utility shall track and 
document the movement between 
the utility and its 
competitive affiliates of all 
employees engaged in 
transmission and distribution 
system operations, including 
persons employed by a service 
company affiliated with the 
utility who are engaged in 
transmission or distribution 
system operations on a day- 
to-day basis or have 
knowledge of transmission or 
distribution system 
operations. Employee 
migration information shall 
be included in the utility's 
annual "Report of Affiliate 
Activities. If  The tracking 
information shall include an 
identification code for the 
migrating employee, the 
respective titles held while 
employed at each entity, and 
the effective dates of the 
migration. [§25.84 (f) I 

Date 
February 2 3 ,  2007 

I Page 
8 
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Document 
Number 02-04-10 

Section 

State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

REPORTING REQUIREMENTS Section 25.84 of the Commission's substantive 
rules requires that informal code of conduct 
complaints, deviations from the code of 
conduct to ensure public safety and system 
reliability, and updates for all approved 
changes to the utility's code of conduct 
compliance plan, including those changes that 
result from the creation of a new affiliate, 
be included in the utility's annual "Report 
of Affiliate Activities." In addition 
§25.272(b)(3) of the Commission's substantive 
rules requires a utility to file a notice 
with the Commission of any provision in the 
Commission's Code of Conduct for Electric 
Utilities and Their Affiliates (i-e., 
§25.272) that conflicts with the orders and 
regulations of the Federal Energy Regulatory 
Commission or the Securities and Exchange 
Commission. 

AUDIT REQUIREMENTS The PUCT's audit requirements applicable to 
affiliate transactions by electric utilities 
are contained in its substantive rules, as 
captured in the following table: 

SUBJECT 
General 

.UEQUI.RE%ENT 
A utility and its affiliates 
shall maintain sufficient 
records to allow for an audit 
of the transactions between 
the utility and its 
affiliates. At any time, the 
Commission may, at its 
discretion, require a utility 
to initiate, at the utility's 
expense, an audit of 
transactions between the 
utility and its affiliates 
performed by an independent 
third party. [§25.272 
(d) (6) (C) 1 

Date 
February  2 3 ,  2007 

I Page 
9 
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Document 
N LJ m he r 02-04-10 

COS% Allocatio Sectian 

Manual State Commission Rules 
Subject 

TEXAS RULES AND REQUIREMENTS 

Date 
February  2 3 ,  2007 

SUL3JECT 
Compliance 
Audits 

Compliance 
Audits 
(Cont' d) 

REQUIREMENT 
No later than one year after 
the utility has unbundled 
pursuant to PURA §39.051, 
and, at a minimum, every 
third year thereafter, the 
utility shall have an audit 
prepared by independent 
auditors that verifies that 
the utility is in compliance 
with §25.272 (relating to 
Code of Conduct for Electric 
Utilities and Their 
Affiliates). The utility 
shall file the results of 
each audit with the 
Commission within one month 
of the audit's completion. 
The cost of the audits shall 
not be charged to utility 
ratepayers. [§25.272 (i) (3) ] 

I Page 
10 
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Document 
N LA rn be r 02-04-1 1 

Section 

State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

SUMMARY 

SCC APPROVAL 

DOCUMENTATION 

The Code of Virginia requires approval of 
contracts between a public service company 
and any affiliated interests. Virginia's 
rules and requirements applicable to cost 
allocations and affiliate transactions can be 
found in the Code and in the regulations and 
orders of the Virginia State Corporation 
Commission (the SCC, or the Commission), 
particularly the Final Orders in Case Nos. 
PUA000029 and PUE010013. 

No contract or arrangement providing for the 
furnishing of management, supervisory, 
construction, engineering, accounting, legal, 
financial or similar services, and no 
contract or arrangement for the purchase, 
sale, lease or exchange of any property, 
right or thing, other than those above 
enumerated, or for the purchase or sale of 
treasury bonds or treasury capital stock made 
or entered into between a public service 
company and any affiliated interest shall be 
valid or effective unless and until it shall 
have been filed with and approved by the 
Commission [Code of VA 5556-771. 

The Commission's documentation requirements 
related to affiliate transactions are 
captured in the following table: 

SUBJECT 
Separate 
Books and 
Records 

Access to 
Books and 
Records 

REQUIREMENT 
Each affiliated competitive 
service provider shall 
maintain separate books of 
accounts and records. [ZO VAC 

The Commission may inspect 
the books, papers, records 
and documents of, and require 
special reports and 
statements from, every 
generation company affiliated 

5-312-30 C] 

D a t e  
April 8, 2008 rage 
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Document 
Number 02-04-1 1 

Section 

State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

S U B J E C T  
Access to 
Books and 
Records 
(Cont' d) 

Emp 1 o ye e 
Transfers 

REQUIREMENT 
with a local distribution 
company regarding 
transactions with its local 
distribution company 
affiliate. Upon complaint or 
on its own initiative, the 
Commission may also (I) 
investigate alleged 
violations of this cha[ter, 
and (ii) seek to resolve any 
complaints filed with the 
Commission against any such 
affiliated generation 
company. [ZO VAC 5-202-30 B 

An affiliated competitive 
service provider shall 
document each occasion that 
an employee of its affiliated 
local distribution company, 
or of the transmission 
provider that serves its 
affiliated local distribution 
company, becomes one of its 
employees and each occasion 
that one of its employees 
becomes an employee of its 
affiliated local distribution 
company or the transmission 
provider that serves its 
affiliated local distribution 
company. Upon staff' s 
request, such information 
shall be filed with the SCC 
that identifies each such 
occasion. Such information 
shall include a listing of 
each employee transferred and 
a brief description of each 
associated position and 
resDonsibilitv. r20 VAC 5- 

71 

Date 
April 8, 2008 lpa g e  
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Document 
Number 02-04-1 1 

SUBJECT 
Employee 
Transfers 
(Cont’d) 

ost Allocation Section 

m Q U I R E & W N T  
312-30 B 31 

anuzal Stat Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

TRANSFER PRICING 

Rules Applicable to 
Functional Separation 
of Incumbent Electric 
Utilities under the 
Virginia Restructuring 
Act (Case No. PUA000029) 

The SCC’s transfer pricing rules applicable 
to affiliate transactions between the local 
distribution company (LDC) and certain 
affiliate are contained in various orders of 
the Commission. 

The SCC’s rules applicable to the functional 
separation of incumbent electric utilities 
under the Virginia Electric Utility 
Restructuring Act contain specific transfer 
pricing requirements for transactions between 
the LDC and an affiliated generation company 
as captured in the following table: 

SUBJECT 
Sale of Non- 
Tar iff ed 
Services , 
Facilities 
and Products 

Purchase of 
Non-Tariffed 
Services, 
Facilities 
and Products 

Unavailable 
Market 
Prices 

?UZQUIRENENT 
LDCs shall be compensated at 
the greater of fully distrib- 
uted cost or market price for 
all non-tariffed services, 
facilities, and products 
provided to an affiliated 
generation company. 
An affiliated generation 
company shall be compensated 
at the lower of fully 
distributed cost or market 
price for all non-tariffed 
services, facilities, and 
Droducts Drovided to the LDC. 
If market price data are 
unavailable for purposes of 
such calculations, non- 
tariffed services, facilities 
and products shall be 
compensated at fully distrib- 
uted costs. In such event, 
the LDC shall document its 

Date 
April 8, 2008 lPage 
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Document 
Number 02-04-1 1 

Cost Allocation Section 

anual State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

Mar ke t price data and its basis for 
Prices concluding that such price 
(Cont' d) data are unavailable. 
[Source: 20 VAC 5-202-.30 B 5 a] 

Rules Applicable to The SCC's rules for retail access contain 
Retail Access (Case No. specific transfer pricing requirements 
PUE010013) concerning transactions between the local 

distribution company and its affiliated 
competitive service providers as captured in 
the following table: 

SUBJECT 
Sale of Non- 
Tariffed 
Services, 
Facilities 
and Products 

Purchase of 
Non- 
Tarriffed 
Services, 
Facilities 
and Products 

Unavailable 
Market 
Prices 

REOUIREMENT 
The local distribution 
company shall be compensated 
at the greater of fully 
distributed cost or market 
price for all non-tariffed 
services, facilities, and 
products provided to an 
affiliated competitive 
service provider. 
An affiliated competitive 
service provider shall be 
compensated at the lower of 
fully distributed cost pr 
market price for all non- 
tariffed services, 
facilities, and products 
provided to the local 
distribution company. 
If market price data are 
unavailable, non-tariffed 
services, facilities and 
products shall be compensated 
at fully distributed cost and 
the local distribution 
company shall document its 
efforts to determine market 
price data and its basis for 

Date 
April 8, 2008 
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02-04-1 1 Document 
Number 

Section 

nual State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

SUBJECT 
Unava i 1 ab 1 e 
Market 
Prices 
(Cont‘ d) 

-Source:  20 VII 

REQUIREMENT 
concluding that such price 
data are unavailable. 
Notification of a 
determination of the 
unavailability of market 
price data shall be included 
with the annual report of 
affiliate transactions that 
is required to be filed by 
the local distribution 
company with the SCC. 

” .5-312-30 I. 1.1 

AFFILIATE TRANSACTION Virginia’s general reporting requirements for 
REPORTING REQUIREMENTS affiliate transactions have evolved through 

several recent affiliate agreement approval 
orders and are summarized in the following 
table: 

Date 
April 8 ,  2008 

S U B J E C T  
Annual 
Report of 
Affiliate 
Transactions 

REQUIREMENT 
An annual report of affiliate 
transactions shall be filed by 
May 1 of each year with the 
SCC’s Director of Public 
Utility Accounting for 
transactions for the prior 
calendar year. The annual 
report shall include all 
affiliate agreements/ 
arrangements regardless of 
amount involved and shall 
supersede all previous 
reporting requirements for 
affiliate transactions 
(except, see Statement of 
Utility Assets Sold, Purchased 
or Acquired below). 

The report shall contain the 
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Document 
Number 02-04-1 1 

Sectian 

State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

SUBJECT 

Annua 1 
Report of 
Affiliate 
Transactions 
(Cont' d) 

REQUIREMENT 
following information: 

1. Affiliate's name 
2. Description of each affil- 

iate arrangement/agreement 
3. Dates of each affiliate 

arrangement/agreement 
4. Total dollar amount of each 

affiliate arrangement/agree- 
ment 

arrangement/agreement where 
services are provided to an 
affiliate (i.e., 
direct/indirect labor, 
fringe benefits, 
travel/housing, materials, 
supplies, indirect 
miscellaneous expenses, 
equipment/facilities 
charges, and overhead) 

6. Profit component of each 
arrangement/agreement where 
services are provided to an 
affiliate and how such 
component is determined 

documentation related to 
each arrangement/ agreement 

8. Percent/dollar amount of 
each affiliate 
arrangement/agreement 
charged to expense and/or 
capital accounts, and 

9. Allocation bases/factors for 
allocated costs. 

Transfers of assets between 
APCO and AEPC with values of 
$100,000 or less must be 
reported in the annual report 
of affiliated transactions. 

5. Component costs of each 

7. Comparable market values and 

Date 
A p r i l  8, 2008 I P a g e  
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02-04- 11 Document 
Number 

Section 

State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

SUBJECT 

Rnnual 
Report Under 
the Virginia 
Electric 
Utility 
Restructur- 
ing Act 

REQUIREMENT 
411 transfers of assets 
2etween APCO and AEPC with a 
qalue exceeding $100,000 
require prior Commission 
2pproval. [ S o u r c e :  SCC O r d e r ,  
d a t e d  March  4 ,  1998, i n  C a s e  
No. PUA9 700351 
The Annual Report of Affiliate 
Transactions shall also 
include copies of all executed 
Greenfield Site Agreements 
between APCO and AEPC along 
with a description of the 
particulars of each site as 
well as the book value of the 
underlying land relative to 
the proposed per site license 
fee of $10,200/year (less any 
volume discount for multiple 
sites). [ S o u r c e :  SCC O r d e r ,  
d a t e d  December 6 ,  199, i n  C a s e  
No. PU9900531 
Local distribution companies 
(LDCs) shall file annually, 
with the Commission, a report 
that shall, at a minimum, 
include: (i) the amount and 
description of each type of 
non-tariffed service provided 
to or by an affiliated 
generation company; (ii) 
accounts debited or credited; 
and (iii) the compensation 
basis used (i.e., market price 
or fully distributed cost). 

The LDC shall make available 
to the Commission’s staff, 
upon request, the following 
documentation for each 
aureement and arransement 

Date 
April 8, 2008  IPage ’ 
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Document 
Number 02-04-1 1 

Section 

State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

SUBJECT 

Annual 
Report 
Required by 
the Rules 
Governing 
Retail 
Access to 
Competitive 
Energy 
Services 

R E Q U I m m N T  
where services are provided to 
or by an affiliated generation 
company: (i) component costs 
(i.e., direct or indirect 
labor, fringe benefits, travel 
or housing, materials, 
supplies, indirect 
miscellaneous expenses, 
equipment or facilities 
charges, and overhead) ; (ii) 
profit component; and (iii) 
comparable market values and 
documentation. [Source: 20 
VAC 5=;202-30 B 61 
The local distribution company 
(LDC) shall file annually, 
with the SCC, a report that 
shall, at a minimum, include: 
the amount and description of 
each type of non-tariffed 
service provided to or by an 
affiliated competitive service 
provider; accounts debited or 
credited; and the compensation 
basis used, i.e., market price 
or fully distributed cost. 
The LDC shall maintain the 
following documentation for 
each agreement and arrangement 
where such services are 
provided to or by an 
affiliated competitive service 
provider and make such 
documentation available to 
staff upon request: (i) 
component costs (i.e., direct 
or indirect labor, fringe 
benefits, travel or housing, 
materials, supplies, indirect 
miscellaneous expenses, 
equipment or facilities 

Date 
April 8, 2008 lpa g e  
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Document 
Number 02-04-1 1 

Section 

State Commission Rules 
Subject 

VIRGINIA RULES AND REQUIREMENTS 

Date 
April 8 ,  2 0 0 8  

SUBJECT 

Schedule of 
Utility 
Assets 
Purchased or 
Sold 

R E O U I R E m N T  
charges , and overhead; (ti) 
profit component; and (iii) 
comparable market values, with 
supporting documentation. [ 2 0  

APCO must file annually a 
schedule of purchases from 
affiliates and sales to 
affiliates, if any, of utility 
assets, amounting to less than 
$25,000 for each such 
transaction, made during the 
preceding calendar year. 
[ S o u r c e :  SCC O r d e r ,  d a t e d  
A u g u s t  2 9 ,  1 9 5 6 ,  i n  Case  N o .  
13162 ,  and  SCC o r d e r ,  d a t e d  
F e b r u a r y  2 0 ,  1 9 8 1 ,  i n  Case  
PUA8 1 0 0 0 9 1 

VAC 5-312-30  I 21 

lPage 
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02-04- 12 
Document 
Number 

Section 

State Commission Rules 
Subject 

WEST VIRGINIA RULES AND REQUIREMENTS 

SUMMARY 

PSC APPROVAL 

Date 
September 12, 2007 

The West Virginia Code requires approval of 
contracts between a public utility and its 
affiliates. The orders issued by the Public 
Service Commission of West Virginia (PSC, or 
Commission) concerning such matters contain 
requirements related to affiliate 
transactions. 

Unless the consent and approval of the PSC is 
obtained, no public utility in West Virginia 
may, by any means, direct or indirect, enter 
into any contract or arrangement for 
management, construction, engineering, supply 
or financial services or for the furnishing 
of any other service, property or thing with 
any affiliated corporation, person or 
interest [West V i r g i n i a  Code § 24-2-12]. The 
individual orders issued by the Commission 
approving such contracts establish 
requirements applicable to specific 
transactions with affiliates. 

lPage 
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03-01-01 Document 
Number 

Section 

Introduction 
Subject 

OVERVIEW (PROCEDURES) 

SUMMARY 

TRANSACTIONS 

TIME REPORTING 

AEPSC BILLING SYSTEM 

INTERCOMPANY BILLING 

At AEP, cost allocations between regulated 
and non-regulated operations take place 
through intercompany billings and affiliate 
transactions. The intercompany billing 
process and related procedures move costs 
between AEP System's regulated electric 
utilities and their non-regulated 
affiliates. The cost allocation process 
recognizes the nature of the work performed 
for the respective parties and their use of 
services and facilities. 

The financial transaction coding process 
used by AEP is the first step in separating 
costs between regulated and non-regulated 
operations. 

Labor cost is a large component of the total 
cost allocated between regulated and non- 
regulated operations. Time reporting and 
labor costing procedures are in place to 
ensure that labor costs are properly 
allocated and billed to the companies that 
benefit from the services which are 
performed. 

AEPSC performs services for American 
Electric Power Company, Inc., the parent 
holding company, and most subsidiaries in 
the AEP System. AEPSC uses a work order 
system to collect and bill costs to its 
Afflilate companies for the services that 
it performs. 

Other AEP System companies share costs with 
their affiliates through an intercompany 
billing process. This process transfers 
the cost of performing services and 
conducting projects for affiliates in the 
AEP System. 

Date 
February  18, 2008 
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Document 
Number 03-0 1-0 1 

Section 

Introduction 
Subject 

OVERVIEW (PROCEDURES) 

INTERUNIT ACCOUNTING Certain transactions are allocated between 
companies through inter-unit accounting 
whereby transactions are recorded in the 
first instance by the companies for which 
the transactions have been incurred. 

ASSET TRANSFERS 

Date 
February 1 8 ,  2008 

Plant and equipment as well as materials and 
supplies are transferred among the AEP 
System companies based on who uses the 
items. Procedures are in place to properly 
account for the transfer and sale of those 
items. 

Ipage  
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03-02-0 1 Document 
Number 

Section 

anual - Transactions 
Subject 

OVERVIEW 

SUMMARY 

RES PONS IBILI TY 

CODING BLOCKS 

Date 
December 19, 2000 

The process of cost allocation between 
regulated and non-regulated operations 
begins with the coding of expenses and 
other transactions. 

Transaction coding is the responsibility of 
the business units that budget for and 
initiate the transactions. 

03-02-02 

Various coding blocks, also known as 
chartfields, are used to code financial 
transactions for accounting and cost 
allocation purposes. 

03-02-03 

rage 
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03-02-02 Document 
Number 

Section 

Transactions 
Subject 

CODING 

SUMMARY 

CODING 
RESPONSIBILITY 

MAINTENANCE OF 
CHARTFIELD VALUES 

Proper chartfield coding is mandatory to 
ensure accurate financial reports and inter- 
company billings. 

Chartfield coding is the responsibility of 
the business units who incur various 
expenditures, and who report their labor 
hours. These expenses are initiated and 
approved by the business units in accordance 
with their operating plans and financial 
budgets. 

The General and Corporate Accounting 
group is primarily responsible for 
maintaining chartfield values. The business 
units request changes to the chartfield 
values based on their need to track and 
manage costs, bill affiliated companies and 
comply with external reporting requirements. 
This group evaluates all requests in 
connection with its oversight 
responsibilities related to internal 
budgeting, cost allocations, and external 
reporting. Approved changes are implemented 
on a timely basis. 

D a t e  
Februay 15, 2006 I rage 
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Document 
Number 03-02-03 

Section 

Transactions 
Subject 

CHART FIELDS 

SUMMARY 

CODING BLOCKS 

General Ledger 
Business Unit 

Account Number 

Department ID 

AEP’s accounting systems use chartfields or 
coding blocks to classify and accumulate 
transactions for financial and managerial 
accounting and reporting. Each 
chartfield/coding block is used for a 
specific purpose. 

GENERAL LEDGER CHARTFIELDS: 

PROJECTS CHARTFIELDS : 

Project Work cost Activity Tracking 
ID Order Component Code Code 

(Project (Resource (Resource (Resource 
Category) Subcategory) Activity) Type) 

The General L e d g e r  B u s i n e s s  U n i t  identifies 
the AEP System company or company segment for 
which the transaction is recorded. Each AEP 
System Company is assigned a unique code. 
For example, American Electric Power Company, 
Inc. is Business Unit 100 and AEP Texas 
Central-Distribution is Business Unit 211. 

The A c c o u n t  Number records the transaction in 
the appropriate balance sheet or income 
statement account using the FERC System of 
Accounts. 

The Department I D  connects the transaction to 
the responsible organization for reporting 
and budgeting purposes. 

Date 
August 29, 2007 rage 
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Document 
Number 03-02-03 

Section 

Transactions 
Subject 

CHARTFIELDS 

Product Code 

Affiliate Code 

The Product Code identifies transactions with 
the services and products provided by the 
Shared Services groups, including Business 
Logistics, Human Resources and Information 
Technology. 

The Affiliate Code identifies transactions 
conducted with an affiliate. The General 
Ledger Business Unit code of the affiliate is 
entered in this coding block, if applicable. 
The codes in this chartfield are used in 
preparing consolidated financial statements. 

Operating Unit Code The Operating Unit code sub-divides 
transactions for special reporting purposes 
largely related to tax reporting, rate case, 
and other matters. Valid values include, 
among others, state abbreviations. 

Project Costing 
Business Unit 

Project ID 

Work Order 

The Project Costing Business Unit connects 
the transaction with the responsible 
budgeting group or area f o r  project reporting 
purposes. 

The Project ID connects the transaction with 
a budget project. A budget project allows 
budgeted and actual costs to be captured for 
managerial reporting purposes. 

The Work Order is the billing mechanism used 
to capture and bill like costs, and connects 
the transaction with a planned project that 
generally has a set beginning date, a 
projected end date and an estimated cost to 
complete. Work Orders include construction 
and retirement work, R&D work, IT projects, 
non-regulated activities, and other special 
projects and transactions. 

Date 
August 29, 2007 I rage 
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03-02-03 Document 
Number 

Cost Allocation Section 

Transactions 
Subject 

CHART FIELDS 

anual 

Cost Component 

Activity Code 

Tracking Code 

Attached to each Work O r d e r ,  as an attribute, 
is a Benefiting Location Code that identifies 
the location or area that benefits from the 
work (i.e., the activity or project that is 
being performed). A benefiting location can 
define, among other things, a power plant, a 
generating unit at a power plant, or a 
region. Each benefiting location further 
defines the company or group of companies 
that operate in the particular location or 
area. For example, benefiting location code 
1160 is only applicable to Kammer Plant Unit 
3 and pertains to the Generation ledger for 
Ohio Power Company; and, benefiting location 
code 1178 pertains to the Transmission 
ledgers of Appalachian Power Company, 
Kentucky Power Company and Kingsport Power 
Company. 

The C o s t  C o m p o n e n t  relates the transaction to 
a specific type of cost such as labor, 
travel, materials, or outside services. 

The A c t i v i t y  C o d e  identifies the activity 
being performed. Examples of defined work 
activities are: "Respond to Customer 
Inquiries, " "Process Payroll" and 
"Coordinate Federal Income Tax Returns & 
Reports." The Activity code directs the 
billing allocation formula for some work 
orders. 

The T r a c k i n g  C o d e  sub-divides accounting 
transactions for cost tracking purposes. 
Among other things, the tracking code is used 
to track vehicle and building expenditures by 
vehicle number or building number. Certain 
equipment maintenance costs are also tracked. 

Date 
August 2 9 ,  2001 rage 
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Document 
Number 03-03-01 

cation Section 

Time Reporting 
Subject 

OVERVIEW 

SUMMARY 

TIME RECORDS 

LABOR COSTING 

Date 
December 19, 2000 

AEP’s time reporting systems are designed to 
collect the chartfield information needed to 
apportion costs between regulated and non- 
regulated activities. 

Each AEP employee, or a responsible 
timekeeper, must complete a time record for 
each pay period. 

03-03-02 

The cost of labor makes up a high percentage 
of the service cost which is apportioned 
between regulated and non-regulated 
activities. 

03-03-03 
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Document 
Number 03-03-02 

Section 

Time Reporting 
Subject 

TIME RECORDS 

SUMMARY 

FEATURES 

AEP follows a system of positive time 
reporting whereby all employees, are 
required, either personally or through an 
appointed timekeeper, to provide Payroll with 
a full accounting of their productive and 
non-productive time classifications. Time 
records are prepared for each pay period. 
Examples of non-productive time include 
vacation time, holidays, jury duty and other 
paid absences. 

Positive time reporting is the process by 
which each employee accounts for the total 
number of hours in each pay period, including 
overtime and paid absences. The positive 
time reporting process used by AEP 
encompasses the following features: 

Forms the basis for assigning labor 
costs by accounting for all activities 
and time spent by activity on a pay 
period basis 

e Accounts for time in hourly increments 
as small as a one-tenth of an hour 

Accumulates and summarizes time spent 
on a reported line-item basis 

e Requires all chartfield values needed 
to account for the time spent and to 
report labor costs 

e Requires the amount of time reported 
for a given pay period to at least 
equal the total hours in the pay 
period 

e Does not assume employees are working 
only on regulated activities or only 
on non-regulated activities. The 

Date 
April 8, 2008 I lpage 
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Dacurnent 
N LJ rn ber 03-03-02 

Section 

Time Reporting 
Subject 

TIME RECORDS 

FEATURES (Cont’ d) 

APPROVALS 

actual time spent must be reported and 
classified to the applicable 
activities and/or projects based on 
the work performed. 

As employees spend and report time, 
the cost of the time is directly 
attributable to regulated and non-. 
regulated operations based on 
benefiting location or it could apply 
to an indirect cost pool. 

All time records must be approved by the 
employee‘s immediate supervisor or the 
supervisor’s designee. Audit Services 
performs periodic studies to determine that 
the time reported by group supervisors has a 
reasonable relationship to the time reported 
by their direct reports. 

ELECTRONIC PROCESSING In most cases, time is reported and approved 
electronically. The reported time is 
available to be viewed on-line for a period 
of time before it is archived. 

Employees can view their accrued and used 
vacation hours on-line using AEP‘s intranet. 

Date 
April 8, 2008 
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Document 
Number 03-03-03 

Section Cost Allocation 
Time Reporting 
Subject 

LABOR COSTING 

SUMMARY 

FEATURES 

Labor costing is the process of pricing the 
time reported by employees for the purpose of 
apportioning their labor cost to the 
activities that they perform. The cost of 
labor is a high percentage of the total 
service cost apportioned among AEP’s 
regulated and non-regulated affiliates. 

AEP’s labor costing process, in conjunction 
with time reporting, has been designed to 
meet the following four criteria: 

it must be practical and cost 
effective to apply 
it must contain safeguards against 
material misclassifications between 
regulated and non-regulated operations 
and between regulated and non- 
regulated products and services 
it must be adequately documented 
it must provide an audit trail that 
can be used for procedural testing and 
for determining the accuracy of 
results. 

The labor costing process used by AEP employs 
the following features: 

productive time is priced using the 
employee‘s hourly rate of pay which, 
f o r  salaried employees, is derived by 
using one of two methods: (i) by 
dividing the employee’s annual salary 
by 2,080 hours, or (ii) by dividing 
the employee‘s current pay period 
salary by the total number of hours 
worked during the pay period 
(including non-compensated overtime 
hours worked by exempt employees) 

Date 
April 8, 2 0 0 8  
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Document 
Number 03-03-03 

Section 

Time Reporting 
SUbjed 

LABOR COSTING 

FEATURES (Cont’ d) 
e non-productive pay is accrued, 
expensed and distributed as a 
percentage of labor dollars 

e where applicable, the cost of 
incentive pay and severance pay is 
also accrued and expensed; and it too 
follows the distribution of labor 
dollars. 

CONTROLS 

Date 
April 8, 2008 

Where applicable, appropriate controls are 
maintained for balancing the total amount of 
labor cost distributed to the total cost 
incurred or paid. 
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Document 
Number 03-04-01 

Section 

AEPSC Billing System 
Subject 

OVERVIEW 

SUMMARY 

SYSTEM OF INTERNAL 
CONTROLS 

AEPSC is a wholly-owned subsidiary of AEP, a 
registered public utility holding company. 
AEPSC provides certain managerial and 
professional services including administra- 
tive and engineering services to affiliated 
companies in the AEP holding company system 
and periodically to unaffiliated companies. 

As a subsidiary service company, AEPSC and 
its billings are subject to the regulation 
of the Federal Energy Regulatory Commission 
(FERC) under the Public Utility Holding 
Company Act of 2005. 

Effective operation of the AEPSC work order 
billing system is tied to AEP’s overall 
system of internal controls. 

03-04-02 

WORK ORDER ACCOUNTING AEPSC maintains a work order system for 
allocating and billing costs in accordance 
with the applicable Uniform System of 
Accounts for centralized service companies. 

03-04-03 

BILLING ALLOCATIONS 

REPORTS 

Date 
September 10, 2009 

Billing allocations are performed using 
attribution bases (i.e., allocation factors) 
approved by the SEC under PUHCA 1935 and 
continued after repeal of PUHCA. 

03-04-04 

AEPSC prepares a monthly billing report for 
all billed costs. 

03-04-05 
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03-04-02 Document 
Number 

Section 

AEPSC Billing System 
Subject 

SYSTEM OF INTERNAL CONTROLS 

SUMMARY 

RESPONSIBILITIES 

ALLOCABILITY 

Effective operation of AEPSC's work order and 
billing system is tied to AEP's overall 
system of internal controls. The more 
relevant controls and administrative 
procedures include accountability, 
allocability, budgeting, time-reporting 
review and approval, billing review, dispute 
resolution, periodic service evaluations, and 
internal auditing. 

The business units and process owners who 
code and approve transactions for processing 
through the AEPSC billing system are 
responsible for final results. Employees can 
access electronic databases that contain 
titles and descriptions of all applicable 
codes. 

Changes in facts and circumstances that 
affect the billing process must be addressed 
in a rapid and responsible manner. 

The Corporate Planning and Budgeting group 
along with Corporate Accounting are 
responsible for assisting the business units 
and AEPSC's client companies in evaluating 
the monthly billing results on a company by 
company basis. Also see "Billing Review" 
below. 

Through the transaction coding process, 
clients are billed only for the services and 
costs that pertain to them. Shareable costs 
are billed using allocation factors. The 
approved billing system is designed to result 
in a fair and equitable allocation of cost 
among all client companies, regulated and 
non-regulated. AEPSC employees are provided 
information and trained to achieve these 
results relative to their areas of 
responsibility. 

Date 
September 10, 2009 
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Document 
Number 03-04-02 

Section 

AEPSC Billing System 
Subject 

SYSTEM OF INTERNAL CONTROLS 

BUDGETING Each year AEPSC prepares an annual budget for 
the services it will provide during the next 
calendar year. The budgets are prepared by 
each AEPSC department. 

Corporate Planning & Budgeting and Business 
Unit Budget Coordinators generate monthly 
performance reports that compare actual cost 
against the budget. Performance results can 
be viewed by Department, by Account, or by 
Activity, and also by Affiliate company. 

AEPSC's managers are primarily responsible 
for analyzing and explaining cost variances 
incurred while performing their work. 
Additionally, AEPSC and its affiliates are 
jointly responsible for analyzing and 
explaining the cost variances incurred 
through the AEPSC billings. 

AEPSC's annual budgets are consistent with 
and support AEP's corporate-wide strategic 
performance objectives. AEP's Board of 
Directors, with the assistance of executive 
management, approves the annual budgets for 
AEPSC, the utility companies and other AEP 
affiliates. 

WORK ORDER The Accounting department reviews requests 
PROCESSING REVIEW for new AEPSC Work Orders. The review 

includes (1) Appropriate descriptions - to 
ensure that the users will understand the 
type of costs to be accumulated in each work 
order. (2) Appropriate benefiting location - 
to ensure that the proper affiliated company 
or group of companies will be billed (3) 
Appropriate billing allocation factor - to 
verify (based on the work being performed) 
that the appropriate cost drivers are being 
used for the type of service being performed 
such as Number of Employees, Transmission 
Pole Miles, Number of Retail Electric 

Date 
September 10, 2009 IPage 
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Document 
Number 03-04-02 

Section 

AEPSC Billing System 
Subject 

SYSTEM OF INTERNAL CONTROLS 

BILLING SYSTEM 
CONTROLS 

Customers, or Total Assets. 

Specific controls related to the billing 
system include (1) The Accounting department 
reviews the reasonableness of the statistics, 
by affiliate company, that are used to 
allocate costs by comparing them to other 
statistics, amounts used in prior periods, 
etc. (2) Reports are generated by the 
billings system to reconcile/confirm that all 
amounts were allocated and the total dollars 
received for processing were billed out. (3) 
An automatic e-mail is sent to the Accounting 
department which identifies any errors 
created during Journal Generation of the 
AEPSC Bill. (4) The Accounting department 
confirms the AEPSC net income is zero each 
month-end to ensure that all expenses 
incurred were billed. (5) The Accounting 
department reviews the list of AEP affiliate 
companies every month to assure billing 
statistics are accumulated and posted 
properly for a newly created affiliate 
companies, or removed for  inactivated 
affiliate companies. 

Please see Appendix 99-00-04 for information 
regarding the billing allocation factors that 
are used by AEPSC and their update frequency. 

PRE-BILLING TRANS- Various controls exist surrounding the 
ACTIONS REVIEW detailed accounting transactions that are 

processed by the AEPSC billing system, 
including: (1) Numerous edits/validations 
are performed mechanically at the time 
transactions are entered into the accounting 
system. For example, the validation routines 
will not permit a labor expense Account to be 
used in conjunction with non-labor costs. 
(2) Prior to running the monthly AEPSC 
billing process, Accounting reviews certain 

Date 
September 1 0 ,  2 0 0 9  rage 
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03-04-02 Document 
Number 

Section 

AEPSC Billing System 
Subject 

SYSTEM OF INTERNAL CONTROLS 

ALLOCATION 

accounting transactions to ascertain if any 
items are misclassified based on certain 
criteria. Correction entries are prepared, 
if necessary, prior to the bill processing, 
For example, transactions charges to income 
tax FERC expense account should be charged to 
the income tax work order. (3) An 
"unbillable" report is run numerous times 
prior to processing of the bill. This report 
identifies transactions that will not bill 
due to recently inactivated Work Orders, 
invalid combinations of statistics, etc. 
Correction entries are made as necessary 
prior to running the bill. 

Shared costs are billed using approved 
allocation factors. The billing systems is 
designed to result in a fair and equitable 
allocation of cost amount all affiliate 
companies. As mentioned above under 
"Responsibilities", information is readily 
available to employees to assist with the 
proper coding of transactions in order to 
achieve these results relative to their areas 
of responsibility. 

TIME REPORTING REVIEW AEPSC uses positive time reporting whereby 
AND APPROVAL time records are submitted by each AEPSC 

employee, on a bi-weekly basis. Supervisors, 
or their designated delegates, review and 
approve the time records for the employees in 
their respective groups. 

In addition to the normal approval process, 
periodically the Accounting department 
provides reports to each AEPSC manager for 
review and validation of their employees; 
labor charges. The report indicates the 
companies that each employee billed, the work 
performed for the company, the labor hours 
charged, and the work orders(s) used to bill 
the hours. This report provides an 

Date 
September 10, 2009 
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Document 
Number 03-04-02 

Section 

AEPSC Billing System 
Subject 

SYSTEM OF INTERNAL CONTROLS 

additional control to ensure employees were 
billing correctly and that their managers 
concurred with the billing. Managers were 
required to sign the report indicating their 
review and approval, and return the signed 
copy to Accounting. If a manager has 
questions about an employee's time charges, 
or believes a correction is required, the 
manager communicates those concerns to 
Accounting. 

AFFILIATED BILLING Monthly, Utility General & Regulated 
REVIEW Accounting sends reports to the State 

Operating Companies Regional Presidents 
(and/or their staff), and other members of 
management, for their review and approval of 
the AEPSC Work Order billing by affiliate 
company. 

The services performed and the amounts billed 
are reviewed for accuracy on behalf of the 
regulated utilities and AEPSC's other affil- 
iated clients. The performing organizations 
initiate all needed corrections and Corporate 
Accounting processes the corrections. 

DISPUTE RESOLUTION The monthly AEPSC billings to the affiliate 
Operating companies are submitted to the AEP 
state Business Operations Support groups for 
their review and approval. The AEPSC bill 
approval process for the Business Operations 
Support groups includes various steps. 
Monthly, Directors review the AEPSC 
departments allocating costs to their 
companies to determine whether it appears 
reasonable for each department to be 
allocating to that operating company. Also 
monthly, Directors notify AEPSC of their 
approval of the monthly AEPSC billing, noting 
any issues needing resolved as a result of 
their monthly review. Any issues arising 
from the above reviews are coordinated 

Date 
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through the affected AEPSC department and the 
AEPSC Controllers department, which will be 
responsible for resolving issues raised by 
the operating companies and making 
appropriate adjustments. Each of the above 
steps is documented, including approvals, 
explanations of variances, and any 
adjustments resulting from this review and 
approval process. Directors are responsible 
for retaining documentation for a minimum of 
two years. 

If a resolution cannot be reached among the 
parties, the dispute is referred to the Chief 
Financial Officer or another appropriate 
member of executive management. 

SERVICE EVALUATIONS Internal customer input and an internal 
customer-oriented philosophy are necessary in 
order to keep AEPSC operating efficiently and 
at cost-competitive levels. 

Internal customer surveys are used to measure 
performance and internal customer satis- 
faction. The internal customer surveys, 
along with the budgeting process and service 
level agreements, are used to seek customer 
input relative to the quantity, quality and 
value of the various services being provided 
by AEPSC to other groups within the AEP 
holding company system. 

Whenever feasible, and to the extent 
necessary, cost levels and business practices 
are benchmarked against other companies both 
within and outside the electric utility 
industry . 

INTERNAL AUDITING The AEPSC Audit Services department performs 
periodic audits of the AEPSC billing system. 
The purpose of the audits is to examine the 
internal controls over the billing process 

Date 
September 10, 2009 
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EXTERNAL AUDITING 

STATE AND FEDERAL 
AUDITS AND REPORTING 

STATE AUDITS: 

FERC AUDITS: 

FERC REPORTING: 

and to ascertain that billing allocations are 
being performed in accordance with the 
approved attribution bases and in accordance 
with the Service Agreements AEPSC has with 
its affiliated clients. 

Annually, AEPSC is required to provide 
audited financial statements to various banks 
and leasing companies, and therefore is 
subject to an audit by an outside auditing 
firm, currently Deloitte & Touche. This 
audit includes an audit of various 
transactions through the billing system to 
verify accuracy of the procedures and amounts 
billed to affiliates. 

AEPSC is subject to periodic state affiliate 
and code of conduct audits, in order to 
comply with certain state regulatory 
requirements. For example, Texas requires an 
affiliated code of conduct audit every three 
years, and Indiana requires an affiliate 
transactions audit every two years. 

Effective with the passage of the Public 
Utility Holding Company Act of 2005 (which 
became effective February 6, 2006) AEPSC is 
now regulated by the Federal Energy 
Regulatory Commission, and as such is subject 
to FERC oversight and audit. 

The FERC requires a detailed annual financial 
report for services companies, the FERC Form 
60. This report contains detailed AEPSC 
information, including amounts billed to each 
affiliate company. 

These periodic audits and annual reporting 

Date 
September 10, 2009 I p a g e  
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Date 
September 10, 2009 

requirements provide additional controls 
governing AEPSC’s accounting routines, 
financial transactions, and billing to 
affiliates. 

IPage 
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SUMMARY AEPSC uses a work order system for the 
accumulation of cost on a job, project or 
functional basis. It includes schedules and 
worksheets used to account for charges billed 
to single and groups of associate and 
nonassociate companies. 

COST IDENTIFICATION As a subsidiary service company, AEPSC 
identifies billable costs using two separate 
chartfields (i.e., transaction coding blocks); 
namely, 

Q Activity (through General "G" Work 
Orders) and 
Work Order. 

Each of these chartfields is defined elsewhere 
in this manual (look up "Chartfields" in the 
Table of Contents or the Alphabetic Subject 
Index to determine the applicable Document 
Number). 

General (i.e., "G") work orders have been 
established to assign the benefiting location 
to general services that are billed by 
"Activity". 

FUNCTION AND TYPES OF A billable Service ID is derived by using a 
SERVICE IDS Work Order or Activity with a Benefiting 

Location (including "G" Work Orders). While 
Work Order and Activity define the nature of 
the service performed, the Benefiting Location 
identifies the company or group of companies 
for which the service is performed. Benefiting 
Location is not a chartfield, but it is an 
attribute of each billable Work Order. AEPSC 
uses the following types of Service IDS 
(billable and non-billable): 

Direct - A Direct Service ID is used when the 
service being provided benefits a single 
company or company segment. The monthly cost 
accumulated for a Direct Service ID is billed 
100% to the company for which the service was 

Date 
February 20, 2007 lPage 
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FUNCTION AND TYPES OF performed as designated by the Benefiting 
SERVICE Ids (Cont' d) Location code associated with the service. 

Allocated - An Allocated Service ID is used 
when the service being performed benefits two 
or more companies or company segments. The 
monthly cost accumulated for an Allocated 
Service ID is allocated and billed to the 
companies for which the service is performed 
as designated by the Benefiting Location code 
associated with the service. 

The AEPSC billing system uses specific 
company cost-causative attribution bases 
(i.e., allocation factors) to allocate costs 
that are accumulated under Allocated Service 
IDS. 

SCFringe - The SCFringe Service ID is used to 
accumulate the cost of labor-related overhead. 
Labor-related overhead includes, among other 
things, payroll taxes and employee benefits 
such as pension and medical expense. 

SCFringe is charged to client companies in 
proportion to the distribution of AEPSC's 
labor dollars. 

While not part of SCFringe, it should be noted 
that the cost of compensated absences such as 
vacation and holiday pay is also charged to 
client companies based on the distribution of 
AEPSC's labor dollars. 

Departmental Overhead - The SDOH9999 
Departmental Overhead Service ID is used to 
accumulate certain overhead costs applicable 
to each department. This Service ID may be 
direct charged by each respective department 
for general departmental expenses. 

In addition, each department receives its fair 
share of costs incurred by AEPSC's Shared 
Services groups (namely, Business Logistics, 

Date 
February 20, 2007 I p a g e  
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Human Resources and Information Technology). 
Many of the Shared Services groups‘ expenses 
are initially deferred on the Balance Sheet 
and subsequently billed to the departments 
that benefit from the costs based on various 
statistics contained in the Shared Services 
Repository. For example, occupancy expenses 
(depreciation, rent, utilities, property 
taxes, etc.) are allocated to departments 
based on Square Footage; desktop computing 
expenses are allocated to departments based on 
the Number of Personal Computers; etc. 

Departmental Overhead expenses are allocated 
to client companies in proportion to the labor 
charged by each department to the client 
companies. 

Internal Support Costs Overhead - The Internal 
Support Costs (ISC) Overhead Service ID is 
used to identify the expenses incurred in 
support of AEPSC’s overall operations. ISC 
includes all expenses identified with work 
order G0000103, which has an attribute of 
Benefiting Location 103 (the code f o r  AEPSC). 
For  example, the expenses incurred in 
processing the payroll for AEPSC‘s employees 
and in paying AEPSC’s vendors are included in 
ISC overhead is allocated to client companies 
in proportion to the total cost charged to 
each company. 

Service requests fall into two major 
categories: 

0 Activity, and 
0 Work Order. 

As the overseer of the budgeting process, 
AEPSC’s Corporate Planning and Budgeting group 
is responsible for approving all requests for 
adding or deleting Activities. The Corporate 
Planning and Budgeting group processes all 

Date 
February 20, 2007  /Page:- 
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ual 

The ABM Activity 
Request Form 

Date 
Februa ry  2 0 ,  2 0 0 7  

requests for opening or closing new Activities 
while the Corporate Accounting group processes 
all requests for new AEPSC Work Orders. 

The ABM Activity Request Form requires the 
following information: 

Line I t em 
Requested By 

Effective Date 

Activity 
Number 

- 
Activity 
Description 

Process Group 

Major Process 

Business 
Process 

Inf  onnation 
Name of requestor. 
Electronic requests are 
automatically populated 
with requestor's required 
information, date and time. 
The requesting business 
unit recommends an 
effective date for use of 
the new activitv. 
The requesting business 
unit provides the Activity 
Number only when an 
existing activity is being 
changed. 
The requesting business 
unit provides the proposed 
title of the new activity 
(e. g. I "Develop Coal 
Deliverv Forecast") . 
The requesting business 
unit provides the name of 
the high-level process 
group to which the new 
activity is related (e.g., 
"Generate Energy") . 
The requesting business 
unit provides the name of 
the high-level major 
process to which the new 
activity is related (e.g., 
\\Procurel Produce & Deliver 
Fuel") . 
The requesting business 
unit provides the name of 
the high-level business 
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Line Item 

Purpose and 
Use 

Task List 

Suggested FERC 
Accounts 

Service Corp 
Attrribution 
Basis 

Cost Drivers 

Information 
process to which the 
activity is related (e.g., 
"Procure Coal"). 
The requesting business 
unit provides a description 
of the new activity, its 
purpose and use. 
Provide a list of all the 
steps and preparation 
undertaken to arrive at the 
reauest. 
The requesting business 
unit provides the suggested 
FERC account. 
The requesting business 
unit recommends an 
attribution basis for use. 

The requesting business 
unit provides the reasons 
for the request. 

See the ILLUSTRATIONS at the end of this 
document for a copy of the Activity Request 
Change Form. 

Work Order Request Form The work order request form requires the 
following information: 

Date 
February  2 0 ,  2 0 0 7  

Line Item 
Recommended 
Title 

Project 
Costing 
Business Unit 

Budget Project 

Information 
The requesting business 
unit provides the recom- 
mended work order title. 
The requesting business 
unit provides the Project 
Costing Business Unit 
identification. 
The requesting business 
unit provides the 
applicable Budget Project 
code. 

Page 
5 
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Date 
February 20, 2007 

Line Item 
Work Order 

Estimated 
Total Costs to 
be incurred by 
AEPSC 

Estimated 
Duration 

Description of 
Service (s) To 
Be Rendered 

Benefiting 
Location 

Information 
The requesting business 
unit provides the Work 
Order twe. 
The requesting business 
unit supplies the 
estimated cost of the work 
performed. 

The requesting business 
unit provides the start 
the estimated completion 
date. 
The requesting business 
unit supplies a descrip- 
tion of the work order 
based on the nature and 
scope of the project to be 
performed. 
The requesting business 
unit supplies the 
applicable benefiting 
location code based on the 
company or class of 
companies that will 
benefit from the work 
order. The requester can 
select the benefiting 
location code either by 
Name or by Number. The 
benefiting location will 
become an attribute of the 
work order. 
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Date 
February 20, 2007 

Line Item 
Recommended 
Attribution 
Basis 

Shared 
Services 
Deferrals 

Additional 
Remarks 

Others To Be 
Notified When 
Request Is 
Approved 

Information 
The requesting business 
unit supplies the 
recommended attribution 
basis code for the work 
order. The attribution 
basis code identifies the 
proposed method of 
allocation for Allocated 
work orders. The 
attribution basis becomes 
an attribute of the work 
order. Work orders that 
pertain to a single 
company should be assigned 
an attribution basis code 
of "39, Direct". 
Shared Services 
Departments, including 
Human Resources, 
Information Technology and 
Business Logistics, have 
the opportunity to defer 
actual amounts and bill 
their costs via subsequent 
Service Level Agreements 
(SLA) Processing. These 
departments are first 
identified and then 
indicate (Yes/No) if the 
amounts are to be deferred 
on a work order by work 
order basis. 
The requesting business 
unit provides any special 
project or accounting 
instructions related to 
the work order or makes 
reference to any 
attachments. 
The requesting business 
unit provides a list of 
employees to be notified 
when the work order is 
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Date 
Februa ry  2 0 ,  2007  

Line Item 

Are you the 
Sponsoring 
Supervisor for 
This Request? 

Other 
Reviewers 

Information 
opened for charqes. 
The requester must 
indicate if he or she is 
the sponsoring supervisor 
for this work  order 
request. 
The sponsoring supervisor 
must approve the request. 
In addition, the Corporate 
Accounting group must 
accept or decline each 
request. 

See the ILLUSTRATIONS at the end of this 
document for a copy of the Work Order Request 
Form. 

I Pase 
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-- 
Request ID New r Request Title: 

Note: 
The first approver is always the Business Unit Budget Coordinator. 
must select coordinator's name using 'Edit Approver List' button above. 

Requestor 

Requestor Information : 
Requested By : 
Requestor ID : 
Employe Type : 
Phone Number: 
Floor/Location : 
Business Unit : 
Department ID : 

Request Date : 
Approval Status : 
Request Status : 

Donald W Roberts/AEPIN 
SI91469 
AEP Emp 
8-200-2996 
26 
103 
10284 
04/20/2009 1 1.20:41 AM 
New 
Waiting Action Group Processing 

Requestor 
Donald W Roberts 

F + 

requester A ~ ~ r o v e r ~ ~ ~ ~ ~ ~ ~ ~  
Donald W Roberts 4 Entered when submitted 

Approval Information 
Request Information 

Chtfld Regulated Accounting 
Chtfld Commercial Accounting 
Chtfld Service Corp Accounting 
Chtfld Business Integration & 

I 

Request Type : New 

Request Title : 0 
Reason for Request : 
Detailed Description of 
New Chartfield Request : 

Action G r o w  Notifv on Status 
Chanae 



Chartfield 
Maintenance 

Effective Date : ‘3 
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Chtlfd Generation 
Dept 

05/2012009 

Activity Detail : 
Activity Number: 

Activity Description : 
Process Group : 
Major Process : 
Business Process : 
Purpose and Use : 
Task List: 
Suggest e d 

Sv Corp Attr Basis : 
Output Measure : 
Cost Drivers : 

Ferc Accts : 

3 You’re ready to Submit ! Please click the “Submit” button at the top of the form. 

Communication & History 
Automatically notified on Status change : Donald W Roberts, Entered when submitted, Chffld Regulated 

Accounting, Chtfld Commercial Accounting, Chtfld Service 
Corp Accounting, Chtfld Business Integration & Strategy, 
Chtlfd Generation Dept, , 

Additional people to notify on Status change : 

To : 

bcc: 

Subject: 

MEMO 

cc: 

History 

--- .- 

Regarding Chartfield Request #New ... 

1 
Send Memo as Email/ <- OR --> Record Memo in History Only] 

I 
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AEPSC WORK ORDER REQUEST 
Requested by Donald W Roberts 20-Apr-09 a T 3 9  AM 

--*- 

REQUEST HEADER 

Recommende 
d Work Order 
Title: 

Project 
Costing 
Business Unit 
(PCBU). 

Budget 
Project: 

Work Order 
Type: 

Estimated c] On-Going 
Total Cost to 
be incurred by 

AEPSC: 

Estimated Start: 
Duration 

End: 

Full Description of the work to be performed : 

Enter 
Effective Date 
for Work 
Order [z Proj 
Act Add I] : 

Work Order 
Number: 

Enter the GL 
Account: 

BENEFITING LOCATION 

Benefiting 

Location: 
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Reason/Support 
for billing these 
Companies: 

Billed Campany: 

I., . ,  _i___ ., --d 

ALLOCATION/ATTRIBUTION BASIS 

Recommended Allocation/Attribution Basis: 

Reason/Support for using this 
AllocationlAttribution to bill: 

0 Yes Is this Work Order for Business 
Logistics, Information Technology, or 
Human Resources? No 

Work Order Status: 

- .. , , , . , , , 

SCNA WORK ORDER INFORMATION 
Effective Date of Billing Method 
GL Unit 
Company (Resource Sub Category) 
Amount 

i- -- 
ADDITIONAL INFORMATION 

Additional Remarks and File Attachments : 

Others To Be Notified When Request 
Is Approved: 

Are you the Roll Group Supervisor for 0 Yes 0 No 
this request? 

-."I 

APPROVAL/ROUTING 

. . 

_...__...__I_-___.- 
/Sponsoring Roll Group Supervisor 
kpprover 2 Status List: 
/ _  Approver 3 Status List: 

Show Edit History ... 

- ~ ~ 

_ ______.__ 
~ 

AUDIT 
Date Entered 04/20/2009 10:39:21 AM By Donald W Roberts/AEPIN 
Modification History: 
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Subject 

Manua 

BILLING ALLOCATIONS 

SUMMARY Each Allocated Service ID, whether related to 
an Activity or a Work Order, is assigned an 
appropriate Attribution Basis code that, 
along with the Benefiting Location code, 
ultimately determines the dollars of cost 
that will be charged to each client company. 
Attribution Basis codes are assigned 
according to the nature of the services 
performed. 

Each Direct Service ID is assigned an 
Attribution Basis code of "39" which is fixed 
at 100%. 

FUNCTION OF THE The Attribution Basis code identifies the 
ATTRIBUTION BASIS CODE statistical factor that will be used to 

calculate the percentage of cost applicable 
to each client company. The assigned code 
points to a table that includes the company- 
specific values needed to calculate the 
allocation percentages. 

ROLE OF CORPORATE 
ACCOUNTING 

PROCESS 

An accounting administrator in the Corporate 
Accounting group has primary responsibility 
for ensuring that the Attribution Basis code 
assigned to each Allocated Service ID is 
relevant to the service being performed. 
Corporate Accounting is also responsible for 
ensuring that the company-specific 
statistical values needed for each 
attribution basis are accurate and kept up to 
date. The values are refreshed according to 
the intervals determined for each attribution 
basis (e.g. , monthly, quarterly, semi- 
annually and annually). 

The attribution basis assigned to each 
Allocated Service ID should be the most 
relevant cost-causative cost driver. 

The requestor of a new Activity or Work Order 
is required to recommend an appropriate 
Attribution Basis code. Requestors are in 

Date 
September 10, 2 0 0 9  F- 
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ctic 

AEPSC Billincr Svstem 
Subject 

BILLING ALLOCATIONS 

EXAMPLES 

the best position to recommend an appropriate 
Attribution Basis code since they are 
intimately familiar with the work to be 
performed and with the inherent cost drivers. 
Corporate Accounting reviews all Attribution 
Basis code selections for reasonableness. 

Examples of the appropriate use of 
attribution bases are captured in the 
following table: 

ActivityBhared Service 

I9 1 .  Maintain Transmission 
Right-of-way 

340. Process payroll 

663. Perform Stores Accounting 

Attribution Basis 

28. Number of Traiisinissioii 
Pole Miles 

09. Number of employees 

26. Number of Stores 
Trail sact ions 

LIST OF APPROVED The APPENDIX to this manual contains a list 
ATTRIBUTION BASES of all the approved attribution bases. 

Date 
September 10, 2009 
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Document 
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Section 

AEPSC Billina Svstem 
Subject 

REPORTS 

SUMMARY 

BILL FORMAT 

Date 
February 20, 2007 

An electronic journal. entry is created by the 
AEPSC billing system as part of the billing 
process to record the accounts receivable and 
revenue on AEPSC's books, and to record the 
corresponding distribution and accounts 
payable on the associate companies' books 
(billing interface) . 
The monthly bill for services rendered by 
AEPSC includes the following elements for 
each client Company: 

SEGMENT 
Report Header 

For Activities 
(i.e. "G" Work 
Orders) 

For Work 
Orders (i. e., 
Non "G" Work 
Orders 1 

ELEMENT 

e Client Company Number 
Client Name 
Period Covered 

@ Fiscal Year 
Project Costing Business 
Unit 

G Work Order 
Department Group 
Department Group 
Description 

e Salary Amount 
6)  Salary Related Amount 

* Project ID 

Outside Services Amount 
Travel/Employee Expense 
Amount 

0 Overheads Amount 
e Other Amount 

Total Work Order Amount 
@ Project Costing Business 

Unit 
Project ID 

a Work Order Number 
* Department Group 
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REPORTS 

AUDIT TRAIL 

S E m N T  
For Work 
Orders (i. e., 
Non “G“ Work 
Orders) 
(Cont’ d) 

End of Report 

Department Group 
Description 
Salary Amount 
Salary Related Amount 
Outside Services Amount 
Travel/Employee Expense 
Amount 
Overheads Amount 
Other Amount 
Total Work Order Amount 
Total Salary Amount 
Total Salary Related 
Amount 
Total Outside Services 
Amount 
Total Travel/Employee 
Expense Amount 
Total Computer Expense 
Amount 
Total Other Amount 
Total Overheads Amount 
Total Client Company 
Amount 

An audit trail is maintained f o r  all AEPSC 
billing system transactions starting with the 
source documents all the way through general 
ledger posting. 

The AEPSC billing system produces a journal 
entry that is posted to each respective 
company’s general ledger on a monthly basis. 
The mask for this journal entry is 
“SCBBILxxxx”. The alpha section o f  the mask 
is constant. The numeric section o f  the mask 
is assigned the next available journal entry 
number each month for each company. 

Date 
Februa ry  2 0 ,  2 0 0 7  
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Number 

Section ost Allocatio 
IntercomDanv Billina 
Subject 

OVERVIEW 

SUMMARY 

BILLING SYSTEM 

Date 
September 10, 2009 

The Peoplesoft general ledger system used by 
AEP allows transactions to be coded for 
intercompany billing. 

AEP’s intercompany billing process automates 
the accounting for costs incurred by one AEP 
System company for the exclusive or mutual 
benefit o f  one or more affiliates. 

03-05-02 
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Section 

Intercompany Billing 
Subject 

BILLING SYSTEM 

SUMMARY 

USES 

Intercompany billing of O&M and capital costs 
automates the accounting for work performed 
by one company for the exclusive or mutual 
benefit of one or more affiliates. This 
process allows the performing company to 
incur the cost and bill it to the appropriate 
benefiting company or companies. All 
intercompany billing transactions between 
companies are summarized on a monthly basis, 
resulting in one net billing between 
companies. 

Intercompany billing is used most often to 
share operating expenses (as in the case of 
Ohio Power and Columbus Southern Power) or 
when one company performs services for 
another company. The Affiliate Transaction 
Agreement, dated December 31, 1996, and the 
Mutual Assistance Agreement, dated July 30, 
1987 provide the basis of the intercompany 
billing. 

Costs incurred which are subject to 
intercompany billing can include, among other 
costs, O&M or capital company labor including 
appropriate transportation and labor fringes, 
purchased materials or services, materials 
issued from company storerooms, and rental 
charges for use of another company’s 
facilities. 

CODING REQUIREMENTS The initiation of the intercompany billing 
process requires the proper use of chartfield 
values. An intercompany billing transaction 
is initiated whenever a benefiting location 
number is different than the performing 
company’s business unit code. Benefiting 
location numbers can be either 100% billed or 
shared among multiple companies. A 100% 
billed and a multiple company benefiting 
location example follow: 

Date 
September 10, 2009 
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Section 

Intercompany Billing 
Subject 

BILLING SYSTEM 

CODING REQUIREMENTS Example :  100% bi l led B e n e f i t i n g  L o c a t i o n  
(Cont' d) The duties performed by the West Virginia 

Rates Department benefit the AEP customers 
within the state of West Virginia. Both 
Appalachian Power Company and Wheeling Power 
Company - Distribution serve customers in 
West Virginia. All Rates Department 
employees serving West Virginia are on the 
payroll of Appalachian Power Company. 

Whenever the Rates Department performs work 
exclusively on a Wheeling Power Company - 
Distribution rate case, their labor and 
expenses are classified to benefiting 
location 210. The use of 210 benefiting 
location results in a 100% billing to 
Wheeling Power Company - Distribution. This 
intercompany billing establishes an accounts 
receivable entry for Appalachian Power 
Company, the performing company, and a 
corresponding accounts payable entry for 
Wheeling Power Company - Distribution, the 
company benefiting from the work. 

Example :  S h a r e d  B e n e f i t i n g  L o c a t i o n  
An invoice is received for aerial patrol 
services performed for the Central 
Transmission Region. Since this work has 
been performed for the benefit of all five 
companies served by the Central Transmission 
Region, the processing company charges a 
multiple company benefiting location. This 
multi-company benefiting location shares the 
cost among the five companies served by the 
Central Transmission Region. 

Since the invoice pertains to transmission 
services, the cost incurred will be allocated 
among the five companies using an attribution 
basis of transmission pole miles. This 
intercompany billing establishes an accounts 
receivable entry for the performing company 

Date 
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Document 
N LJ m her 03-05-02 

Section 

Intercompany Billing 
Subject 

al 

BILLING SYSTEM 

and a corresponding accounts payable entry 
f o r  the four remaining benefiting companies. 

INTERCOMPANY BILLING All intercompany billing allocations are 
COST ALLOCATIONS either direct (i.e., 100%) or are allocated 

among the appropriate companies based on the 
applicable multi-company benefiting location 
code. Every multi-company transaction is 
allocated using one of the approved 
attribution bases f o r  service company 
billings. The attribution basis must be 
appropriate f o r  the function for which the 
cost is incurred. For example, cost incurred 
for the performance of  transmission services 
would be allocated using an attribution basis 
of number of transmission pole miles. 

AUDIT TRAIL An audit trail is maintained for all 
intercompany billing transactions starting 
with the source documents all the way through 
general ledger posting. 

The intercompany billing procedure produces 
journal entries that are posted to each 
respective company's general ledger on a 
monthly basis. The journal entry mask for 
the intercompany billing process is 
"INTCOMxxxx". The alpha section in each mask 
is constant. The numeric section of  the 
masks is assigned the next available journal 
entry number each month for each company. 

Any given intercompany journal entry can 
contain several thousand lines of  data each 
month. 

The accounts receivable and accounts payable 
transactions created by the intercompany 
billing process are assigned account numbers 
1460006 and 2340027, respectively. 

Date 
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Document 
Number 03-05-02 

st Allocation Section 

Intercompany Billing 
Subject 

BILLING SYSTEM 

CASH SETTLEMENT 

Date 
September 10, 2009 

Intercompany billing transactions are settled 
through the AEP money pool among money pool 
participants. Non-money pool participants 
settle-up through cash disbursements. 

IPage 
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Document 
Number 03-06-01 

Sectian 

Interunit Accounting 
Subject 

OVERVIEW 

SUMMARY The Peoplesoft general ledger and accounts 
payable systems used by AEP allow 
transactions to be recorded that pertain to 
two or more companies. 

JOINT PAYMENTS AND Interunit accounting can be applied to 
JOURNAL TRANSACTIONS accounts payable processing or general ledger 

journal entry processing. 

03-06-02 
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Document 
Number 03-06-02 

Cost Allocation Section 

Interunit Accounting 
Subject 

anual 

JOINT PAYMENTS AND JOURNAL TRANSACTIONS 

SUMMARY 

USES 

Interunit accounting automates the process of 
accounting for transactions that affect two 
or more affiliated companies. The process 
automatically generates the general ledger 
transactions applicable to each company. All 
Interunit accounting transactions are 
summarized on a daily basis, resulting in a 
net amount due to and from each company, by 
affiliated company. 

Interunit accounting can be applied to 
accounts payable processing, accounts 
receivable processing, or to general ledger 
journal entry processing. 

InterUnit accounting is used whenever one 
company (i.e., business unit) processes a 
vendor invoice, deposits funds, or classifies 
journal entry transactions that pertain to 
one or more other affiliated companies. 

The Interunit accounting feature within the 
Peoplesoft software saves time, reduces 
processing costs, accurately creates 
reciprocal transactions, and provides for an 
efficient settlement routine. It simplifies 
the intercompany billing process by 
eliminating the need to prepare and handle 
paper billings. A complimentary process also 
summarizes and nets the daily Interunit 
activity that occurs between companies. 

CORING REQUIREMENTS Interunit accounting requires the proper use 
of business unit codes. An Interunit 
transaction is initiated by entering a 
business unit code on a transaction 
classification line that is different from 
the processing company's business unit code. 

The uses of Interunit accounting and the 
related coding requirements are illustrated 
by the following three examples: 

Date 
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Document 
Number 03-06-02 

Section 

ual Interunit Accounting 
Subject 

JOINT PAYMENTS AND JOURNAL TRANSACTIONS 

CODING REQUIREMENTS Example of invoice processing through 
(Cont‘ d) accounts payable: 

An invoice is received for legal services 
performed for six of AEP’s generating 
companies. Since the invoice pertains to 
more than one company, the invoice can be 
processed by one of the companies using at 
least six lines of accounting classification; 
that is, one line for each company. 
InterUnit accounting will be triggered for 
all the lines of classification that have a 
business unit code that is different from the 
processing company’s business unit code. 

For each line of classification with a 
dif€erent business unit code, the InterUnit 
accounting process will establish a 
receivable from associated companies on the 
processing company’s books and a payable to 
associated companies on the applicable 
affiliate companies‘ books. In addition, the 
balance sheet and expense transactions 
actually coded on the original accounts 
payable voucher will automatically be posted 
to the books of the applicable companies 
based on the business unit codes that are 
used. 

Example of r ece ip t  processed through accounts 
receivable:  

A single wire transfer is received for 
materials sold by three of AEP’s distribution 
companies. The customer received three 
separate invoices, one from each distribution 
company, but chose to wire funds to only one 
of AEP‘s distribution companies for full 
payments to eliminate incurring multiple wire 
fees 

Date 
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Dacurnent 
Number 03-06-02 

Sectian 

Interunit Accounting 
Subject 

JOINT PAYMENTS AND JOURNAL TRANSACTIONS 

CODING REQUIREMENTS The Billing and Accounts Receivable section 
(Cont' d) will apply payment to each distribution 

company invoice by reflecting the deposit 
company (i.e.: business unit), which 
receipted for the wire transfer. Two of the 
company invoices will have an invoicing 
business unit different than the deposit 
business unit. For these two invoices, the 
Interunit accounting process will establish a 
receivable from associated companies on the 
company rendering the invoice, and a payable 
to associated companies on the company that 
deposited the funds. In addition, the bill 
classification will be relieved on the 
company that issued the bill to the customer. 

Example of general ledger journal entry 
processing: 

A single company (i.e., business unit) 
operates a messenger delivery service for 
itself and several affiliates. Corporate 
Services provides Accounting Services with 
the amounts to be billed each month to the 
other companies based on their actual use of 
the services. 

Since this is a recurring transaction, an 
Interunit journal entry can be pre-coded 
with the appropriate chartfield codes, 
including the applicable business unit 
codes. The dollar amounts to be billed to 
the business units and the date of the 
transaction are the only variables required 
for journal entry preparation. 

When processed, the InterUnit journal entry 
will record the charges on the benefiting 
affiliated companies' books and establish an 
associated company accounts payable. The 

Date 
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Number 03-06-02 

Section 

Interunit Accounting 
Subject 

JOINT PAYMENTS AND JOURNAL TRANSACTIONS 

CODING REQUIREMENTS journal entry will also record the 
(Cont' d) appropriate associated company accounts 

receivable entries and offset the original 
charges on the performing company's books. 
The debits to accounts receivable from 
associated companies and the credits to 
accounts payable to associated companies are 
automatically generated for each journal 
entry line item that has a business unit code 
that is different from the performing 
company's business unit code. 

INTERUNIT ACCOUNTING For Interunit accounting purposes, the amount 
applicable to each company must be coded 
using separate detail lines. The amount for 
any transaction that pertains to two or more 
companies should be allocated using one of 
the approved attribution bases for service 
company billings. The attribution basis 
selected must be appropriate f o r  the type of 
cost being allocated based on the nature of 
the activity or project for which the cost is 
incurred. 

AUDIT TRAIL FEATURES An audit trail is maintained for all 
Interunit transactions starting with the 
source documents all the way through to the 
general ledger postings. 

The Interunit transactions processed through 
Accounts Payable and Billing and Accounts 
Receivable are posted to the general 
ledger through the daily distribution 
interfaces. Interunit journal entries are 
posted directly to the general ledger. 

Interunit transactions can be viewed on-line 
through simple queries where the "Business 
Unit does not equal Business Unit GL" for 
accounts payable transactions, where the 
"Business Unit does not equal Deposit BU" for 
accounts receivable, or where the "Business 

Date 
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Document 
Number 03-06-02 

Section 

Interunit Accounting 
Subject 

JOINT PAYMENTS AND JOURNAL TRANSACTIONS 

AUDIT TRAIL FEATURES Unit does not equal Business IJnit - IU" for 
(Cont'd) general ledger journal entries. 

Interunit accounting creates the affiliated 
accounts receivable and accounts payable 
transactions. Account numbers are assigned as 
follows: 

1)if the accounting is generated by either 
journal entries or Billing and Accounts 
Receivable, accounts 1460001 and 2340001 
reflect the reciprocal receivable and 
payable, or 

2) if Interunit accounting is generated by 
Accounts Payable, accounts 1460009 and 
2340030 reflect the reciprocal receivable 
and payable. 

AFFILIATED SETTLEMENTS A settlement process is initiated daily for 
all Interunit transactions. Corporate and 
General Accounting supplies a file to 
Treasury summarizing each company's net 
affiliated position for Interunit 
transactions. A net payable position results 
in either increased short-term borrowings or 
decreased short-term investments in the AEP 
money pool among money pool participants. A 
net receivable position results in either 
increased short-term investments or decreased 
short-term borrowings in the AEP money pool 
among money pool participants. Non-money 
pool participants settle through cash 
disbursements. 

Date 
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Dacument 
Number 03-07-01 

Sectian location 
Asset Trans fer s 
Subject 

OVERVIEW 

SIJMMARY 

PLANT AND EQUIPMENT 

AEP companies, especially AEP’s electric 
utilities, sell plant and equipment among 
themselves. AEP companies also sell 
materials and supplies to each other. 

Plant and equipment generally is sold “at 
cost” (i. e., net book value) to associate 
companies in the AEP holding company 
system. 

03-07-02 

MATERIALS AND SUPPLIES Materials and supplies are generally sold to 
associate companies “at cost” using the 
selling company‘s average unit inventory 
cost. 

03-07-03 
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03-07-02 Document 
Number 

Section 

Asset Transfers 
Subject 

PLANT AND EQUIPMENT 

SIJMMARY 

GUIDELINES 

Sales 

Loans 

The physical integration of AEP's power 
plants and its many circuit miles of 
transmission and distribution lines and the 
use of common parts and equipment allow the 
AEP companies to achieve cost savings by 
combining their purchasing needs and 
improving their ability to respond rapidly 
to emergency situations throughout the 
entire network. 

Such benefits are achieved in part through 
exchanges of plant and equipment among 
affiliated utility companies as conditions 
warrant. The exchanges take place either 
through short-term rental arrangements 
(i-e., loans) or through direct sales. 

Sales between affiliated utility companies 
will be transacted at original cost less 
depreciation, except as permitted by any 
other applicable order filed with FERC or 
required by state rule. 

The AEP Legal Department is to be informed 
of any proposed sale that in the aggregate 
exceeds $50,000 (or as otherwise required 
by regulation) for the purpose of 
determining whether there are any mortgage 
restrictions or whether any regulatory 
approvals must be sought. 

Generally, loans of equipment and other 
property should be limited to one year or 
less. Items to be used for a period 
greater than one year should be sold to the 
user. 

Rental fees for loaned property shall cover 
all applicable costs. Such costs include 
cost of capital, depreciation, taxes, and 
administrative and general expenses. 

Date 
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Document 
Number 03-07-03 

Section 

Asset Transfers 
Subject 

MATERIALS AND SUPPLIES 

SUMMARY 

MONTHLY BILLS TO 
ASSOCIATE COMPANIES 

Date 
December 19, 2000 

AEP's material management groups along with 
procurement personnel can initiate requests 
to transfer materials and supplies (M&S) 
from one AEP storeroom to another. M&S 
sent from one company's storeroom to an 
associate company's storeroom results in a 
sale between companies. 

The company owning the part generates a 
Monthly bill f o r  M&S shipped during the 
month to an associate company. This method 
is used very rarely since most transfers 
occur through the inter-company journal 
entries. Each item sold is priced \\at cost" 
using the seller's average unit inventory 
cost. Stores expense is added as 
appropriate. All sales are recorded 
through associated company accounts 
receivable and accounts payable (i.e.' 
Accounts 146 and 234, respectively). 
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Document 
Number 04-01-01 

Sectian 

Introduction 
Subject 

OVERVIEW (DOCUMENTS) 

SUMMARY 

AFFILIATE CONTRACTS 

DATABASES 

JOB DESCRIPTIONS 

COMPLAINT LOG 

AEP's state regulatory commissions require 
certain documents to be maintained in 
connection with the transactions AEP's 
regulated utilities have with their 
affiliates. In some cases, the documents 
need to be maintained as part of the 
utility company's Cost Allocation Manual 
(CAM). 

This manual provides a brief description of 
all contracts and agreements AEP's 
regulated utilities have with their 
affiliates. 

04-02-01 

Certain databases have been established for 
reference purposes. The databases 
described in this manual provide additional 
information concerning certain subjects in 
the manual. 

04-03-01 

The Public Utilities Commission of Ohio 
requires the job descriptions of certain 
shared and transferred employees to be 
maintained as part of the electric 
utility's CAM. 

04-04-01 

The Public Utilities Commission of Ohio 
requires each electric utility to maintain 
a log of the complaints the utility 
receives in connection with the 
Commission's corporate separation rules. 
The Commission requires the electric 
utility to include the complaint log in its 
CAM. 

04-05-01 
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Section 

anual Introduction 
Subject 

OVERVIEW (DOCUMENTS) 

BOARD OF DIRECTORS The Public Utilities Commission of Ohio 
requires each electric utility in Ohio to 
keep a copy of the minutes from its board 
of directors meetings in its CAM. 

04-06-01 

Date 
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Document 
Number 04-02-01 

Section 
Affiliate Contracts with Regulated 
C omp an i e s 
Subject 

OVERVIEW 

SUMMARY The AEP System's regulated utilities provide 
products and services to affiliates and 
receive products and services from affiliates 
under various contracts and agreements. 
Copies of the contracts and agreements are 
maintained in an electronic database that is 
incorporated in this manual by reference. 

SERVICE AGREEMENTS AEP's electric utilities receive services 
from AEPSC. The electric utilities provide 
incidental services to each other as well as 
to AEPSC. 

04-02-02 

MINING AND 
TRANSPORTATION 

AEP System affiliates provide coal mining, 
coal preparation and coal handling services 
as well as transportation services to AEP's 
regulated utilities. 

04-02-03 

CONSULTING SERVICES Engineering and consulting services are 
provided by AEP's regulated utilities to 
certain non-regulated affiliates and vice 
versa. 

04-02-04 

JOINT OPERATING 
AGREEMENTS 

TAX AGREEMENT 

Certain AEP facilities are jointly owned and 
operated. 

04-02-05 

American Electric Power Company, Inc. and its 
AEP System affiliates file a consolidated 
Federal income tax return and share the 
consolidated tax liability. 

04-02-06 
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Document 
Number 04-02-01 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

ual 

OVERVIEW 

MONEY POOL AGREEMENT AEP and certain of its regulated subsidiaries 
participate in the AEP System Money Pool. 
The Money Pool is designed to efficiently 
match the available cash and short-term 
borrowing requirements of their participants, 
minimizing the need for them to borrow from 
external sources. 

04-02-07 
NONUTILITY MONEY POOL 
AGREEMENT 

Date 
February 18, 2008 

AEP, and certain of its unregulated 
subsidiaries participate in the AEP System 
Nonutility Money Pool. The Nonutility Money 
Pool is designed to efficiently match the 
available cash and short-term borrowing 
requirements of their participants, 
minimizing the need for them to borrow from 
external sources. 

04-02-08 
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Document 
Number 04-02-02 

Section 
Affiliate Contracts with Regulated 
Comp a n i e s 
Subject 

SERVICE AGREEMENTS 

SUMMARY AEPSC provides various services to the AEP 
System’s regulated utilities and non- 
regulated affiliates under a standard service 
agreement with each of the companies served. 
The regulated utilities also provide services 
to each other and to AEPSC under other 
agreements. 

AEPSC SERVICE AGREEMENT AEPSC has a service agreement, in a standard 
format, with each of the AEP System companies 
it serves. All agreements are dated June 1.5, 
2000, unless the client company was formed 
after that date. In addition APCO and 
Wheeling have updated service agreements 
dated May 15, 2008. The types of services 
provided by AEPSC are listed in Document 
Number 01-03-02 by category and description. 

AFFILIATED TRANSACTIONS The Affiliated Transactions Agreement, dated 
AGREEMENT December 31, 1996, is among Appalachian Power 

Company, Columbus Southern Power Company, 
Indiana Michigan Power Company, Kentucky 
Power Company, Kingsport Power Company, Ohio 
Power Company, Wheeling Power Company and 
AEPSC. 

This agreement covers the provision of 
incidental services, the sale of goods, and 
use of facilities and vehicles among the 
participating companies. 

CSW SYSTEM GENERAL The CSW System General Agreement, effective 
AGREEMENT June 1, 1999, is among AEPSC, Central Power 

and Light, now AEP Texas Central, Public 
Service Company of Oklahoma, Southwestern 
Electric Power Company, West Texas Utilities 
Company, now AEP Texas North and other CSW 
subsidiaries including CSW Energy, Inc., CSW 
International, Inc., CSW Credit, Inc., CSW 
Leasing, Inc., C3 Communications, Inc., CSW 
Energy Services, Inc., and EnerShop Inc. 
AEPSC is the successor of Central and South 

Date 
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Document 
Number 04-02-02 

Section 
Affiliate Contracts with Regulated 
Comp a n i e s 
Subject 

SERVICE AGREEMENTS 

West Services, Inc. 

CSW SYSTEM GENERAL This agreement is intended to provide written 
AGREEMENT (Cont’ d) documentation governing certain transactions 

between the CSW electric operating companies 
and by and between the CSW electric operating 
companies and other CSW subsidiaries to the 
extent such matters are not addressed in 
other written agreements. 

MUTUAL ASSISTANCE 
AGREEMENT 

The Mutual Assistance Agreement, dated July 
30, 1987, is among Appalachian Power Company, 
Columbus Southern Power Company, Indiana 
Michigan Power Company, Kentucky Power 
Company, Kingsport Power Company, Ohio Power 
Company, and Wheeling Power Company. 

This agreement allows any participating 
company to request emergency aid from any one 
or more of the other participating companies 
f o r  the purpose of restoring electric 
service caused by natural disasters and other 
emergencies. 

CENTRAL MACHINE SHOP The Central Machine Shop Agreement, dated 
AGREEMENT January 1, 1979, is among Appalachian Power 

Company and the Companies affiliated with 
American Electric Power, Inc. 

This agreement covers machine shop services 
provided by Appalachian Power Company to 
affiliates within the AEP System. 

SYSTEM INTEGRATION The System Integration Agreement, as amended, 
AGREEMENT is among Appalachian Power Company, Kentucky 

Power Company, Ohio Power Company, Columbus 
Southern Power Company, Indiana Michigan 
Power Company, and their agent AEPSC; Public 
Service Company of Oklahoma, Southwestern 
Electric Power Company, and AEPSC. 

This agreement provides the contractual basis 

Date 
October 8, 2007 lpa g e  



KPSC Case NO. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (G) 
Page 217 of 281 

Document 
Number 04-02-02 

Sectian 
Affiliate Contracts with Regulated 
C omp an i e s 
Subject 

SERVICE AGREEMENTS 

AEP INTERCONNECTION 
AGREEMENT 

AEP SYSTEM INTERIM 

(MODIFICATION No. 1) 
ALLOWANCE AGREEMENT 

OPERATING AGREEMENT 

for coordinated planning, operation, 
maintenance of the power supply resources of 
the AEP East Zone and the AEP West Zone to 
achieve economies consistent with the 
provision of reliable electric service and an 
equitable sharing of the benefits and costs 
of such coordinated arrangements. This 
agreement is intended to apply in addition to 
and not in lieu of the AEP Interconnection 
Agreement and [CSW] Operating Agreement. 

The AEP Interconnection Agreement, originally 
dated July 6, 1951 and modified and 
supplemented, is among Appalachian Power 
Company, Columbus Southern Power Company, 
Indiana Michigan Power Company, Kentucky 
Power Company, Ohio Power Company (Members) 
and AEPSC (Agent). 

This agreement provides for the sharing of 
power and off-system sales. 

This agreement dated July 28, 1994, is among 
Appalachian Power Company, Columbus Southern 
Power Company, Indiana Michigan Power 
Company, Kentucky Power Company, Ohio Power 
Company (Members) and AEPSC (as Agent). 

This agreement establishes, among other 
things an equitable methodology for 
allocating emission allowances and associated 
costs and benefits between and among the 
Members. 

The [CSW] Operating Agreement (CSW no longer 
exists), dated January 1, 1997, is among 
CSWS, Central Power and Light Company, Public 
Service Company of Oklahoma, Southwestern 
Electric Power Company and West Texas 
Utilities Company. 

A restated and amended operating agreement 

Date 
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Document 
Number 04-02-02 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

SERVICE AGREEMENTS 

for Public Service Company of Oklahoma and 
Southwestern Electric Power Company was 
signed December 21, 2001. 

This agreement provides the contractual basis 
for a single interconnected electric system 
through the coordinated planning, construc- 
tion, operation, and maintenance of the above 
mentioned companies' electric supplies. 
CSWS has been designated to act as Agent for 
this agreement. 

SYSTEM TRANSMISSION The System Transmission Integration 
INTEGRATION AGREEMENT Agreement, dated June 15, 2000, is among 

Appalachian Power Company, Kentucky Power 
Company, Ohio Power Company, Columbus 
Southern Power Company, Indiana Michigan 
Power Company, and their agent AEPSC; and 
Public Service Company of Oklahoma, 
Southwestern Electric Power Company, Central 
Power and Light, now AEP Texas Central, West 
Texas Utilities, now AEP Texas North, and 
their agent CSWS (succeeded by AEPSC). 

This agreement provides the contractual basis 
for coordinated planning, operation and 
maintenance of the AEP East Zone and the AEP 
West Zone System Transmission Facilities to 
achieve economies consistent with the 
provision of reliable electric service and an 
equitable sharing of the benefits and costs 
of such coordinated arrangements. 

TRANSMISSION 
AGREEMENT 

The Transmission Agreement, dated April 1, 
1984, is among Appalachian Power Company, 
Columbus Southern Power Company, Indiana 
Michigan Power Company, Kentucky Power 
Company, and Ohio Power Company 
AEPSC (Agent) . 
This agreement provides for the 
sharing of costs incurred among 

(Members) and 

equitable 
the Members 
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Document 
Number 04-02-02 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

tion 

SERVICE AGREEMENTS 

TRANSMISSION 
COORDINATION AGREEMENT 

THIRD AMENDED AND 
RESTATED PURCHASE 
AGREEMENT (ACCOUNTS 
RECEIVABLE) 

THIRD AMENDED AND 
RESTATED AGENCY 
AGREEMENT (ACCOUNTS 
RECEIVABLE 

ENERGY CONSERVATION 
MEASURE LJTILITY/ENERGY 

f o r  their respective high-voltage and extra 
high-voltage transmission facilities. This 
agreement is administered by AEPSC. 

This agreement, dated January 1, 1997 and 
revised October 29, 1999, is among Central 
Power and Light Company, West Texas Utilities 
Company, Public Service Company of Oklahoma, 
and Southwestern Electric Power Company. 

This agreement provides for the equitable 
sharing of costs incurred and revenues earned 
among the members for their respective 
transmission systems. 

This agreement, dated (January 30, 2008, is 
among AEP Credit, Inc. and certain AEP 
electric companies. 

This agreement provides for the sale by the 
operating companies to AEP Credit, Inc. of 
accounts receivables arising from the sale 
and delivery of electricity, gas and other 
related services in the normal course of 
business. 

This agreement, dated January 30, 2008, is 
among AEP Credit, Inc. and certain AEP 
electric companies. 

This agreement provides for the agent 
(Operating Companies) to take any and all 
steps on behalf of AEP Credit to collect all 
amounts due under any or all of the 
receivables arising from the sale and 
delivery of electricity, gas and other 
related services in the normal course of 
business. 

This agreement, dated December 22, 1997, is 
between West Texas Utilities, Inc. and 

Date 
October 8 ,  2007 lPage 
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Document 
N LJ rn her 04-02-02 

Section 
Affiliate Contracts with Regulated 
Comp a n i e s 
Subject 

O§t b~1lOCatiQ 
Manual 

SERVICE AGREEMENTS 

SERVICE COMPANY AGENCY 
AGREEMENT 

SOUTH TEXAS PROJECT 
OPERATING AGREEMENT 

FRANKLIN AND INDIANA 
FRANKLIN PURCHASE 
CONTRACTS 

EnerShop, Inc (EnerShop not longer exists). 

West Texas Utilities, Inc. (WTU) has signed 
an Energy Conservation Measures Agreement 
with the United States Government relating to 
the refurbishing and upgrading of US 
Government facilities located within the 
service territory of WTU. EnerShop is 
authorized as the agent for WTU in completing 
any Delivery/Task Orders agreed to by WTU and 
the US Government. These Orders are for 
energy conservation projects. 

This agreement, dated November 17, 1997, is 
among the City of San Antonio (acting through 
the City Public Service Board of San 
Antonio), Central Power and Light Company, 
Houston Lighting and Power Company (now 
Reliant Energy, HLP), the City of Austin 
and the operator of the South Texas Project, 
STP Nuclear Operating Company (Opco). 

This operating agreement sets forth the 
rights and obligations between the noted 
participants. It also explains the 
responsibilities of Opco for licensing, 
operation, maintenance, modification, 
decontamination and decomissioning of the 
South Texas Project. 

Franklin Real Estate Company (Franklin) and 
Indiana Franklin Realty, Inc. (Indiana 
Franklin) have purchase contracts with AEP’s 
electric utilities (various dates) . 
The contracts provide that Franklin and 
Indiana Franklin (Sellers) may buy, sell, hold 
title to, or lease real estate as agents for 
the benefit of the respective electric 
utilities (i.e., each Purchaser). 

Date 
October 8 ,  2007 
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Number 04-02-02 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

SERVICE AGREEMENTS 

INDIAN MESA The Interconnection Agreements dated March 
INTERCONNECTION 19, 2001, are between West Texas Utilities, 
AGREEMENT now AEP Texas North and Indian Mesa Power 

Partners, LP (Generator). These two 
agreements provide for the interconnection of 
WTU, now AEP Texas North’s transmission 
system to the Generator’s electric generating 
facilities (Plant) built in two (2) phases. 
The interconnection of each phase of the 
Plant is provided by the separate agreements. 

ELECTRIC TRANSMISSION This agreement, dated December 21, 2007 is 
TEXAS SERVICE AGREEMENT between Electric Transmission Texas (ETT) and 

AEPSC. 

This agreement covers the provision of 
services by AEPSC f o r  ETT related to (i)the 
evaluation and permitting of electric 
transmission projects by ETT; (ii) budgeting 
and scheduling services, the preparation of 
construction documents, land acquisition 
services, engineering services, procurement 
services, construction services, and the 
compilation of project records, relating to 
the construction of electric transmission 
projects by ETT; (iii) operation and 
maintenance of its electric transmission 
projects; (iv) legal, human resources, 
environmental services, payroll, cash 
management, financial, billing, collection, 
accounts-payable, risk management, 
regulatory affairs, accounting, tax, and 
other business functions. 

PATH WEST VIRGINIA This agreement, dated September 1, 2007 
TRANSMISSION COMPANY PATH) is between PATH West Virginia 
SERVICE AGREEMENT Transmission Company, LLC and AEP T&D 

Services, LLC. 

This agreement covers the provision of 

Date 
October 8, 2007 
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SERVICE AGREEMENTS 

Date 
October 8, 2007 I 

services by AEP T&D Services, LLC for PATH 
relating to designing, engineering, siting, 
acquiring right-of-way for procuring, 
permitting, construction, commissioning, 
financing, owning, operating, and maintaining 
certain electric transmission and 
interconnection facilities. 
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04-02-03 
Document 
Number 

05-31-01 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

Southwestern Electric Power 
Company and Dolet Hills Lignite 
Company LLC. 

MINING AND TRANSPORTATION 

SUMMARY AEP System affiliates acquire coal for and 
provide for transporting coal to AEP's 
regulated utilities. With respect to certain 
affiliated power plants, AEP System 
affiliates may provide coal mining, coal 
preparation and/or coal transloading 
services. 

COAL MINING The following table lists the mining 
(including lignite) agreements between AEP's electric utilities 

and their mining subsidiaries: 

COAL PREPARATION 

I DATE: I PARTIES I 

This agreement provides that the above 
mentioned mining company agree to mine, 
extract, remove, prepare and sell the coal or 
lignite they mine from their lands and, in 
some cases, from lands owned by the electric 
utility. The electric utility, in turn, 
agrees to purchase the coal and lignite. 
Certain AEP mines have been closed but 
continue to incur mine shutdown costs. 

Under the coal preparation contract between 
Columbus Southern Power Company and 
Conesville Coal Preparation Company, dated 
November 5, 1984, as amended on August 1, 
1986 and January 1, 1987, Conesville Coal 

Preparation Company washes, beneficiates and 
handles the coal of Columbus Southern Power 
Company. 

COAL TRANSPORTATION There are several contracts under which AEP's 
electric utilities receive coal 
transportation services from affiliates. 

BARGE TRANSPORTATION The Barge Transportation Agreement, dated May 

Date 
March 21, 2 0 0 9  
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Dacument 
Number 04-02-03 

Sectian 
Affiliate Contracts with Regulated 
C omp an i e s 
Subject 

on 

MINING AND TRANSPORTATION 

I, 1986, is among Appalachian Power Company, 
Ohio Power Company and AEP Generating Company 
(Shippers) and the River Transportation 
Division of Indiana Michigan Power Company 
(Division). 

This agreement provides for the Shippers to 
furnish and deliver coal to the Division at 
loading points along certain rivers and to 
accept delivery of such coal at designated 
delivery points and pay for the services of 
the Division in receiving, transporting and 
delivering such coal. 

Appendix A to the above agreement, dated 
March 1, 1978, concerns charges and credits 
to promote the efficient use of barges to 
minimize barge delay. These are in the form 
of barge demurrage charges and towboat 
charges. 

COAL TRANSFER-PUTNAM The Coal Transfer Agreement - Putnam Coal 
COAL TERMINAL Terminal, dated September 15, 1980, is 

between Appalachian Power Company (Operator) 
and Ohio Power Company (User). 

This agreement provides for the Operator to 
unload coal for the User from unit trains, 
transfer such coal from the unloading point 
at the terminal to a loading point on the 
Kanawha River, re-load such coal in barges, 
and temporarily store such coal as required 
prior to transport by water. 

COAL TRANSFER-COOK The Coal Transfer Agreement - Cook Coal 
COAL TERMINAL Terminal, dated June 17, 1983, is between 

Ohio Power Company (Operator) and Indiana 
Michigan Power Company (User). 

This agreement provides for the Operator to 
unload coal for the User from unit trains, 

Date 
March 27, 2009 IPage 



IWSC Case No. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (6) 
Page 225 of 281 

Document 
Number 04-02-03 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

MINING AND TRANSPORTATION 

RAIL CAR USE 

transfer such coal from the unloading point 
at the terminal, re-load such coal on barges, 
and perform other related services at the 
terminal. 

The Rail Car Use Agreement, dated April 1, 
1982, is among Indiana Michigan Power 
Company, Appalachian Power Company and 
Ohio Power Company. It was amended effective 
July 1, 2006 to add Public Service Company of 
Oklahoma and Southwestern Electric Power 
Company as parties to the agreement. 

This agreement provides that coal hopper cars 
leased or otherwise deployed by the above 
parties be made available for the mutual 
benefit of each party without regard to lease 
ownership by a specific party but on the 
basis of proximity and availability for use, 
and other dispatching considerations. 

RAILCAR MAINTENANCE The Rail Car Maintenance Agreement, dated 
April 1, 1982, is among Ohio Power 
Company, Appalachian Power Company, and 
Indiana Michigan Power Company. 

This agreement provides for Ohio Power 
Company to furnish routine, preventive and 
other maintenance to the railroad hopper cars 
it leases and furnish similar services to the 
hopper cars Appalachian Power Company and 
Indiana Michigan Power lease. 

The Rail Car Maintenance Facility Agreement, 
dated July 29, 1997, is among SWEPCO, CPL, 
now AEP Texas Central, PSO. 

A unit train rail car maintenance facility 
near Alliance, Nebraska has been established. 
SWEPCO is the majority owner and operates the 
facility. The actual cost of inspection and 
maintenance of individual rail cars and other 

Date 
March 27, 2009 Ipage 
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Cost Allocation 
Manual 

MINING AND TRANSPORTATION 

Date 
March 2 7 ,  2009 

expenses directly assignable to a specific 
rail car shall be paid by the party owning 
the rail car. Non-assignable costs are 
shared based on the direct labor charges for 
rail cars actually repaired or inspected per 
party in ratio to the total direct labor 
charges for all cars owned by the parties 
repaired at the facility during the month. 

rage 
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04-02-04 Document 
Number 

DATE: 
04-08-1983 

04-08-1983 

04-08-1983 

07-07-1983 

07-07-1983 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

PARTIES 
Columbus Southern Power 
Company and AEP Pro Serv, Inc. 
Indiana Michigan Power Company 
and AEP Pro Serv, Inc. 
Ohio Power Company and AEP Pro 
Serv, Inc. 
Kingsport Power Company and 
AEP Pro Serv, Inc. 
Kentucky Power Company and AEP 
P r o  Serv, Inc. 
Appalachian Power Company and 

CONSULTING SERVICES 

10-03-1983 

SUMMARY 

AEP Pro Serv, Inc. 
Wheeling Electric Company and 

AEP PRO SERV, INC. 
formerly AEP Resources 
Service Company , AE P 
Resources Engineering 
& Services Company 
and AEP Energy Services, 
Inc. ) 

AEP ENERGY SERVICES, 
INC. (formerly AEP 
Energy Solutions , Inc. ) 

This document identifies the consulting 
services agreements AEP's regulated 
utilities have with certain non-regulated 
affiliates. 

The following table lists the consulting 
agreements between the AEP electric 
utilities and AEP P r o  Serv, Inc. referred to 
as the "Client". These agreements allow the 
Client to utilize certain services, 
properties and resources of the AEP 
electric utilities to sell management, 
technical and training services and 
expertise to non-affiliate companies. 

L ~ A E P  Pro Serv, Inc. 

The table which starts on the next page 
lists the consulting agreements between the 
AEP electric utilities and AEP Energy 
Services, Inc. (Client). These agreements 
allow the Client to utilize certain 
services, properties and resources of the 
electric utilities to broker and market 
energy commodities. 

Date 
December 19, 2000 F- 
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04-02-04 
Document 
Number 

DA!L"E 
09-27-1996 

09-27-1996 

09-27-1996 

09-27-1996 

09-27-1996 

01-09-1997 

03-06-1997 

Section 
Affiliate Contracts with Regulated 
Companies 
Subject 

PARTIES 
Ohio Power Company and AEP 
Energy Services, Inc. 
Kingsport Power Company and 
AEP Energy Services, Inc. 
Kentucky Power Company and AEP 
Energy Services, Inc. 
Indiana Michigan Electric 
Company and AEP Energy 
Services, Inc. 
Columbus Southern Power 
Company and AEP Energy 
Services , Inc. 
Wheeling Power Company and AEP 
Energy Services, Inc. 
Appalachian Power Company and 
AEP Energy Services, Inc. 

CONSULTING SERVICES 

Date 
December 19, 2000 
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Section 
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JOINT OPERATING AGREEMENTS 

SIJMMARY 

PHILIP SPORN PLANT 
AGREEMENT 

AMOS UNIT NO. 3 
OPERATING AGREEMENT 

EAST HVDC 
INTERCONNECTION AGREEMENT 

The Philip Sporn Plant, Amos Plant Unit No 3 
and certain other AEP facilities are jointly 
owned and operated. The Racine Hydro 
Project is owned by Ohio Power Company and 
operated by Appalachian Power Company. 

The Philip Sporn Plant Agreement, dated 
January 1, 1998, is between Appalachian 
Power Company and Ohio Power Company 
("Owners") . 
Appalachian Power Company owns two 150,000 
kilowatt generating units (Sporn units Nos. 
1 and 3) and Ohio Power Company owns two 
150,000 kilowatt generating units and one 
450,000 kilowatt generating unit (Sporn 
units 2,4,and 5). The Owners desire that 
Appalachian Power Company operate and 
maintain Philip Sporn Plant. 

The Amos Unit No. 3 Operating Agreement, 
dated July 26, 1973, is between Appalachian 
Power Company and Ohio Power Company. 

Appalachian Power Company and Ohio Power 
Company are joint owners of a 1,300,OOO 
kilowatt steam electric generating unit 
known as Unit 3 at the John Amos Plant. 
Appalachian Power Company operates and 
maintains Amos Unit No. 3 f o r  both itself 
and Ohio Power Company. 

This agreement, August 3, 1995, is among 
Southwestern Electric Power Company, CSW, 
now AEP Texas Central, Houston Lighting and 
Power Company (now Reliant Energy, HLP) and 
Texas Utilities Electric Company 

This agreement covers certain high voltage 
direct current (HVDC) conversion and related 
alternating current transmission defined as 
the HVDC Interconnection located in Titus 

Date 
F e b r u a r y  22, 2007 l p a g e  
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Section 
Affiliated Contracts with Regulated 
Comp an i e s 
Subject 

Manual 

JOINT OPERATING AGREEMENTS 

EAST HVDC INTERCONNECTION SWEPCO operates the facility. It 
AGREEMENT (Cont' d) owns certain of the alternating current 

facilities and charges the other partici- 
pants a facility charge based on their 
ownership interest in the HVDC Project. 
SWEPCO also bills operational and 
maintenance charges it incurs as the 
operator based on ownership interest. 

OKLAUNION UNIT N0.1 This agreement, dated April 26, 1985 an 
CONSTRUCTION, OWNERSHIP amended on August 14, 198.5) is among Public 
AND OPERATING AGREEMENT Service Company of Oklahoma, AEP Texas 
(Also known as the North and and the Oklahoma Municipal Power 
Participation Agreement) and the City of Brownsville, Texas. 

The Oklaunion Power Unit No. 1 is a 720 MW 
western coal fired steam generator. It is 
located on 1937.2 acres in Wilbarger County, 
Texas. This agreement is f o r  the 
construction, ownership and operation of 
Oklaunion Power Unit 1. 

OKLAUNION HVDC PROJECT This agreement, dated September 14,1988, 
CONSTRUCTION, OWNERSHIP is among PSO, AEP Texas North Company 
AND OPERATING AGREEMENT and Central and South West Services, Inc. 

PSO and WTU own, and operate the project 
known as the Oklaunion HVDC Tie located in 
Wilbarger County, Texas. 

RACINE HYDRO PROJECT The Racine Hydro Project Operating 
OPERATING AGREEMENT Agreement, dated June 1, 1978, is between 

Appalachian Power Company and Ohio Power 
Company. 

This agreement provides that Ohio Power 
Company owns a hydroelectric plant located 
on the Ohio River near Racine, Ohio. 
Appalachian Power operates and maintains 
this plant for Ohio Power in accordance with 
the provisions set forth in the agreement. 

Date 
February  22, 2007 
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Document 
Number 04-02-06 

tio Section 
Affiliate Contracts with Regulated 
Comp an i e s 
Subject 

TAX AGREEMENT 

SUMMARY 

TAX AGREEMENT 

Date 
December 19, 2000 

American Electric Power Company, Inc. (AEP) 
joins in filing a consolidated federal income 
tax return with its affiliates in the AEP 
holding company system. 

The AEP System tax agreement, among other 
things, sets forth the companies' agreement 
to annually join in the filing of a 
consolidated federal income tax return and 
the method under which to allocate the 
consolidated tax to the system companies. 
This agreement permits the allocation of the 
benefit of current tax losses utilized to the 
System companies giving rise to them in 
determining their current tax expense. 

The tax loss of AEP is allocated to its 
subsidiaries with taxable income. With the 
exception of the loss of AEP, the method of 
allocation approximates a separate return 
result for each company in the consolidated 
group. 
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Document 
N um he r 04-02-07 

Section 
Affiliate Contracts with Regulated 
C omp an i e s 
Subject 
AEP SYSTEM AMENDED AND RESTATED MONEY POOL 
AGREEMENT 

SUMMARY 

DESCRIPTION 

Date 
February 22, 2007 

The AEP System Utility Money Pool Agreement 
is an arrangement whereby the participants 
in the Utility Money Pool lend to and borrow 
from each other on a short-term basis. 

The AEP System Amended and Restated Money 
Poo l  Agreement, dated December 9, 2004,is 
among and between AEP, AEP Utilities, Inc., 
American Electric Power Service Corporation, 
and AEP Utility Funding LLC and regulated 
direct and indirect operating and certain 
other subsidiaries each of which are 
signatories to the Agreement or have become 
signatories. 

The Agreement gives participants the right 
to borrow from the pool and invest their 
excess funds in the pool. 

A further description of the Utility Money 
Pool is contained in another section of this 
manual (see the Table of Contents or the 
Alphabetic Subject Index to find the 
applicable Document Number). 
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Number POWER 

Section 
Affiliate Contracts with Regulated 
Companies 
Subiect 
AEP SYSTEM AMENDED AND RESTATED NONUTILITY 
MONEY POOL AGREEMENT 

SUMMARY The AEP System Nonutility Money Pool 
Agreement is an arrangement whereby the 
participants in the Nonutility Money Pool 
lend to and borrow from each other on a 
short-term basis. 

DESCRIPTION OF THE The AEP System Third Amended and Restated 
AGREEMENT Nonutility Money Pool Agreement, dated 

December 1, 2006, is between AEP, and 
American Electric Power Service Corp., AEP 
Nonutility Funding LLC certain and 
unregulated direct and indirect subsidiaries 
of AEP each of which are signatories to the 
Agreement or have become signatories. 

The Agreement gives each pool participant 
the right to borrow from the pool and to 
invest excess funds in the pool. 

A further description of the Nonutility 
Money Pool is contained in another section 
of this manual (see the Table of Contents or 
the Alphabetic Subject Index to find the 
applicable Document Number). 

Date February 16, 2007 
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Dacument 
Number 04-03-01 

Section 

Databases 
Subject 

QVERV I EW 

SUMMARY Certain databases have been established for 
employee reference purposes. 

CHARTFIELD VALUES A separate Lotus Notes database can be used 
to view certain chartfield values. The 
chartfield database contains the most current 
information regarding the various chartfield 
values and descriptions. 

04-03-02 

AFFLIATE AGREEMENTS A database file contains copies of all 
agreements between AEP regulated utilities 
and their affiliates. 

04-03-03 

Date 
December 19, 2000 
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04-03-02 
Dacument 
Number 

Sectian 

Databases 
Subject 

CHARTFIELD VALUES 

SUMMARY 

INSTRUCTIONS FOR DESKTOP 
INSTALLATION 

INSTRUCTIONS FOR 
VIEWING 

Several chartfield databases have been 
established for employee reference purposes. 
A Lotus Notes database link provides a menu 
for accessing the separate databases. The 
chartfield databases contain the most current 
information regarding the various chartfield 
values and descriptions. 

To add the Chartfields icon to your Lotus 
Notes Desktop, you will need to perform the 
following steps: 

1. Enter Lotus Notes. 
2. Hold the Ctrl button while pressing the 

letter “ o f f .  
3. Select the proper Server for your location 

by using the down arrow, or type and hit 
enter. Some of the available servers 
include: 

DSAPP40R/SERVERS/AEPIN C o l u m b u s  
DSAPPIEW/ SERVERS /-PIN C a n t o n ,  

C h a r l e s t o n ,  Fort  Wayne 
DSAPPIRO/ SERVERS /AEPIN R o a n o k e  

4. Using the Database section, select the 
DATABASE folder (not Database catalog) 

a. Select FINANCE 
b. Select CORPPLAN 
c. Select Chartfields Portfolio 
d. Click the Open button. 

Once the database link icon has been 
added to your desktop, the chartfield values 
may be viewed by clicking on the database 
that contains the value(s) you are looking 
for: GL Business Unit, Account, Department, 
State/Jurisdiction, Product, ABM Activity 
(Resource Category), Cost Component, Resource 
Sub Category (or Tracking Code), Benefiting 

Date 
Februa ry  1 6 ,  2 0 0 7  I E a g e  
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Section 

Databases 
Subject 

CHARTFIELD VALUES 

__ 

Date 
February 16, 2007 

Location, AEPSC Work Order, UT Work Order, 
and NR Work Order. 

lPage 
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Document 
Number 04-03-03 

Section 

Databases 
Subject 

AFFILIATE AGREEMENTS 

S IJMMARY An affiliated contracts database has been 
established for reference purposes. A Lotus 
Notes database link provides a method for 
accessing this database. The affiliated 
contracts database contains copies of the 
affiliated contracts. 

INSTRUCTIONS FOR To add the Affiliated Contracts to your Lotus 
DESKTOP INSTALLATION Notes Desktop, you will need to perform the 

following steps: 

1. Enter Lotus Notes/Workspace at Office. 
2. Click on Database Catalog (DSAPPlRO) 

3. From the Database Catalog Menu, click 

4. Click Affiliate Transactions once and its 

icon. 

Databases (By Title). 

subtitle twice to access the Affiliated 
Contracts index. 

INSTRUCTIONS FOR 
VIEWING 

SECURITY ACCESS 

December 19, 2000 
Date 

To view the appropriate affiliate contract, 
double click on the name of the contract. 

The CAM Administrator grants access to this 
database on an as needed basis. 

/Pzge- 
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Dacument 
Number 04-04-01 

Sectian 

Job Descriptions 
Subject 

OVERVIEW 

SUMMARY 

SHARED EMPLOYEES 

TRANSFERRED EMPLOYEES 

The corporate separation rules adopted by 
the Public Utilities Commission of Ohio 
(PUCO) require the electric utility, as 
defined in the rules, to maintain a copy of 
each shared employee's job description in 
its Cost Allocation Manual ( C A M ) .  In 
addition, the CAM shall include a copy of 
all transferred employees' previous and new 
job descriptions. 

The corporate separation rules define 
"employees" as "all full-time or part-time 
employees of an electric utility or its 
affiliates, as well as consultants, 
independent contractors or any other 
persons, performing various duties or 
obligations on behalf of or for an electric 
utility or its affiliates." 

,Job descriptions are not required, nor are 
they maintained, for consultants, 
independent contractors or any other 
persons who are not actual employees of the 
electric utility or its AEP affiliates. 

,Job descriptions for all employees who are 
shared between AEP's PUCO regulated 
electric utilities and any affiliate that 
provides a competitive retail electric 
service, or that provides a non-electric 
product or service to customers, are 
incorporated in this manual by reference. 

04-04-02 

The required previous and current job 
descriptions for employees transferred from 
AEP's PUCO regulated electric utilities to 
any affiliate that provides a competitive 
retail electric service, or that provides a 
non-electric product or service to 

Date 
December 1 9 ,  2000 
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Document 
Number 04-04-01 

Section 

Job Descriptions 
Subject 

OVERVIEW 

TRANSFERRED EMPLOYEES customers, are incorporated in this manual 
(Cont' d) by reference. 

04-04-03 

Date 
December 19, 2000 
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Section 

Job Descriptions 
Subject 

SHARED EMPLOYEES (PUCO) 

SUMMARY 4901:l-37-04 (A)(4) of the Public Utilities 
Commission of Ohio's ( P I J C O ' s )  corporate 
separation rules states that an electric 
utility may not share employees and/or 
facilities with any affiliate, if the 
sharing, in any way, violates the code of 
conduct provisions contained in its corporate 
separation rules. 
In addition, 4901:l-37-08 (D) (4) and 4901:l- 
37-04 (A) (5) of the corporate separation 
rules require the electric utility to 
maintain a copy of each shared employee's job 
description in its Cost Allocatjon Manual and 
to ensure that all shared employees 
appropriately record and charge their time 
based on fully allocated costs. 

DEFINITION OF SHARED In the corporate separation plans filed by 
EMPLOYEE Columbus Southern Power Company (Case No. 99- 

1729-EL-ETP) and Ohio Power Company (Case No. 
99-1730-EL-ETP), the respondents defined a 
"shared employee" as: 

Any employee of t h e  e l e c t r i c  u t i l i t y ,  or 
any a f f i l i a t e  which prov ides  a 
compe t i t i ve  r e t a i l  e l e c t r i c  s e r v i c e  or 
which prov ides  a n o n - e l e c t r i c  product  O K  

s e r v i c e  t o  customers ( i . e . ,  t h e  Separate 
A E P  Companies), or a c o n s u l t a n t ,  indepen- 
dent  con t rac tor ,  o r  any o t h e r  person 
per forming  var ious  d u t i e s  or o b l i g a t i o n s  
on b e h a l f  o f  the e l e c t r i c  u t i l i t y  or  t h e  
Separate AEP Companies, whose more than 
i n c i d e n t a l  j o b  d u t i e s  and re spons i -  
b i l i t i e s  a r e  d i v i d e d  between t h e  e l e c t r i c  
u t i l i t y  and any Separate AEP Companies 
f o r  o ther  than emergency purposes .  

PROCEDURE For purposes of this manual, job descriptions 
for shared employees who are true employees 
of the electric utility or any Separate AEP 

Date 
J u l y  13, lPage 
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Document 
Number 04-04-02 

Section 

Job DescriPtions 
Subject 

SHARED EMPLOYEES (PUCO) 

PROCEDURE (Cont' d) Company are included in this manual by 
reference and, as such, are part of this 
manual. 

Job descriptions are not maintained for 
consultants, independent contractors or other 
persons who are shared but are not actual 
employees of the electric utility or the 
Separate AEP Companies. However, a list of 
such persons will be maintained. The list 
will identify the name of each such person 
and the name of the person's actual employer. 
The list, which will be prepared at least 
every six months, is incorporated in this 
manual by reference and, as such, is part of 
this manual. 

RESPONSIBILITY 

TIME CHARGES 

AEP Service Corporation's Human Resources 
Department, working with AEP's various 
business units, will prepare, on behalf of 
AEP"s PUCO regulated electric utilities, the 
required job descriptions for all shared 
employees; and it will also maintain the 
required list of other shared persons who are 
not actual employees. 

AEP's time reporting systems are designed to 
ensure that salary and salary-related costs 
are properly allocated by requiring 
employees, using positive time reporting, to 
charge their time to the appropriate 
accounting codes. All time charges are 
allocated and billed on a fully allocated 
cost basis as defined in the PUCO's Corporate 
Separation rules. 

[NOTE: Other s t a t e  commissions have 
e s tab l i shed  requirements r e l a t i v e  t o  shared 
employees. See TAB 0 2 ,  Sec t ion  0 4  o f  t h i s  
manua l  f o r  f u r t h e r  i n f o r m a t i o n . ]  

Date 
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Document 
Number 04-04-03 

Section 

cJob Descriptions 
Subject 

TRANSFERRED EMPLOYEES (PUCO) 

SUMMARY 4901:l-37-08 (D) (6) of the Public Utilities 
Commission of Ohio’s (PUCO’ s) corporate 
separation rules require electric utilities, 
as defined in the rules, to add to their Cost 
Allocation Manuals (CAMS) a copy of all 
transferred employees‘ previous and new job 
descriptions. 

DEFINITION OF TRANS- A “transferred employee” is any full-time or 
FERRED EMPLOYEE part-time employee of the electric utility, 

as well as any consultant, independent 
contractor or any other person, who performs 
various duties or obligations for or on 
behalf of the electric utility, that 
transfers from the electric utility to any 
affiliate which provides a competitive retail 
electric service or which provides a non- 
electric product or service to customers 
(i.e., the Separate AEP Companies). 

PROCEDURE For purposes of this manual, previous and new 
job descriptions for all true employees of 
the electric utility that transfer to a 
Separate AEP Company are included in this 
manual by reference and, as such, are part of 
this manual. 

Job descriptions are not maintained for 
consultants, independent contractors or other 
persons who are not true employees of the AEP 
System. However, a list of all such persons 
who transfer from the electric utility to a 
Separate AEP Company will be maintained. The 
list will identify the name of each such 
person and the name of the person’s actual 
employer. The list, which will be prepared 
at least every six months, is incorporated in 
this manual by reference and, as such, is 
part of this manual. 

Date 
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Document 
Number 04-04-03 

Section 

Job Descriptions 
Subject 

TRANSFERRED EMPLOYEES (PUCO) 

RESPONSIBILITY AEP Service Corporation's Human Resources 
Department, working with AEP's various 
business units, will prepare, on behalf of 
any AEP electric utility regulated by the 
PUCO, the required job descriptions for all 
employees who transfer from the electric 
utility to a Separate AEP company. Human 
Resources will also maintain the required 
list of other transferred persons who are not 
actual employees of the AEP System. 

[NOTE: Other s t a t e  commissions have 
e s tab l i shed  requirements r e l a t i v e  t o  
t rans f e r red  employees. See TAB 02,  Sec t ion  
0 4  o f  t h i s  manual f o r  f u r t h e r  in format ion . ]  

Date 
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Number 04-05-01 

ocatio Section 

Complaint Log 
Subject 

OVERVIEW 

SUMMARY 

COMPLAINT LOG 

Date 
December 19, 2000 

The corporate separation rules adopted by the 
Public Utilities Commission of Ohio require 
Columbus Southern Power Company and Ohio 
Power Company to establish a complaint 
procedure for issues related to their 
respective corporate separation plans. 

A log of complaints brought to the electric 
utility must be maintained as part of the 
electric utility’s Cost Allocation Manual. 

04-05-02 
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04-05-02 Document 
Number 

Section 

Complaint Log 
Subject 

CORPORATE SEPARATION (PUCO) 

SUMMARY 

RESPONSIBILITY 

CAM REQUIREMENTS 

Date 
J u l y  13, 2009 

4901:l-37-05 (B) (14) and 4901:l-37-08 (D) (8) 
of the Public Utilities Commission of Ohio's 
(the PUCO's) corporate separation rules 
require the electric utilities, as defined in 
the rules, to establish a complaint procedure 
for issues concerning compliance with the 
PUCO's corporate separation rules and a log 
of complaints brought to the utility to be 
included in its CAM. 

AEP's General Counsel, or the General 
Counsel's designee in Ethics & Compliance, 
will follow the procedures for handling such 
complaints as set forth in the PUCO's rules 
and as stated in the corporate separation 
plans filed by Columbus Southern Power 
Company and Ohio Power Company. 

The required complaint l og  is incorporated in 
this manual by reference and, as such, is 
part of this manual. 

/Page 
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04-06-01 Document 
Number 

Section 

Board of Directors Minutes 
Subject 

OVERVIEW 
~~ 

SUMMARY 

COPIES 

Date 
J u l y  13, 2009 

The corporate separation rules adopted by the 
Public Utilities Commission of Ohio (PUCO) 
require Columbus Southern Power Company and 
Ohio Power Company, or any successor electric 
utility company operating in the state of 
Ohio, to incorporate a copy of the minutes of 
each of their board of directors meetings in 
their Cost Allocation Manual (CAM). 

The required minutes are incorporated in this 
manual by reference. 

04-06-02 

I p a g e  
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Document 
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Section 

Board of Directors Minutes 
Subject 

COPIES (PUCO) 

SUMMARY 

RESPONSIBILITY 

CAM REQUIREMENTS 

Date 
J u l y  13, 2009 

49O1:1-37-08 (D) (9) of the PUCO’s corporate 
separation rules require electric utilities 
to incorporate their minutes of each board of 
directors meeting in their Cost Allocation 
Manual (CAM) as a structural safeguard for a 
minimum period of three years. 

AEP’s Legal Department maintains the required 
minutes as described in the corporate 
separation plans filed by Columbus Southern 
Power Company and Ohio Power Company 

The required minutes are incorporated in this 
manual by reference and, as such, are part of 
this manual. 

F- 
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Document 
Number 99-00-01 

Section 

Appendix 
Subject 

OVERVIEW (APPENDIX) 

S lJMMARY 

GLOSSARY OF KEY 
TERMS 

RECORD RETENTION 
REQUIREMENTS 

LIST OF APPROVED 
ATTRIBUTION BASES 

LIST OF PRIMARY 
ATTRIBUTION BASES BY 
FUNCTION 

LIST OF AFFILIATE 
CONTRACTS BY COMPANY 

This appendix contains tables and other 
supplementary information that can be used 
for reference purposes. 

A glossary of key terms and acronyms is 
provided to assist the reader. 

99-00-02 

A summary of the record retention 
requirements prescribed by AEP’s various 
commissions for transactions with 
affiliates is maintained as part of this 
manual. 

99-00-03 

An attribution basis defines the factor(s) 
that will be used to derive the percentages 
of cost to be billed to each company 
whenever costs are shared among AEP System 
companies through the billing process. 

A list of approved attribution bases is 
maintained as part of this manual. 

99-00-04 

Attribution bases are assigned to final 
cost objectives generally based on the 
nature (i.e., function) of the work 
performed. 

A list of the primary attribution bases for 
each function is maintained as part of this 
manual. 

99-00-05 

AEP’s regulated utilities have entered into 
various agreements with their affiliates. 
TAB 04, Section 02 of this manual contains 

Date 
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Document 
Number 99-00-01 

Section 

anual Appendix 
Subject 

OVERVIEW (APPENDIX) 

LIST OF AFFILIATE a description of each contract. 
CONTRACTS BY COMPANY 
(Cont’ d) A list of the various contracts with each 

regulated utility is maintained as part of 
this manual. 

99-00-06 

Date 
December 19, 2000 lPage 



KPSC Case NO. 2009-00459 
Pursuant to KRS 278.2203 (4)(a) and KRS 278.2205 (6 )  
Page 250 of 281 

99-00-02 Document 
Number 

Section 

Appendix 
Subject 

GLOSSARY OF KEY TERMS 

SUMMARY This glossary provides definitions for key 
terms and abbreviations used in this manual. 
Unless the context in which the terms and 
abbreviations as used in this manual clearly 
indicate a different meaning as indicated in 
this glossary. 

AEP American Electric Power Company, Inc. 

AEPSC American Electric Power Service Corporation 

AEP holding company American Electric Power Company, Inc. (parent 
system holding company) together with all of its 

subsidiaries. 

AEP system 

Affiliates 

The electric utility companies, subsidiaries 
of American Electric Power Company, Inc. 
together with their subsidiary coal-mining 
and power generating companies as well as 
AEPSC. 

While each regulatory commission has its own 
unique definition of the term "affiliates," 
as used in this manual the term generally 
includes American Electric Power Company, 
Inc. and all companies that are owned or 
controlled by American Electric Power 
Company, Inc. 

Affiliate transactions Transactions between or among affiliates for 
the sale and purchase of products, services 
and capital assets. 

Attribution bases The cost allocation methods, factors and 
percentages used in the billing process to 
allocate costs among AEP companies. 

Date 
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Section 

Appendix 
Subject 

GLOSSARY OF KEY TERMS 

Chartfields 
(or coding blocks) 

Common costs 

Cost allocator 

Cost driver 

Primary cost driver 

Cross-subsidy 

Direct costs 

m R C  

filly-allocated costs 
(or fully-distributed 
costs) 

General allocator 

Indirect costs 

The distinctive fields used to affix codes to 
transaction records generally for the purpose 
of identification, classification and 
retrieval. 

Costs that benefit both regulated and non- 
regulated products and services. Also see, 
Joint costs. 

The method or ratio used to apportion cost. 
A cost allocator can be based on the origin 
of costs, as in the case of cost drivers; 
cost-causative linkage of an indirect nature; 
or one or more overall factors (also known as 
general allocators). 

A measurable event or quantity which 
influences the level of cost incurred and 
which can be directly traced to the origin of 
the costs themselves. 

The dominant driver of a given cost or cost 
pool. 

The amount of cost recovered from one class 
of customers or business unit that is 
attributable to another. 

Costs that can be identified specifically 
with a given cost objective. 

Federal Energy Regulatory Commission. 

Direct costs plus an appropriate share of 
indirect costs attributed to a given cost 
ob j ective . 
See Cost allocator. 

Costs that cannot be identified specifically 

Date 
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Section 

Appendix 
Subject 

GLOSSARY OF KEY TERMS 

Joint costs 

Non-regulated 
operations 

with a given cost objective. Indirect costs 
include, but are not limited to overhead 
costs, and some taxes. 

Costs that benefit two or more cost 
objectives . 
Activities which produce products or services 
that are not subject to price regulation by 
regulatory authorities. 

Regulated operations Activities which produce products or services 
that are subject to price regulation by 
government authorities. 

SEC Securities and Exchange Commission. 

Shareable costs 

Transfer pricing 

USoA 

Costs that are billable to two or more 
companies (affiliated and non-affiliated) by 
mutual agreement using fixed or variable 
percentages. 

The price or method used to transfer (or bill 
for) products or services delivered by one 
division of a company to another division, or 
by one affiliate to another affiliate. 
Transfer pricing also pertains to asset 
transfers and sales. 
The Uniform System of Accounts adopted by 
each regulatory commission (usually the 
Uniform System of Accounts prescribed by the 
FERC for public utilities and licensees 
subject to the provisions of the Federal 
Power Act). 

Date 
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Section 

Appendix 
Subject 

RECORD RETENTION REQUIREMENTS 

SUMMARY 

ARKANSAS 

LOU IS IANA 

OHIO 

Some of AEP's commissions have prescribed 
minimum record retention requirements for 
those records that are specifically related 
to transactions with certain affiliates. 

Arkansas Rule 4.04 requires an electric 
utility to maintain a record of all 
transactions with its competitive 
affiliates for at least three years 
following the date of each transaction. 

Arkansas requirements can be found in 
Arkansas Public Service Commission Order 7 
of Docket 06-112-R, dated May 25, 2007. 

As prescribed in the Louisiana Merger 
Stipulation Appendix A - Affiliate 
Transaction Conditions 13, SWEPCO or AEPSC 
on behalf of SWEPCO may not make any non- 
emergency procurement in excess of $1 
million per transaction from an unregulated 
affiliate other than from AEPSC except 
through a competitive bidding process or as 
otherwise authorized by this Commission. 
Transactions involving the Company and CSW 
Credit, Inc. (or its successor) for the 
financing of accounts receivables are 
exempt from this condition. Records of all 
such affiliate transactions must be 
maintained until the Company's next 
comprehensive retail review. In addition, 
at the time of the next comprehensive rate 
review, all such affiliate transactions 
that were not competitively bid shall be 
separately identified for the Commission by 
the Company. This identification shall 
include all transactions between the 
Company and AEPSC in which AEPSC acquired 
the goods or services from another 
unregulated affiliate. 

The corporate separation rules adopted by 

Date 
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Sectian 

Appendix 
Subject 

RECORD RETENTION REQUIREMENTS 

OKLAHOMA 

TEXAS 

TEXAS (Cont' d) 

the Public Utilities Commission of Ohio 
(PUCO) contain a minimum retention period 
of three years for all information relative 
to transactions between the electric 
utility and its affiliates [4901:1-37- 
08 (GI. 

As prescribed by the PUCO, all of AEP's 
Ohio-based electric utilities and their 
affiliates shall maintain all underlying 
affiliate transaction information for a 
minimum of five years. 

The Oklahoma Corporation Commission rules 
require utility to keep records in the form 
and for a period of time not less than that 
specified by the applicable rules of FERC 
or the RUS; or in the absence thereof, for 
two (2) years. [Chapter 165:35-1-4 (a) 1 .  

The code of conduct rules adopted by the 
Public Utility Commission of Texas require 
the utility to maintain a contemporaneous 
written record of all transactions with its 
competitive affiliates, except those 
involving corporate support services (as 
defined in the rules) and those 
transactions governed by tariff. Such 
records shall be maintained by the utility 
for three years [§25.272 (e) (1) 1 .  

The same three-year minimum retention period 
also applies to the records that are 
required to be maintained in connection 
with any discounts, rebates, fee waivers, 
or alternative tariff terms and conditions 
offered or granted by the utility to its 
competitive affiliates for any product or 
service. In addition, the utility is 
required to make such records available for 
third party review within 72 hours of a 
written request, or at a time mutually 

Date 
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RECORD RETENTION REQUIREMENTS 

Date 
J u l y  13, 2009 

agreeable to the utility and the third 
party [§25.272(f) (2) I .  

A competitive affiliate is an affiliate that 
provides services or sells products in a 
competitive energy-related market in Texas, 
including telecommunications services; to 
the extent those services are energy- 
related. 
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Document 
Number 99-00-04 

Section 0 cation 
Appendix 
Subject 

LIST OF APPROVED ATTRIBUTION BASES 

SUMMARY The following table provides a complete list of approved 
attribution bases along with a description of the 
numerator and the denominator applicable to each 
calculation. 

.- 

UPDATED 1 ATTRIBUTION BASES 

Inactive Number of Bank 
Accounts 

Number of Bank Accounts by Company 
Total Number of Bank Accounts 

Inactive 

Quarter 1 y 

Number of Call Center Phone Calls Per Company 
Total Number of Call Center Telephones 

Number of Call 
Center Telephones 

Number of Cell 
Phones/Pagers 

Number of Checks 
Printed 

Number of CIS 
Customer Mailings 

03 
~ 

04 

Number of Cell Phones/Paqers Per Company 
Total Number of Cell Phones/Pagers 

Inactive Number of Checks Printed Per Company Per Month 
Total Number of Checks Printed Per Month 

05 

- 

06 

Monthly Number of Customer Information System (CIS) 
Customer Mailings Per Company 
Total Number of CIS Customer Mailings 

Number of Commercial Customers Per Company 
Total Number of Commercial Customers 

Semi- 
Annually 

Number of 
Comer ci a 1 
Customers 

Number of Credit 
Cards 

Number of Electric 
Retail Customers 

Number of 
Emp 1 o ye e s 

07 
- 

08 

Inactive Number of Credit Cards Per Company 
Total Number of Credit Cards Number of Commercial 

Semi- 
Annually 

Monthly 

Number of Electric Retail Customers Per Company 
Total Number of Electric Retail Customers 

09 

__ 

10 

Number of Full-Time and Part-Time Employees Per 
Company 
Total Number of Full-Time and Part-Time Employees 

Inactive Number of Generating Plant Employees Per Company 
Total Number of Generating Plant Employees 

Number of 
Generating Plant 
Employe e s 

Number of General 
Ledger (GL) 
Transactions 

Number of Help 
Desk Calls 

Monthly 11 Number of GL Transactions Per Company 
Total Number of GL Transactions 

12 Monthly Number of Help Desk Calls Per Company 
Total Number of Help Desk Calls 

Semi- 
Ann u a I 1 y 

13 Number of Industrial Customers Per Company 
Total Number of Industrial Customers 

Number of 
Industrial 
Customers 

Date 
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- 
14 

- 
15 

_I__ 

16 

__I__ 

1 7  
- 

18 

__II 

19 
- 

20 

- 

2 1  
- 

2 2  
- 
23 

- 
24 
- 
25 
- 

26 
_____. 

2 1  

- 

Section 

anua Appendix 
Subject 

LIST OF APPROVED ATTRIBUTION BASES 

Number of JCA 
Transactions 

Number of Lines of Accounting Distribution on 
Job Cost Accounting (JCA) Sub-system Per Company 
Total Number of Lines of Accounting Distribution 
on JCA Sub-system 

Number of Non-UMWA or 
All Non-Union Employees Per Company 
Total Number of Non-UMWA or All Non-Union 
Employees 

Inactive 

Number of Non-UMWA 
Emp 1 o ye e s Monthly 

Number of Phone 
Center Calls 

Monthly Number of Phone Calls Per Phone Center Per 
Company 
Total Number of Phone Center Phone Calls 

Monthly Number of Purchase Orders Written Per Company 
Total Number of Purchase Orders Written 

Number of Purchase 
Or der s Written 

Number of Radios 
(Base/Mobile/Handh 
eld) 

Number of Railcars 

Semi- 
Annually 

Number of Radios (Base/Mobile/Handheld) Per 
Company 
Total Number of Radios (Base/Mobile/ Handheld) 

Annua 1 1 y 

Number of 
Remittance Items 

Number of Electric Bill Payments Processed 
Per Company Per Month (non-lockbox) 
Total Number of Electric Bill Payments Processed 
Per Month (non-lockbox) 

Monthly 

Annually Number of Remote Terminal Units Per Company 
Total Number of Remote Terminal Units 

Number of Remote 
Terminal Units 

Number of Rented 
Water Heaters 

Number of 
Residential 
Customers 

Inactive Number of Rented Water Heaters Per Company 
Total Number of Rented Water Heaters 

Semi- 
Annually 

Number of Residential Customers Per Company 
Total Number of Residential Customers 

Inactive Number of Routers Number or Routers Per Company 
Total Number of Routers 

Number of Servers Per Company 
Total Number of Servers 

Number of Stores Transactions Per Company 
Total Number of Stores Transactions 

Number of Servers Inactive 

Monthly Number of Stores 
Transactions 

Number of 
Telephones 

Number of Telephones 
Per Company (Includes all phone lines) 
Total Number of Telephones (Includes all phone 

Semi- 
Annually 

Date 
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Section os ocatio 

LIST OF APPROVED ATTRIBUTION BASES 

28 Annually Number of Transmission Pole Miles Per Company 
Total Number of Transmission Pole Miles 

Number of 
Transmission Pole 
Miles 

Number of 
Transtext 
Customers 

Number of Travel 
Transactions 

29 

- 

30 

Inactive Number of Expected Transtext Customers Per 
Company 
Total Number of Expected Transtext Customers 

Number of Travel Transactions Per Company Per 
Month 
Total Number of Travel Transactions Per Month 

Monthly 

Ann ua 1 1 y 
31 Number of Vehicles Number of Vehicles Per Company 

(Includes Fleet and Pool Cars) 
Total Number of Vehicles Per Company 
(Includes Fleet and Pool Cars) 

Number of Vendor Invoice Payments Per Company Per 
Month 
Total Number of Vendor Invoice Pavments Per Month 

32 Number of Vendor 
Invoice Payments 

Monthly 

33 
~ 

34 

Quarterly Number of Workstations (PCs) Per Company 
Total Number of Workstations (PCs) 

Number of Active Owned/Leased 

Number of 
Workstations 

Active Owned or 
Leased 
Communication 
Channels 

Inactive 

Inactive 

Communication Channels Per Company 
Total Number of Active Owned/Leased Communication 
Channels 

Average Peak Load for Past Three Years Per 35 Avg Peak Load For 
Past Three Years Company 

Total of Average Peak Load for Past Three Years 

36 Coal Company 
Combination 

The Sum of Each Coal Company’s Gross Payroll, 
Original Cost of Fixed Assets, Original Cost of 
Leased Assets, and Gross Revenues for Last Twelve 
Months 
The Sum of the Same Factors for All Coal 
Companies 

AEPSC Past Three Months Total Bill Dollars Per 

Inactive 

Monthly 31 AEPSC Past 3 
Months Total Bill 
Dollars 

AEPSC Prior Month 
Total Bill Dollars 

Company 
Total AEPSC Past Three Months Bill Dollars 

38 Total Bill Dollars AEPSC Prior Month Per Company 
AEPSC Total Prior Month Bill Dollars 

100% to One Company 

One Company (1) 
Total Number of Companies 

Monthly 

Monthly 

Monthly 

39 

4 0  

- Direct 

Equal Share Ratio 

September 1 10, 2009 
Date lpa g e  
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41 

42 

43 

44 

- 

45 

___ 

46 

- 

Fossil Plant 
Combination 

Functional 
Department's Past 
3 Months Total 
Bill Dollars 

KWH Sales 

Level of 
Construction - 
Distribution 

Level of 
Construction - 
Production 

Level of 
Construction - 
Transmission 

The Sum of (a) the Percentage Derived by Dividing 
the Total Megawatt Capability of All Fossil 
Generating Plants Per Company by the Total 
Megawatt Capability of All Fossil Generating 
Plants and (b) the Percentage Derived by Dividing 
the Total Scheduled Maintenance Outages of All 
Fossil Generating Plants Per Company for the Last 
Three Years by the total Scheduled Maintenance of 
All Fossil Generating Plants During the Same 
Three Years 
Two (2) 

Functional Department's Past 3 Months Total Bill 
Dollars Per 
Company 
Total Functional Department's Past 3 Months Total 

Functional Department's Past 3 Months Total Bill 
Dollars Per 
Company 
Total Functional Department's Past 3 Months Total 
Bill Dollars 

KWH Sales Per Company 
Total KWH Sales 

Construction Expenditures for All Distribution 
Plant Accounts Except Land and Land Rights, 
Services, Meters and Leased Property on Customers 
Premises, and Exclusive of Construction 
Expenditures Accumulated on Direct Work Orders 
for Which Charges by AEPSC Are Being Made 
Separately, Per Company/During the Last Twelve 
Months 
Total of the Same for All Companies 

Construction Expenditures for All Production 
Plant Accounts Except Land and Land Rights, 
Nuclear Accounts, and Exclusive of Construction 
Expenditures Accumulated on Direct Work Orders 
for Which Charges by AEPSC are Being Made 
Separately, Per Company During the Last Twelve 
Months 
Total of the Same for All ComDanies 

Construction Expenditures for All Transmission 
Plant Accounts Except Land and Land Rights and 
Exclusive of Construction Expenditures 
Accumulated on Direct Work Orders for Which 
Charges by AEPSC are Being Made Separately, Per 
Company During the Last Twelve Months Total of 
the Same for All Companies 

Inactive 

Inactive 

Annually 

Semi- 
Annually 

Semi- 
Annually 

Semi- 
Annually 

lPage Date 
September 10, 2009 
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41 

48 

49 

50 

~ 

51 

52 

53 

54 

55 

Level of 
Construction - 
Total 

MW Generating 
Capability 

MWH's Generated 

Current Year 
Budgeted Salary 
Dollars 

Past 3 Mo. MMBTU's 
Burned (All Fuel 
Types) 

Past 3 Mo. MMBTU's 
Burned (Coal Only) 

Past 3 Mo. MMBTU's 
Burned (Gas Type 
Only) 

Past 3 Mo. MMBTU's 
Burned (Oil Type 
Only) 

Past 3 Mo. MMBTU's 
Burned (Solid 
Fuels Only) 

Construction Expenditures for All Plant Accounts 
Except Land and Land Rights, Line Transformers 
Services, Meters and Leased Property on 
Customers' premises; and the Following General 
Plant Accounts: Structures and Improvements, 
Shop Equipment, Laboratory Equipment and 
Communication Equipment; and Exclusive of 
Construction Expenditures Accumulated on Direct 
Work Orders for Which Charges by AEPSC are Being 
Made Separately, 
Per Company During the Last Twelve Months 
Total of the Same for All Companies 

MW Generating Capability Per Company 
Total MW Generating Capability 

Number of MWH's Generated Per Company 
Total Number of MWH's Generated 

Current Year Budgeted AEPSC Payroll 
Dollars Billed Per Company 
Total Current Year Budaeted AEPSC Pavroll Dollars 

Past Three Months MMBTU's Burned Per 
Company (All Fuel Types) 
Total Past Three Months MMBTU's Burned (All Fuel 

Past Three Months MMBTU's Burned Per 
Company (Coal Only) 
Total Past Three Months MMBTU's Burned (Coal 
Only) 

Past Three Months MMBTU's Burned Per 
Company (Gas Type Only) 
Total Past Three Months MMBTU's Burned (Gas Type 
Only) 

Past Three Months MMBTU's Burned Per 
Company (Oil Type Only) 
Total Past Three Months MMBTU's Burned (Oil Type 

Past Three Months MMBTU's Burned Per 
Company (Solid Fuels Only) 
Total Past Three Months MMBTU's Burned (Solid 
Fuels Only) 

Inactive 

Annually 

Semi- 
Annually 

Inactive 

Quarter 1 y 

Quarter 1 y 

Quarterly 

Inactive 

Quarterly 

Date 
September 10, 2009 lPage 
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Section 

A p p e n d i x  
Subject 

L I S T  O F  APPROVED ATTRIBUTION BASES 

- 
5 6  

- 

57 

Peak Load/Avg # 
Cust/KWH Sales 
Combination 

Average of Peak Load, # of Retail Customers, and 
KWH Sales to Retail Customers Per Company 
Total of Average of Peak Load, # of Retail 
Customers, and KWH Sales to Retail Customers 

Inactive 

Number of Tons of Fuel Acquired Per Compani 
Total Number of Tons of Fuel Acquired 

Semi- 
Annually 

Quart e r 1 y 

Tons of Fuel 
Acquired 

Total Assets 58 Total Assets Amount Per Company 
Total Assets Amount 

59 Total Assets Less 
Nuclear Plant 

Quarter 1 y Total Assets Amount Less Nuclear Assets Per 
Company 
Total Assets Amount Less Nuclear Assets 

60 Total AEPSC Bill Dollars Less Interest and/or 
Income Taxes and/or Other Indirect Costs Per 
Company 
Total AEPSC Bill Dollars Less Interest and/or 
Income Taxes and/or Other Indirect Costs 

Total AEPSC Bill 
Dollars Less 
Interest and/or 
Income Taxes 
and/or Other 
Indirect Costs 

Total Fixed Assets 

Total Gross 
Revenue 

Annually 

6 1  
- 

62 

Total Fixed Assets Amount Per Company 
Total Fixed Assets Amount 

Total Gross Revenue Last Twelve Months Per 
Company 
Total Gross Revenue Last Twelve Months 

Quarterly 

Inactive 

63  Quarterly Total Gross Utility Plant Amount 
Per Company (Including CWIP) 
Total Gross Utility Plant Amount (Including CWIP) 

Total Gross 
Utility 
Plant (Including 
CWIP) 

Total Peak Load 64 
- 

65 

Total Peak Load Per Company 
Total Peak Load 

Monthly 

Annually Hydro MW Generating Capability per Company 
Total Hydro MW Generating Capability 

Hydro MW 
Generating 
Capability 

Number of Forest 
Acres 

Number of Banking 
Transactions 

66 
- 

67 

Number of Forest Acres Per Company 
Total Number of Forest Acres 

Annually 

Quarter 1 y Number of Banking Transactions Per Company 
Total Number of Banking Transactions 

68 Number of Dams Inactive Number of Dams Per Company 
Total Number of Dams 

Date 
September 10, 2009 rage 



s cation 

Number of Licenses Obtained per Company 
Total Number of Licenses 

Number of Non-Electric OAR Invoices Per Company 
Total Number of Non-Electric OAR Invoices 

a I 

Inactive 

Semi- 
Annually 
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Number 

69 

70 

71 

72 

73 

74 

75 

Section 

Number of Licenses 
Obtained 

Number of Non- 
Electric OAR 
Invoices 

Number of 
Transformer 
Transactions 

Tons of FGD 
Material 

Tons of Limestone 
Received 

Total Assets/Total 
Revenues/Total 
Payroll 

Total Leased 

Appendix 
Subject 

j 
Total Number of Transformer Transactions 

LIST OF APPROVED ATTRIBUTION BASES 

Monthly 

Tons of FGD Material Per Company 
Total Tons of FGD Material 

I Assets 
76 I Number of Banking 

Semi- 
Annually 

Tons of Limestone Received Per Company 
Total Tons of Limestone Received 

Date 
September 10, 2009 

Semi- 
Annually 

Total Assets + Total Revenues + 
Total Payroll Per Company 
Total Assets + Total Revenues + Total Payroll 

Inactive 

Total Leased Assets Per Company 
Total Leased Assets 
Number of Banking Transactions by Company 
Total Number of Banking Transactions 
Power Transactions by Company 
Total Number of Power Transactions 
Power Transactions to ERCOT Market by Company 
Total Number of Power Transactions to ERCOT 
Market 
Trans (commdts) to all Markets by Company 
Total Number of Trans (commdts) to all Markets 
Trans (commdts) to ERCOT Markets by Company 
Total Number of Trans (commdts) to ERCOT Markets 

Inactive 

Inactive 

Monthly 

Monthly 

Monthly 

Monthly 

17 

78 

79 

80 

Transactions 
Power Transactions 
to All Markets 
Power Transactions 
to ERCOT Market 

Trans (commdts) to 
All Markets 
Trans (commdts) to 
ERCOT Market 
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Number 

GROUP/FUNCTION 
Audit Services 

Business Logistics 

Chairman 

Commercial Operations 

Corporate Accounting 

Corporate Communications 

Corporate Human Resources 

Corporate Planning and 
Budgeting 
Customer & Dist Services 

Customer Operations 

Environment and Safety 

Federal Affairs 

Finance, Acct and Strategic 
Plng 
Fuel, Emissions & Logistics 

Generation Business 
Services 

n 

PRIMARY AT!lRIBUTION BASES 
Total Assets, 100% to One Company, 
Number of Employees 
100% to One Company, Number of Purchase 
Orders, Number of Stores Transactions 
Total Assets, 100% to One Company, 
Number of Employees 
100% to One Company, Total Assets, 
Number of Electric Retail Customers 
100% to One Company, Total Assets, 
Number of GL Transactions 
Number of Employees, Total Assets, 
Number of Electric Retail Customers 
Number of Employees, AEPSC Bill less 
Indir and Int, AEPSC Past 3 Months 
Total Bill 
Total Assets, Total Fixed Assets, 
Number of Electric Retail Customers 
Number of Electric Retail Customers, 
100% to One Company, Total Fixed Assets 
100% to One Company, Number of Electric 
Retail Customers, Number of CIS 
Customers Mail 
100% to One Company, MW Generating 
Capability, Number of Employees 
Number of Employees, AEPSC Past 3 
Months Total Bill, 100% to One Company, 
Total Assets, AEPSC Bill less Indir and 
Int, Payroll - AEPSC less Indir & Int 
Total Assets, Number of Employees, 100% 
to One Company 
Tons of Fuel Acquired, 100% to One 
Company, MW Generating Capability 
MW Generating Capability, Level of 
Construction-Production, 100% to One 

Section 

Appendix 
Subject 
LIST OF PRIMARY ATTRIBUTION BASES 
BY FUNCTION 

GBS UST USTI Rata Services 

SUMMARY 

Company 
100% to One Company, Payroll - MW 

The following table identifies the primary 
attribution bases that are associated with 
the listed functions. 

Date 
September 10, 2009 I 
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Document 
Number 

GROUP/FUNCTION 

Generation 

Generation-Fossil & Hydro 

Engineering Project & Field 
Services 

Information Technology 

Investor Relations 

Legal GC/Administration 

Nuclear 

- 

Policy, Finance and 
Strategic Planning 
Regulatory Services 

Risk 

Shared Services 

Transmission 

Treasury 

Utility Operations 

Utilities - East 

Utilities - West 

ost 

P R I M A R Y  A T T R I B U T I O N  BASES 
Generating Capacity, AEPSC Past 3 
Months Total Bill 
MW Generating Capability, Level of 
Construction-Production, Number of 
Stores Transactions 
100% to One Company, MW Generating 
Capability, Total Assets 
100% to One Company, Level of 
Construction-Production, MW Generating 
Capability 
Total Assets, Number of Electric Retail 
Customers, MW Generating Capability 
Total Assets, 100% to One Company, 
Number of Employees 
100% to One Company, Total Assets, 
Number of Employees 
100% to One Company, AEPSC Past 3 
Months Total Bill, MW Generating 
Capability 
Total Assets, 100% to One Company, 
Total Fixed Assets 
Total Assets, Number of Trans Pole 
Miles, 100% to One Company 
Total Fixed Assets, AEPSC Past 3 Months 
Total Bill, 100% to One Company 
Total Assets, AEPSC Bill less Indirect 
and Interest, 100% to One Company 
100% to One Company, Level of 
Construction-Transmission, Number of 
Transmission Pole Miles 
Total Assets, AEPSC Past 3 Months Total 
Bill, 100% to One Company 
Total Assets, Number of Employees, 
Number of Phone Center Calls 
Total Assets, 100% to One Company, 
Number of Employees 
Total Assets, 100% to One Company, 
Total Fixed Assets 

Section 

Aimendix 
Subject 
LIST OF PRIMARY ATTRIBUTION BASES 
BY FUNCTION 

Date 
September 10, 2009 
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Document 
Number 99-00-06 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

SUMMARY The following table is a listing of the 
affiliate contracts with each electric 
utility in the AEP System. 

COMPANY NAME 
AEP Texas 
Central 
Company 
(Formerly 
Central 
Power and 
Light) 

DATE 
07/01/93 
07/29/97 
10/29/99 
06/16/00 

06/16/00 

06/01/99 
03/30/99 

08/03/95 

04/26/85 

11/17 / 97 

06/15/00 
06/15/00 
03/26/99 

01/01/97 
06/15/00 
07/29/97 

12/09/04 

12/18/02 
06/01/96 

CONTRACT 
Rail Car Lease Agreement(West) 
Rail Car Maintenance Facility Agreement 
(West) 
Transmission Coordination Agreement (West) 
Amended and Restated Purchase Agreement 
Between CSW Credit, Inc. and Affiliate (West) 
Comp a n i e s 
Amended and Restated Agency Agreement Between 
CSW Credit, Inc. and Affiliate (West) 
C omp an i e s 
CSW System General Agreement 
Interconnection Agreement Between CP&L and 
Frontera Generation Limited 
East HVDC Interconnection Facilities Use and 
Maintenance Agreement 
Oklaunion Unit No. 1 Construction ownership 
and Operating Agreement 
Amended and restated South Texas Project 
participation agreement between City of San 
Antonio, CP&L, Houston Lighting and Power 
Co., City of Austin & STP Nuclear Operating 
Company (as Operator) 
System Integration Agreement 
System Transmission Integration Agreement 
Electric Service Contract between Frontera 
General Limited Partners and Central Power 
and Light 
CSW Operating Agreement 
AEP Co. Inc. and its Consolidated Affiliated 
Tax Agreement regarding methods of allocated 
Consolidated Income Tax 
AEP System Amended and Restated Utility Money 
Pool Agreement 
AEP System Utility Money Pool Agreement 
General Pole Attachment Agreement between 
CP&L and C3 Communications (formerly CSW 

Date 
March 2 1 ,  2009 rage 



I 

I 

ICPSC Case No. 2009-00159 
Pursuant to KRS 278.2203 (4)(a) and ICRS 278.2205 (6) 
Page 266 of 281 

99-00-06 Document 
Number 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

I COMPANY N m  

AEP Texas 
North 
Company 
(Formerly 
West Texas 
Utilities) 

DATE 
07/08/99 

10/29/99 

06/15/00 

06/04/97 

07/01/96 

07/01/93 
10/29/99 

06/16/00 

06/16/00 

06/01/99 
12/22/97 

09/14/88 

04/26/85 

06/15/00 
06/15/00 
01/01/97 
06/15/00 

12/09/04 

CONTRACT 
Communications, Inc.) 
Memorandum of Understanding (West) Between C3 
Communications Inc and Public Service Company 
of Oklahoma, Southwestern Electric Power 
Company, Central Power and Light, and West 
Texas Utilities 
Transmission Coordination Agreement/West 
Regulated Companies 
AEP System Tax Agreement 

Abilene/San Angelo Fiber System Agreement 
between C3 Communications (Formerly CSW 
Communications) and West Texas Utilities 
Company 
Pole Attachment License Agreement (West) 
between West Texas and C3 Communications 
(Formerly CSW Communications) 
Rail Car Lease Agreement(West) 
Transmission Coordination Agreement (West) 

Amended and Restated Purchase Purchase 
Agreement between CSW Credit, Inc. and 
Affiliate (West) Companies 
Amended and Restated Agency Agreement between 
CSW Credit, Inc. and Affiliate (West) 
Comp an i e s 
CSW System General Agreement 
Energy Conservation Measure Utility/Energy 
Service Company Agency Agreement 

Oklaunion HVDC Project Construction, 
Ownership and Operating Agreement 
Oklaunion Union No 1 Construction, Ownership 
and Operating Agreement 
System Integration Agreement 
System Transmission Integration Agreement 
CSW Operating Agreement 
American Electric Power Company, Inc. and 
it’s Consolidated Affiliated Tax Agreement 
regarding methods of allocated consolidated 
Income Tax 
AEP System Amended and Restated Utility Money 

- 

Regulated Companies 

Date 
March 2 1 ,  2 0 0 9  
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COMPANY NAME 

Appalachian 
Power 
Company 

DAIIE: 

06/26/01 

06/26/01 

06/15/00 

12/18/02 
07/18/02 

03/19/01 

10/30/01 
05/25/06 

07/30/87 
04/01/84 
07/30/87 
01/01/79 
09/15/80 

04/08/83 
01/01/98 
05/01/86 

03/01/78 

08/14/48 

12/01/76 
09/27/96 

03/04/98 

CONTRACT 
Pool Agreement 
Interconnection Agreement Between West Texas 
Utilities Company and Indiana Mesa Power 
Partners I1 LP 
Interconnection Agreement Between West Texas 
Utilities Company and Indiana Mesa Power 
Partners I LP 
AEPSC Service Agreement with West Texas 
Utilities Company 
AEP System Utility Money Pool Agreement 
Memorandum of understanding (West)between C3 
Communications, Inc. and Public Service of 
Oklahoma, Southwestern Electric, Central 
Power and Light and West Texas 
Interconnection Agreement/Indian Mesa Power 
Partners, LP (Desert Sky) 
Construction Agreement/Trent Wind Farm LP 
Purchase and Sale Agreement between CSW Power 
Marketing, LLC 

Interconnection Agreement 
Transmission Agreement 
Mutual Assistance Agreement 
Central Machine Shop Agreement 
Putnam Coal Transfer Agreement between APCo 
and OPCo 
AEP Pro Serv, Inc. (Formerly AEP Resources) 
Appalachian Power & Ohio Power (Sporn Plant) 
Barge Transportation Agreement/Ohio Power 
Company, AEP Generating Company, River 
Transportation Division of I&M 
Indenture Between APCo and Southern 
Appalachian Coal Company 
Coal Supply Agreement Between APCo and 
Central Appalachian Coal 
Indenture Between APCo and Cedar Coal 
AEP Energy Service, Inc. (Formerly AEP Energy 
Solutions) in a separate agreement with 
affiliate companies 
AEP Communications, LLC with Affiliate 
Comp an i e s 

Date 
March 2 1 ,  2009 l P a g e  
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N (1 m ber 99-00-06 

ost Allocation Section 

all ADD end i x 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAME: DATE: 
06/01/78 
04/01/82 

04/01/82 
03/01/98 

03/01/98 

03/06/97 

10/03/83 

06/16/00 

06/16/00 

06/15/00 
06/15/00 
03/04/98 

03/04/98 

01/27/98 

01/27/98 

02/12/98 

06/15/00 

08/11/41 

12/09/04 

06/21/96 

12/13/00 

CONTRACT 
Racine Hydro Operating Agreement 
AEP Rail Car Use Agreement 

Rail Car Maintenance Agreement 
Pole Attachment License Agreement (EAST) 
between AEP Operating Companies and AEP 

Master Site Agreement (East) with AEP 
Operating Companies and AEP Communications 
LLC 
Agreement Between Appalachian Power Company 
and AEP Energy Services Inc. 
Agreement Between Appalachian Power Company 
and AEP Pro Service (Formerly AEP Energy 
Services 
Purchase Agreement Between CSW Credit and 
it’s affiliate client companies 
Agency Agreement Between CSW Credit and it’s 
affiliated client companies 
System Integration Agreement 
System Transmission Integration Agreement 
Agreement Between Appalachian Power Company 
and AEP Communications 
Agreement between AEP Communications LLC and 
Appalachian Power Company 
Agreement between Appalachian Power, Wheeling 
Power and AEP Communications 
Agreement between AEP Communications, LLC 
Appalachian Power Company and Wheeling Power 
Fiber Optic Agreement (East) with AEP 
Communications 
American Electric Power and it‘s consolidated 
Affiliated Tax Agreements regarding methods 
of allocating consolidated income taxes 
Land Purchase Contract between APCo and the 
Franklin Real Estate Company 
AEP System Amended and Restated Utility Money 
Pool Agreement 
AEP Modifications No. 1 AEP System Interium 
Allowance Agreement 
Contract number C-11031 Between AEPSC, as 

Communications LLC 

Date 
March 2 1 ,  2009 

I Page 
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COMPANY N .  

Columbus 
Southern 
Power 
Company 

DATE 
12/31/96 
06/15/00 
05/04/04 
12/18/02 
02/15/0S 

02/15/05 

01/01/05 

06/13/08 
061 19/08 

06/19/08 

06/27/08 
06/27/08 
06/27/08 
09/08/08 

12/09/04 

04/27/87 
04/01/84 
07/30/87 
04/08/83 

08/01/86 

CONTRACT 
agent and Sun Technical 
Affiliated Transactions Agreement 
AEPSC Service Agreement with Appalachian 
Power 
Arrangement for the use of the Amos Simulator 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Purchase Agreement 
between AEP Credit and Appalachian Power 
Company 
Third Amended and Restated Agency Agreement 
between AEP Credit and Appalachian Power 
AEP Co, Inc. and it's Consolidated Affiliate 
Tax agreement regarding methods of Allocating 
Consolidated Income Taxes. 
Agreement between APCO and AEPSC 
Amendment No 2 to the Third Amended and 
Restated Purchase Agreement between AEP 
Credit and Appalachian Power 
Amendment No 2 to the Third Amended and 
Restated Agency Agreement between AEP Credit 
and Appalachian Power 
Gypsum Agreement 
AEP System Rail Car Use Agreement 
Rail Car Use Agreement 
Amendment No. 1 and Consent to AEP System 
Rail Car Use Agreement 

Money Pool  Agreement, Amended and Restated 
Agreement 
Interconnection Agreement 
Transmission Agreement 
Mutual Assistance Agreement 
AEP Pro Serv, Inc. (Formerly AEP Resources 
Service Company, AEP Energy Services, Inc. in 
separate agreements with Wheeling Power, 
Columbus Southern Power, Indiana Michigan 
Power, Kentucky Power, Kingsport Power, Ohio 
Power and Appalachian Power Company 
Amended Coal Washing Agreement/Conesville 
Coal Preparation 

Date 
March 2 1 ,  2009 
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Subject 
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COMPANY N U  DATE 
01/01/97 

03/04/98 

03/01/98 

03/01/98 

09/27/96 

04/08/83 

06/16/00 

06/16/00 

06/15/00 
06/15/00 
02/12/98 

02/12/98 

02/12/98 
06/15/00 

02/05/81 

12/09/04 

06/21/96 

12/13/00 

12/31/96 

05/04/04 
06/15/00 

12/18/02 
02/15/05 

CONTRACT 
Amendment 1 to the Amended Coal Washing 
Agreement 
AEP Communications LLC with Affiliate 
C omp an i e s 
Pole Attachment License Agreement/AEP 

Master Site Agreement (East) with AEP 
Operating Companies and AEP Communication LLC 
Agreement between Columbus Southern Power and 
AEP Energy Services 
Agreement between Columbus Southern Power and 
AEP ProServ 
Purchase Agreement between AEP Credit and 
it's affiliates 
Agency Agreement between AEP Credit and it's 
affiliates 
System Integration Agreement 
System Transmission Integration Agreement 
Agreement between Columbus Southern Power, 
Ohio Power and AEP Communications, LLC 
Agreement between AEP Communication, Columbus 
Southern Power and Ohio Power Company 
Fiber Optic Agreement/AEP Communications 
AEP Co, Inc. and it Consolidated Affiliate 
Tax Agreements regarding methods of 
Allocation Consolidated Income Taxes 
Purchase Contract Agreement between Columbus 
Southern Power and Franklin Real Estate 
AEP System Amended and Reinstated Utility 
Money Pool Agreement 
AEP Modifications No. 1 AEP System Interim 
Allowance Agreement 
Contract Number C-11031 between AEP as Agent 
and Sun Technical Services Inc. 
Affiliate Transaction Agreement (East 
Companies) 
Arrangement for the use of the Amos Simulator 
AEPSC Service Agreement with Columbus 
Southern Power 
AEP System Utility Money Pool Agreement 
Third Amended and Reinstated Purchase 

Communications LLC 

March 2 1 ,  2009 
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Section 
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LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAME 

Indiana 
Michigan 
Power 
Company 

DATE 

02/15/05 
01/01/05 

01/01/79 

08/14/07 

04/27/87 
04/01/84 
07/30/87 
04/08/83 
05/01/86 
03/01/82 
10/21/85 

09/27/96 
03/04/98 

04/01/82 
04/01/82 
03/01/98 
03/01/98 

06/17/83 
09/27/96 

04/08/83 

06/16/00 

06/16/00 

CONTRACT 
Agreement between AEP Credit and Columbus 
Southern Power 
Third Amended and Restated Agency Agreement 
between AEP Credit and Columbus Southern 
Power, American Electric Power Company, Inc. 
and its consolidated affiliate tax agreements 
regarding methods of allocating consolidated 
income taxes 

Central Machine Shop Agreement/Appalachian 
Power 
Unit Power Agreement between AEP Generating 
Company (Lawrenceburg) and Columbus Southern 
Power Company 

Interconnection Agreement 
Transmission Agreement 
Mutual Assistance Agreement 
AEP P r o  Serv, Inc. 
Barge Transportation Agreement and Appendix A 
Coal Supply Agreement/Blackhawk Coal 
Amendment to Coal Supply Agreement/Blackhawk 

AEP Energy Services, Inc. 
AEP Communications, LLC with Affiliate 
Companies 
AEP Rail Car Use Agreement 
Rail Car Maintenance Agreement 
Pole Attachment License Agreement (East) 
Master Site Agreement (East) with AEP 
Operating Companies and AEP Communications 
Cook Coal Terminal Coal Transfer Agreement 
Agreement Between Indiana Michigan Power and 
AEP Communications 
Agreement Between Indiana Michigan Power and 
AEP ProServ 
Purchase Agreement Between CSW Credit and 
it’s Affiliate Client Companies 
Agency Agreement Between CSW Credit and it’s 
Affiliate Client Companies 

Coal 

Date 
March 2 1 ,  2009 
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Dacurnent 
Number 99-00-06 

Sectian 

ADnendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAME DATE: 
02/15/99 

04/01/99 

12/14/98 

06/15/00 
06/15/00 
10/14/98 

10/14/98 

02/12/98 
06/15/00 

04/30/48 

04/04/50 

12/09/04 

01/01/01 

06/21/96 

12/31/96 

04/21/04 

05/04/04 

05/04/04 
05/04/04 

05/04/04 

CONTRACT 
Contract Number B-10024 Between Indiana 
Michigan Power and Sun Technical Services Inc 
Master Services Agreement - Contract 10047 
between Indiana Michigan Power and Sun 
Technical Services Inc. 
Contract Number A-8709 Between Indiana 
Michigan Power and Sun Technical Services, 
Inc. 
System Integration Agreement 
System Transmission Integration Agreement 
Agreement Between Indiana Michigan Power and 
AEP Communications, Inc. 
Agreement Between AEP Communications and 
Indiana Michigan Power 
Fiber Optic Agreement/AEP Communications 
American Electric Power Company, Inc. and 
it’s Consolidated Affiliated Tax Agreement 
regarding methods of Allocating Consolidated 
Income Taxes 
Purchase Contract between Indiana Franklin 
Realty, Inc. 
Purchase Contract between The Franklin Real 
Estate Company. 
AEP System Amended and Restated Utility Money 
Pool Agreement 
Master Services Agreement - Contract (211059 
Between Indiana and Michigan Power Company 
and Sun Technical 
AEP Modifications No. 1 AEP System Interim 
Allowance Agreement 
Affiliated Transactions Agreement (East 
Companies) 
Agency Agreement Between CSW Credit and 
Indiana Michigan Power Company 
Unit Power Agreement Amendment No 1 between 
I&M and AEP 
Arrangement for the use of the Amos Simulator 
Fiber Optic Agreement Between AEP 
Communications, LLC and I&M 
Unit 2 Operating Agreement between I&M and 
AEG 

Date 
March 2 1 ,  2 0 0 9  rage 
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Document 
Number 99-00-06 

Section ca 
Atmendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAME: 

Kentucky 
Power 
Company 

DATE 
06/15/00 

12/18/02 
02/15/05 
02/15/05 
06/15/00 

08/08/07 

06/27/08 
06/27/08 
09/08/08 

01/01/79 

10/14/98 

10/14/98 

04/27/87 
04/01/84 
07/30/87 
04/08/83 
09/27/96 
03/04/98 

03/01/98 

03/01/98 

07/07/83 
06/16/00 

06/16/00 

06/15/00 
06/15/00 
11/18/97 

CONTRACT 
AEPSC Service Agreement with Indiana Michigan 
Power Company 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Purchase Agreement 
Third Amended and Restated Agency Agreement 
AEP Co. Inc. and it’s Consolidated Affiliated 
Tax Agreement regarding methods of Allocating 
Consolidated Income Taxes 
Indiana Michigan Power Company & AEP 
Generating Company Operation and Maintenance 
Agreement 
AEP System Rail Car Use Agreement 
Rail Car Use Agreement 
Amendment No 1 and Consent to AEP System Rail 
Car Agreement 

Central Machine Shop Agreement/Appalachian 

AEP Communications & Wheeling Power 
(Operating Company as Client) 
AEP Communications & Wheeling Power (AEP 
Communications as Client) 
Interconnection Agreements 
Transmission Agreement 
Mutual Assistance Agreement 
AEP Pro Serv, Inc. 
AEP Energy Services, Inc. 
AEP Communications, LLC with Affiliate 
Comp an i e s 
Pole Attachment License Agreement/AEP 
Communications LLC 
Master Site Agreements (East) With AEP 
Operating Companies 
Agreement Between Kentucky Power and ProServ 
Purchase Agreement between AEP Credit and 
it‘s Affiliate Client Companies 
Agency Agreement between AEP Credit and it’s 
Affiliated Client Companies 
System Integration Agreement 
System Transmission Integration Agreement 
Agreement between AEP Communications, LLC and 

Power 

Date 
March 2 1 ,  2009 
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99-00-06 Document 
Number 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAMF: 

Kingspor t 
Power 
Company 

DATE: 

11/18/97 

02/12/98 

06/15/00 

06/07/63 

03 / 3 1 / 7 5 

12/09/04 

06/21/96 

12/09/04 

05/04/04 
06/15/00 
12/18/02 
02/15/05 

02/15/05 

01/01/05 

01/01/79 

07/30/87 
04/07/83 
09/27/96 

03/01/98 

09/27/96 

CONTRACT 
Kentucky Power 
Agreement between Kentucky Power and AEP 
Communications, LLC 
Fiber Optic Agreement (East) with AEP 
Communications 
AEP Co. Inc. and it's Consolidated Affiliated 
Tax Agreement regarding methods of Allocating 
Consolidated Income Taxes 
Purchase Contract between KPCO and The 
Franklin Real Estate Company 
Purchase Contract between KPCO and Indiana 
Franklin Realty, Inc. 
AEP System Amended and Restated Money Pool 
Agreement 
AEP Modifications No. 1 AEP System Interim 
Allowance Agreement 
Affiliated Transactions Agreement (East 
Companies) 
Arrangement for the Use of the Amos Simulator 
AEPSC Service Agreement with Kentucky Power 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Purchase Agreement 
Between AEP Credit and Kentucky Power 
Third Amended and Restated Agency Agreement 
Between AEP Credit and Kentucky Power 
American Electric Power Company, Inc. and 
it's Consolidated Affiliated Tax Agreement 
regarding methods of Allocating Consolidated 
Income Taxes 
Central Machine Shop Agreement/Appalachian 
Power 

Mutual Assistance Agreement 
AEP Pro Serv, Inc. (Formerly AEP Resources) 
AEP Energy Services, Inc. (Formerly AEP 
Energy Services) 
Master Site Agreement (East) with AEP 
Operating Companies 
Agreement Between Kingsport Power Company and 
AEP Energy Services 

Date 
March 2 1 ,  2009 
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Dacurnent 
Number 99-00-06 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAM;G 

Ohio Power 
Company 

DATE: 
07/07/83 

06/16/00 

06/16/00 

06/15/00 

01/01/72 

12/09/04 

12/31/96 

06/15/00 
12/18/02 
02/15/05 

02/15/05 

01/01/05 

01/01/79 

04/27/87 
04/01/84 
07/30/87 
09/15/90 

04/08/83 
01/01/98 
05/01/86 
02/01/74 

09/27/96 
03/04/98 

CONTRACT 
Agreement Between Kingsport Power Company and 
AEP ProServ 
Purchase Agreement Between CSW Credit and 
Affiliate Client Companies 
Agency Agreement Between CSW Credit and 
Affiliate Client Companies 
AEP Co, Inc and it's Consolidated Affiliate 
Tax Agreement regarding methods of Allocating 
Consolidated Income Tax 
Purchase Contract Between KGPCO and Indiana 
Franklin Realty, Inc. 
AEP System Amended and Restated Utility Money 
Pool Agreement 
Affiliate Transactions Agreement (East 
Companies) 
AEPSC Service Agreement with Kingsport Power 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Purchase Agreement 
Between AEP Credit and Kingsport Power 
Third Amended and Restated Agency Agreement 
Between AEP Credit and Kingsport Power 
American Electric Power Company, Inc. and 
it's Consolidated Affiliate Tax Agreement 
regarding methods of Allocating Consolidated 
Income Taxes 
Central Machine Shop Agreement/Appalachian 
Power 
Interconnection Agreement 
Transmission Agreement 
Mutual Assistance Agreement 
Putnam Coal Transfer Agreement Between APCo 
and OPCo 
AEP Pro Serv, Inc. (Formerly AEP Resources) 
Appalachian Power & Ohio Power (Sporn Plant) 
Barge Transportation Agreement and Appendix A 
Supplemental Indenture OPCo, Ohio Electric, 
Southern Ohio Electric Co. (Relating to 
Delivery of Coal from Meigs 
AEP Energy Services, Inc. 
AEP Communications, LLC with Affiliated 
C omrsan i e s 

Date 
March 2 1 ,  2009 
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Document 
Number 99-00-06 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMP24NY N m  DATE 
07/2 6/73 
06/01/78 
04/01/82 
04/01/82 
10/01/72 

04/01/83 

03/01/98 

03/01/98 

06/17/83 
09/27/96 

04/08/83 

06/16/00 

06/16/00 

06/15/00 
06/15/00 
02/12/98 

02/12/98 
06/15/00 

08/11/41 

11/25/70 

12/09/04 

06/21/96 

12/31/96 

05/04/04 

CONTRACT 
Buckeye Power Agreement 
Racine Hydro Operating Agreement 
AEP Rail Car Use Agreement 
Rail Car Maintenance Agreement/APCO & I&M 
Indenture Agreement Between Ohio Power and 
Southern Ohio Coal 
Amended and Restated Coal Supply Agreement 
between Ohio Power and Central Ohio Coal 
Pole Attachment License Agreement/AEP 
Communications LLC 

Master Site Agreement (East) with AEP 
Operating Companies 
Cook Coal Terminal Coal Transfer Agreement 
Agreement between Ohio Power Company and AEP 
Energy Services 
Agreement between Ohio Power Company and AEP 
Pro Serv, Inc 
Purchase Agreement Between CSW Credit and 
Affiliate Client Companies 
Agency Agreement Between CSW Credit and 
Affiliate Client Companies 
System Integration Agreement 
System Transmission Integration Agreement 
Agreement Between Columbus Southern Power, 
Ohio Power and AEP Communications 
Fiber Optic Agreement/AEP Communications 
American Electric Power Company, Inc. and its 
Consolidated Affiliate Tax Agreement 
regarding Methods of Allocating Consolidated 
Income Taxes 
Land Purchase Contract/Franklin Real Estate 
Company 

Purchase Contract/Indiana Franklin Realty, 
Inc. 
AEP System Amended and Restated Utility Money 
Pool Agreement 
AEP Modifications No. 1 AEP System Interim 
Allowance Agreement 
Affiliated Transactions Agreement (East 
Companies) 
Arransement for the Use of the Amos Simulator 

Date 
March 2 1 ,  2 0 0 9  
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Document 
Number 99-00-06 

OS ti Section 

an Annendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAME 

Public 
Service 
Company of 
Oklahoma 

DATE 
06/15/00 
12/18/02 
02/15/05 
02/15/05 
06/15/00 

06/27/08 

06/27/08 
06/27/08 
09/08/08 

01/01/79 

07/26/73 

07/01/93 
07/29/97 
10/29/99 
06/16/00 

06/16/00 

06/01/99 
08/03/95 

09/14/88 

04/26/85 

06/15/00 
06/15/00 
01/01/97 
06/15/00 

07/16/01 

07/16/01 

07/16/01 

CONTRACT 
AEPSC Service Agreement with Ohio Power 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Purchase Agreement 
Third Amended and Restated Agency Agreement 
AEP Co, Inc and It’s Consolidated Affiliate 
Tax Agreement regarding methods of Allocating 
Consolidated Income Taxes 
Gypsum and Purge Stream Waste Disposal 
Agr eemen t 
AEP System Rail Car Use Agreement 
Rail Car Use Agreement 
Amendment No 1 and Consent to AEP System Rail 
Car Use Agreement 
Central Machine Shop Agreement/Appalachian 
Power 
Amos Unit No.3 

Rail Car Lease Agreement(West) 
Rail Car Maintenance Facility Agreement 
Transmission Coordination Agreement(West) 
Amended and Restated Purchase Agreement 
Between CSW Credit and it’s Affiliates 
Amended and Restated Agency Agreement between 
CSW Credit and it‘s Affiliates 
CSW System General Agreement 
East HVDC Interconnection Agreement/West 

Oklaunion HVDC Project Construction, 
Ownership and Operating Agreement 
Oklaunion Unit No. 1 Construction, Ownership 
and Operating Agreement 
System Integration Agreement 
System Transmission Integration Agreement 
CSW Operating Agreement 
American Electric Power Company, Inc. and its 
Consolidated Affiliate Tax Agreements 
Master Site Agreement Between Public Service 
Company of Oklahoma and C3 Communications 
Fiber Optic Agreement Between C3 
Communication and Public Service Company 
Agreement between C3 Communications and 

Regulated Companies 

D a t e  
March 2 7 ,  2009 IPage 13 
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99-00-06 
Document 
Number 

Section 

anual Append ix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY N m  

Southwestern 
Electric 
Power 
Company 

DATE 

12/09/04 

06/15/00 

07/25/03 

07/25/03 

12/21/01 
11/16/04 

12/18/02 
12/18/02 
12/18/02 
01/01/05 

0.5 / 0 1 / 0 6 
09/08/08 

07/08/09 

01/30/08 
01/30/08 
01/09/04 

05/31/01 
07/01/93 
07/29/97 

10/29/99 
06/16/00 

06/16/00 

06/01/99 
08/03/95 

06/15/00 

CONTRACT 
Public Service Company of Oklahoma 
AEP System Amended and Restated Money Pool 

AEPSC Service Agreement with Public Service 
Company of Oklahoma 
Second Amended and Restated Agency Agreement 
between AEP Credit and Public Service Company 
of 0 kl ahoma 
Second Amended and Restated Purchase 
Agreement between AEP Credit and Public 
Service Company of Oklahoma 
Operating Agreement-PSO, SWEPCO, AEPSC 
Interconnection Agreement (Ercot Generation) 
Between AEPTN and PSO 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Agency Agreement 
Third Amended and Restated Purchase Agreement 
American Electric Power Company, and it's 
Consolidated Tax Affiliates 
Operating Agreement PSO, SWEPCO and AEPSC 
Amendment No 1 and consent to AEP System Rail 
Car Use Agreement 
Memorandum of Understanding (West) Between C3 
Communications, Inc., Public Service Company 
of Oklahoma, Southwestern Electric Power 
Company, Central Power and Light, and West 
Texas Utilities. 

Agreement 

Lignite Mining Agreement 
Rail Car Lease Agreement (West) 
Rail Car Maintenance Facility Agreement 
(West) 
Transmission Coordination Agreement (West) 
Amended and Restated Purchase Agreement 
Between CSW and Affiliate (West) Companies 
Amended and Restated Agency Agreement Between 
CSW Credit and it's Affiliate Agreements 
CSW System General Agreement 
East HVDC Interconnection Use and Maintenance 
Agreement 
System Integration Agreement 

Date 
March 21, 2009 
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Document 
Number 99-00-06 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAMF DATE 
06/15/00 
01/01/97 
06/15/00 

07/16/01 

07/16/01 

07/16/01 

07/16/01 

12/09/04 

08/06/02 

06/15/00 

07/25/03 

07/25/03 

12/21/01 
12/18/02 
02/15/05 

02/15/05 

01/01/05 

05/01/06 
09/08/08 

07/08/99 

CONTRACT 
System Transmission Integration Agreement 
CSW Operating Agreement 
American Electric Power Company, Inc. and its 

Master Site Agreement Between Southwestern 
Electric Company and C3 Communications 
Fiber Optic Agreement Between C3 
Communications, Inc. and Southwestern 
Electric Power Company 
Agreement Between C3 Communications, Inc. and 

Agreement Between Southwestern Electric Power 

AEP System Amended and Restated Utility Money 
Pool Agreement 
Interconnection Agreement Between SWEPCo and 
Eastex Cogeneration LP 
AEPSC Service Agreement with Southwest Power 

Second Amended and Restated Agency Agreement 
Between AEP Credit and SWEPCo 
Second Amended and Restated Purchase 

Operating Agreement PSO, SWEPCo, AEPSC 
AEP System Utility Money Pool Agreement 
Third Amended and Restated Purchase Agreement 
Between AEP Credit and Southwestern Electric 
Power 

Between AEP Credit and Southwestern Electric 
Power 

American Electric Power Company, Inc. and Its 
Consolidated Affiliated Tax Agreements 

Operating Agreement PSO, SWEPCO, AEPSC 
Amendment No 1 and Consent to AEP System Rail 

Memorandum of Understanding (West) Between C3 

Consolidated Affiliates Tax Agreements 

Southwestern Electric Power Company 

Company and C3 Communications 

Electric 

Agreement Between AEP Credit and SWEPCo 

Third Amended and Restated Agency Agreement 

Car Use 

Communications, Public Service Company, 

Date 
March 2 1 ,  2009 
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Document 
Number 99-00-06 

Section 

ADD end i x 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

-. 
COMPANY N B  - 
Wheeling 
Power 
Company 

DATE 
08/11/41 

07/01/96 

07/01/93 
10/29/99 
06/16/00 

06/16/00 

06/01/99 
12/2 2/97 

09/14/88 

04/26/85 

06/15/00 
06/15/00 
01/01/97 
06/15/00 

12/09/04 

06/26/01 

06/2 6/01 

06/15/00 

12/18/02 
07/08/99 

01/01/79 

CONTRACT 
Land Purchase Contract/The Franklin Real 

Pole Attachment License Agreement/AEP 

Railcar Lease Agreement (West) 
Transmission Coordination Agreement (West) 
Amended and Restated Purchase Agreement 
between CSW Credit and Affiliate (West) 
Companies 

Amended and Restated Agency Agreement Between 
CSW Credit and Affiliate (West) Companies 

CSW System General Agreement 
Energy Conservation Measure Utility/Energy 
Service Company Agency Agreement 
Oklaunion HVDC Project Construction, 
Ownership and Operating Agreement 
Oklaunion Unit No 1 Construction, Ownership 
and Operating 
System Integration Agreement 
System Transmission Integration Agreement 
CSW Operating Agreement 
American Electric Power Company, Inc. and 
it's Consolidated Affiliated Tax Agreement 

Regarding Methods of Allocating Taxes 
AEP System Amended and Restated Utility Money 

Interconnection Agreement Between West Texas 
Utilities and Indian Mesa Power Partners I1 

Interconnection Agreement Between West Texas 
Utilities and Indian Mesa Power Partners I LP 
AEPSC Service Agreement with West Texas 
Utilities 
AEP System Utility Money Pool  Agreement 
Memorandum of Understanding (West) Between C3 

Oklahoma, Southwestern Electric Power 
Company, Central Power and Light Company and 
West Texas Utilities 
Central Machine Shop Agreement/Appalachian 
Power 

Estate Company 

Communications LLC 

Pool Agreement 

LP 

Communication, Public Service Company of 

l a t e  
March 2 7 ,  2 0 0 9  I P a g e  1 6  



ICPSC Case No. 2009-00459 
Pursuant to ICRS 278.2203 (4)(a) and ICRS 278.2205 (6) 
Page 281 of281 

99-00-06 Dacument 
Number 

Section 

Appendix 
Subject 

LIST OF AFFILIATE CONTRACTS BY COMPANY 

COMPANY NAME: 

Electric 
Transmission 
Texas 

PATH West 
Virginia 
Transmission 
Company 

D A m  
10/03/83 
07/30/87 
12/31/96 
01/09/97 
01/27/98 

01/27/98 

01/27/98 
08/15/08 
--/--./-- 
12/09/04 
12/21/07 

09/01/07 

March 2 1 ,  2009 

CON!l'RACT 
AEP Pro Serv, Inc. 
Mutual Assistance Agreement 
Affiliated Transactions Agreement 
AEP Energy Services, Inc. 
AEP Communications (Operating Company as 

AEP Communications (AEP Communications as 

Fiber Optic AgreementlAEP Communications 
AEPSC Service Agreement 
AEP System Tax Agreement 
Money Pool Agreement, Amended and Restated 
Electric Transmission Texas Service Agreement 

Client) 

Client) 

PATH West Virginia Transmission Company 
Service Agreement 
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GLOSSARY OF TERMS 
When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

- Term 

AEGCo 
AEP or Parent 
AEP East companies 
AEP Power Pool 

AEP System 

AEP West companies 
AEPSC 

ALJ 
AOCI 
APCo 
APSC 
CAA 
CSPCo 
CSW 

CSW Operating Agreement 

DETM 
EITF 
EITF 06- 10 

FASB 
Federal EPA 
FERC 
FIN 
FIN 46R 
FSP 
GAAP 
I&M 
KPCo 
KPSC 
MISO 
MME3tu 
MTM 
OCC 
OPCo 
OPEB 
PSM 
PSO 
PUCT 
Risk Management Contracts 

RTO 
SECA 

Meaning 

AEP Generating Company, an AEP electric utility subsidiary. 
American Electric Power Company, Inc. 
APCo, CSPCo, E M ,  KPCo and OPCo. 
Members are APCo, CSPCo, I&M, KPCo and OPCo. The Pool shares the generation, cost of 

generation and resultant wholesale off-system sales ofthe member companies. 
American Electric Power System, an integrated electric utility system, owned arid operated by 

AEP’s electric utility subsidiaries. 
PSO, SWEPCo, TCC and TNC. 
American Electric Power Service Corporation, a service subsidiary providing management and 

Administrative Law Judge. 
Accumulated Other Comprehensive Income. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Arkansas Public Service Commission. 
Clean Air Act. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21, 2003, the legal 

name of Central and South West Corporation was changed to AEP Utilities, Inc.). 
Agreement, dated January 1, 1997, by and among PSO, SWEPCo, TCC and TNC governing 

generating capacity allocation, This agreement was amended in May 2006 to remove 
TCC and TNC. AEPSC acts as the agent. 

professional services to AEP and its subsidiaries. 

Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
EITF Issue No. 06-1 0 “Accounting for Collateral Assignment Split-Dollar Life Insurance 

Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FIN 46R, “Consolidation of Variable Interest Entities.” 
FASB Staff Position. 
Accounting Principles Generally Accepted in the United States of‘ America. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Comiission. 
Midwest Independent Transmission System Operator. 
Million British Thermal Units. 
Mark-to-Market. 
Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 
Other Postretirement Benefit Plans. 
Pennsylvania -New Jersey - Maryland regional transmission organization. 
Public Service Company of‘ Oklahoma, an AEP electric utility subsidiary. 
Public Utility Commission of Texas. 
Trading and nontrading derivatives, including those derivatives designated as cash flow and fair 

Regional Transmission Organization. 
Seams Elimination Cost Allocation. 

Arrangements.” 

value hedges. 

ICPCo-i 



- Meaning .~~ Term 

SFAS 

SFAS 133 

SFAS 1.57 
S IA 
SWEPCO 
TCC 
TNC 
Utility Money Pool 

Statement of Financial Accounting Standards issued by the Financial Accounting Standards 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments 

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements.” 
System Integration Agreement. 
Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 

Board. 

and Hedging Activities.” 

KPCo-ii 



KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF INCOME 

For the Three Months Ended March 31,2009 and 2008 
(in thousands) 
(Unaudited) 

2009 - 
REVENUES 

Electric Generation, Transmission and Distribution $ 161,249 
Sales to AEP Affiliates 
Other 
TOTAL 

15,423 
1,761 

178.433 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 53,041 
Purchased Electricity for Resale 
Purchased Electricity from AEP Affiliates 
Other Operation 
Maintenance 
Depreciation and Amortization 
Taxes Other Than Income Taxes 
TOTAL 

8,6 17 
48,186 
12,03 8 
21,345 
12,807 
2,346 

158.380 

OPERATING INCOME 20,053 

Other Income (Expense): 
Interest Income 
Allowance for Equity Funds Used During Construction 
Interest Expense 

INCOME BEFORE INCOME TAX EXPENSE 12,771 

3,3 17 -- Income Tax Expense 

NET INCOME 

The conmon stock ojKPCo is wholly-owned by AEP 

$ 9,454 

2008 

$ 147,059 
20,053 

178 
167,290 - 

49,211 
3,766 

54,190 
15,508 
9,920 

11,958 
1,180 

145,733 
--- 

21,557 

1,288 
344 

(6,8551 

16,334 

5,190 - 
$ 11,144 

See Condensed Notes to Condensed Fiizancial Statements. 

KPCO-1 



KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLDER’S 

EQUITY AND COMPREHENSIVE INCOME (LOSS) 
For the Three Months Ended March 31,2009 and 2008 

(in thousands) 
(Unaudited) 

Accumulated 
Other 

Common Paid-in Retained comprehensive 
Stock Capital Earnings Income (Loss) Total 

DECEMBER 31,2007 

EITF 06-10 Adoption, Net of Tax of $197 
Common Stock Dividends 
TOTAL 

$ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

(365) . 

(2,500) 
384,104 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 11,144 11,144 
TOTAL COMPRF,HENSIVE INCOME 8,809 

Cash Flow Hedges, Net of Tax of $1,258 (2,335) (2,335) 

MARCH 31,2008 

DECEMBER 31,2008 

Common Stock Dividends 
TOTAL 

$ 50,450 $ 208,750 $ 136,862 $ (3,149) $ 392,913 

$ 50,450 $ 208,750 $ 138,749 $ 59 $ 398,008 

(6,750) 

COMPREHENSIVE INCOME 
Other Comprehensive Income, Net of Taxes: 
-- 

Cash Flow Hedges, Net of Tax of $134 249 249 

9,703 

MARC13 31,2009 $ 50,450 $ 208,750 $ 141,453 $ 308 $ 400,961 

NET INCOME 9,454 - 9,454 
TOTAL COMPREHENSIVE INCOME -~ - 

See Condensed Notes to Condensed Finai7cial Statements 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHXETS 

ASSETS 
March 31,2009 and December 31,2008 

(in thousands) 
(Unaudited) 

CURRENT ASSETS 
Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
Affiliated Companies 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Accrued Tax Benefits 
Regulatory Asset for Under-Recovered Fuel Costs 
Margin Deposits 
Prepayments and Other 
TOTAL 

--- PROPERTY, PLANT AND EQUIPMENT 
Electric: 

Production 
Transmission 
Distribution 

Other 
Construction Work in Progress 
Total 
Accumulated Depreciation and Amortization 
TOTAL - NET 

OTHER NONCURRENT ASSETS ~ 

Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges arid Other 
TOTAL 

2009 2008 

$ 676 $ 646 

17,976 24,214 
7,440 6,721 

133 83 
(1,158) ( 1,144) 
24.391 29.874 - 
27,154 29,440 
10,763 10,630 
14,658 13,760 
6,689 41 
9,940 9,953 
7,917 5,207 
2,591 5,710 

105,261 104,779 

539,736 533,998 
434,353 431,835 
541,428 528,711 
63,683 65,485 

46,650 35,580 
1,614,780 1,606,679 

487,768 476,568 
1,127,012 1,130,111 - 

- " ~ - -  

180,364 179,845 
12,967 10,860 

- 38,776 41,884 
232,107 232,589 

TOTAL ASSETS $ 1,463,898 $ 1,467,961 

See Condensed Notes to Conderised Financial Statements. 



KENTUCKY POWER COMPANY 

LIABILITIES A N D  SHAREHOLDER’S EQUITY 
March 31,2009 and December 31,2008 

(Unaudited) 

CONDENSED BALANCE SHEETS 

CURRENT LIABILITIES -- 
Advances from Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Other 
TOTAL 

2009 2008 
(in thousands) 

$ 157,290 $ 13 1,399 

_. 

45,980 35,584 
14,776 45,245 
7,640 6,3 16 

16,875 15,985 
8,486 11,903 

21,520 ~ 29,526 
272,567 275,958 

NONCURRENT LIABILITIES 
Long-term Debt -Nonaffiliated 398,597 398,555 

Long-term Risk Management Liabilities 6,024 5,630 
Deferred Income Taxes 264,648 259,666 
Regulatory Liabilities and Deferred Investment Tax Credits 37,526 46,135 
Deferred Credits and Other 63,575 64,009 

Long-term Debt - Affiliated 20,000 20,000 

TOTAL -- 790,370 793,995 

TOTAL LIABILITIES 1,062,937 - 1,069,953 

Commitments and Contingencies (Note 4) 

COMMON SHAREHOLDER’S EQUITY 
Common Stock - Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL 

TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY 

50,450 50,450 
208,750 208,750 
141,453 138,749 

59 
40096 1 398,008 

- 308 
- 

s 1,463,898 $ 1,467,96 1 

See Condensed Notes to Condensed Financial Statements 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CASH FLOWS 

For  the Three Months Ended March 31,2009 and 2008 
(in thousands) 
(Unaudited) 

- 2009 2008 
OPERATING ACTMTIES 

Net Income 
Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 
Deferred Income Taxes 
Allowance for Equity Funds Used During Construction 
Mark-to-Market of Risk Management Contracts 
Change in Other Noncurrent Assets 
Change in Other Noncwent Liabilities 
Changes in Certain Components of Working Capital: 

Accounts Receivable, Net 
Fuel, Materials and Supplies 
Accounts Payable 
Customer Deposits 
Accrued Taxes, Net 
Other Current Assets 
Other Current Liabilities 

Net Cash Flows from Operating Activities 

$ 9,454 $ 11,144 

12,807 11,958 
10,516 (979) 

22 (344) 
(906) (749) 

2,883 (888) 
(1,268) 246 

5,483 3,292 
2,153 (5,663) 

(1 6,2 13) (5,119) 
890 532 

(1 0,065) 81 1 
2,748 

INVESTING ACTIVITIES -- 
Construction Expenditures (19,859) (27,784) 
Proceeds from Sales of Assets 161 - 129 
Net Cash Flows Used for Investing Activities (19,698) - (27,655) 

FINANCING ACTIVITIES - " ~  
Change in Advances from Affiliates, Net 25,891 21,152 
Principal Payments for Capital Lease Obligations 
Dividends Paid on Common Stock 
Net Cash Flows from Financing Activities 

Net Increase in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

(206) 
(2,500) 

(180) 
(6,750) 
18,96 I 18,446 

30 162 
727 

$ 676 $ 889 
- 646 

--"- SUPPLEMENTARY I N P O W T I O N  
Cash Paid for Interest, Net of Capitalized Amounts $ 17,080 $ 10,934 
Net Cash Paid (Received) for Income Taxes 
Noncash Acquisitions Under Capital Leases 
Construction Expenditures Included in Accounts Payable at March 3 1, 

336 (354) 
49 84 

5,802 6,846 

See Condensed Notes to Condensed Financial Statements 
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1. SIGNIFICANT ACCOUNTING MATTERS 

General 

The accompanying unaudited condensed financial statements and footnotes were prepared in accordance with GAAP 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by 
GAAP for complete annual financial statements. 

In the opinion of management, the unaudited condensed interim financial statements reflect all normal and recurring 
accruals and adjustments necessary for a fair presentation of the net income, financial position and cash flows for the 
interim periods. The net income for the three months ended March 3 1, 2009 are not necessarily indicative of results 
that may be expected for the year ending December 31, 2009. The accompanying condensed financial statements are 
unaudited and should be read in conjunction with the audited 2008 financial statements and notes thereto, which are 
included in KPCo’s 2008 Annual Report. 

Variable Interest Entities 

FIN 46R is a consolidation model that considers risk absorption of a variable interest entity (VIE), also referred to as 
variability. Entities are required to consolidate a VIE when it is determined that they are the primary beneficiary of 
that VIE, as defined by FIN 46R. In determining whether KPCo is the primary beneficialy of a VIE, management 
considers factors such as equity at risk, the amount of the VIE’S variability KPCo absorbs, guarantees of indebtedness, 
voting rights including kick-out rights, the power to direct the VIE and other factors. Management believes that the 
significant assumptions and judgments were applied consistently and that there are no other reasonable judgments or 
assumptions that would result in a different conclusion. There have been no changes to the reporting of VIES in the 
financial statements where it is concluded that KPCo is the primary beneficiary. In addition, KPCo has not provided 
financial or other support to any VIE that was not previously contractually required. 

KPCo holds a significant variable interest in AEPSC and AEGCo. AEPSC provides certain managerial and 
professional services to KPCo. AEP is the sole equity owner of AEPSC. The costs of the services are based on a 
direct charge or on a prorated basis and billed to KPCo at AEPSC’s cost. KPCo has not provided financial or other 
support outside the reimbursement of costs for services rendered. The cost reimbursement nature of AEPSC finances 
its operations. There are no other terms or arrangements between AEPSC and KPCo that could require additional 
financial support from KPCo or expose it to losses outside of the normal course of business. AEPSC and its billings 
are subject to regulation by the FERC. KPCo is exposed to losses to the extent it cannot recover the costs of AEPSC 
through its normal business operations. KPCo is considered to have a significant interest in the variability of AEPSC 
due to its activity in AEPSC’s cost reimbursement structure. AEPSC is consolidated by AEP. In the event AEPSC 
would require financing or other support outside the cost reimbursement billings, this financing would be provided by 
AEP. Total billings from AEPSC for the three months ended March 31, 2009 and 2008 were $8 million and $10 
million, respectively. The carrying amount of liabilities associated with AEPSC for the three months ended March 
31, 2009 and for the year ended December 31, 2008 were $2 million and $5 million, respectively. Management 
estimates the maximum exposure of loss to be equal to the amount of such liability. 

AEGCo, a wholly-owned subsidiary of AEP, is consolidated by AEP. AEGCo owns a 50% ownership interest in 
Rockport Plant Unit 1, leases a 50% interest in Rockport Plant Unit 2 and owns 100% of the Lawrenceburg 
Generating Station. KPCo has no 
involvement with AEGCo’s interest in the Lawrenceburg Generating Station. AEP guarantees all the debt obligations 
of AEGCo. KPCo is considered to have a significant interest in AEGCo due to its transactions. KPCo is exposed to 
losses to the extent it cannot recover the costs of AEGCo through its normal business operations. Due to the nature of 
the AEP Power Pool, there is a sharing of the cost of Rockport Plant such that no member of the AEP Power Pool is 
the primary beneficiary of AEGCo’s Rockport Plant. In the event AEGCo would require financing or other support 
outside the billings to KPCo, this financing would be provided by AEP. Total billings from AEGCo for the three 
months ended March 31, 2009 and 2008 were $27 million and $25 million, respectively. The carrying amount of 
liabilities associated with AEGCo for the three months ended March 31, 2009 and for the year ended December 31, 
2008 were $8 million and $9 million, respectively. Management estimates the maximum exposure of loss to be equal 
to the amount of such liability. 

AEGCo sells all the output from the Rockport Plant to I&M and KPCo. 



Revenue Recogizition - Traditional Electricity Supply arid Dernarid 

Revenues are recognized from retail and wholesale electricity sales and electricity transmission and distribution 
delivery services. KPCo recognizes the revenues on its Condensed Consolidated Statements of Income upon delivery 
of the energy to the customer and includes unbilled as well as billed amounts. 

Most of the power produced at the generation plants of the AEP East companies is sold to PJM, the RTO operating in 
the east service territory. The AEP East companies then purchase power from PJM to supply their customers. 
Generally, these power sales and purchases are reported on a net basis as revenues on KPCo’s Condensed Statements 
of Income. However, in the first quarter of 2009, there were times when the AEP East companies were purchasers of 
power from PJM to serve retail load. These purchases were recorded gross as Purchased Electricity for Resale on 
KPCo’s Condensed Statements of Income. 

2. 

Physical energy purchases, including those from RTOs, that are identified as non-trading, are accounted for on a gross 
basis in Purchased Electricity for Resale on KPCO’S Condensed Statements of Income. 

NEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of final pronouncements, management reviews the new accounting literature to determine the 
relevance, if any, to KPCo’s business. The following represents a summary of new pronouncements issued or 
implemented in 2009 and standards issued but not implemented that management has determined relate to KPCo’s 
operations. 

Pronouncements Adopted During the First Quarter of 2009 

The following standards were effective during the first quarter of 2009. Consequently, the financial statements and 
footnotes reflect their impact. 

SFAS 141 (revised 2007) “Business Combinations” (SFAS 141R) 

In December 200‘7, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It established how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. The standard requires disclosure of 
information for a business combination that occurs during the accounting period or prior to the issuance of the 
financial statements for the accounting period. SFAS 141R can affect tax positions on previous acquisitions. KPCo 
does not have any such tax positions that result in adjustments. 

In April 2009, the FASB issued FSP SFAS 141(R)-1 “Accounting for Assets Acquired and Liabilities Assumed in a 
Business Combination That Arise from Contingencies.” The standard clarifies accounting and disclosure for 
contingencies arising in business combinations. It was effective January 1,2009. 

KPCo adopted SFAS 141R, including the FSP, effective January 1, 2009. It is effective prospectively for business 
combinations with an acquisition date on or after January 1, 2009. KPCo will apply it to any fbture business 
combinations. 

SFAS I60 “Noncontrolling Interest in Consolidated Financial Statements ” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiary, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

KPCo adopted SFAS 160 effective January 1, 2009 with no impact on its financial statements or footnote disclosures. 
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SFAS I61 “Disclosures about Derivative Instrunzetzts and Hedging Activities ” (SFAS 161) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how an entity accounts for derivative instruments and related hedged items and (c) 
how derivative instruments and related hedged items affect an entity’s financial position, financial performance and 
cash flows. The standard requires that objectives for using derivative instruments be disclosed in terms of the primary 
underlying risk and accounting designation. 

KPCo adopted SFAS 161 effective January 1, 2009. 
instruments and hedging activities. See “Derivatives and Hedging ” section of Note 7 for further information. 

This standard increased disclosures related to derivative 

EITF Issue No. 08-5 “Issuer’s Accoutzting for Liabilities Measured at Fair VaZue with a Third-party Credit 
Enlzancement” (EITF 08-5) 

In September 2008, the FASB ratified the consensus on liabilities with third-party credit enhancements when the 
liability is measured and disclosed at fair value. The consensus treats the liability and the credit enhancement as two 
units of accounting. Under the consensus, the fair value measurement of the liability does not include the effect of the 
third-party credit enhancement. Consequently, changes in the issuer’s credit standing without the support of the credit 
enhancement affect the fair value measurement of the issuer’s liability. Entities will need to provide disclosures about 
the existence of any third-party credit enhancements related to their liabilities. In the period of adoption, entities must 
disclose the valuation method(s) used to measure the fair value of liabilities within its scope and any change in the fair 
value measurement method that occurs as a result of its initial application. 

KPCo adopted EITF 08-5 effective January 1, 2009. It will be applied prospectively with the effect of initial 
application included as a change in fair value of the liability. 

EITF Issue No. 08-6 “Equity Method Investment Accowztirzg Considerations” (EITF 08-6) 

In November 2008, the FASB ratified the consensus on equity method investment accounting including initial and 
allocated carrying values and subsequent measurements. It requires initial carrying value be determined using the 
SFAS 141R cost allocation method. When an investee issues shares, the equity method investor should treat the 
transaction as if the investor sold part of its interest. 

KPCo adopted EITF 08-6 effective January 1, 2009 with no impact on the financial statements. It was applied 
prospectively. 

FSP SFAS 142-3 “Deterinination of the Useful Life of Intangible Assets” (SFAS 142-3) 

In April 2008, the FASB issued SFAS 142-3 amending factors that should be considered in developing renewal or 
extensiori assumptions used to determine the useful life of a recognized intangible asset. The standard is expected to 
improve consistency between the useful life of a recognized intangible asset and the period of expected cash flows 
used to measure its fair value. 

KPCo adopted SFAS 142-3 effective January 1, 2009. The guidance is prospectively applied to intangible assets 
acquired after the effective date. ?he standard’s disclosure requirements are applied prospectively to all intangible 
assets as of January 1,2009. The adoption of this standard had no impact on the financial statements. 

FSP SFAS 157-2 “Effective Date of FASB Statetnent No. 157” (SFAS 157-2) 

ln February 2008, the FASB issued SFAS 157-2 which delays the effective date of SFAS 157 to fiscal years 
beginning after November 15, 2008 for all nonfinancial assets and nonfinancial liabilities, except those that are 
recognized or disclosed at fair value in the financial Statements on a recurring basis (at least annually). As defined in 
SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. The fair value hierarchy gives the highest priority 
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to unadjusted quoted prices in active markets for identical assets or liabilities and the lowest priority to unobservable 
inputs. In the absence of quoted prices for identical or similar assets or investments in active markets, fair value is 
estimated using various internal and external valuation methods including cash flow analysis and appraisals. 

KPCo adopted SFAS 1.57-2 effective January 1, 2009. KPCo will apply these requirements to applicable fair value 
measurements which include new asset retirement obligations and impairment analysis related to long-lived assets, 
equity investments, goodwill and intangibles. KPCo did not record any fair value measurements for nonrecurring 
nonfinancial assets and liabilities in the first quarter of 2009. 

Pronouncements Effective in the Future 

The following standards will be effective in the future and their impacts disclosed at that time. 

FSP SFAS 107-1 and APB 28-1 ‘‘Iizteriiii Disclosures about Fair Value of Financial Instruments ’’ (FSP SFAS 
107-1 and APB 28-1) 

In April 2009, the FASB issued FSP SFAS 107- 1 and APB 28- 1 requiring disclosure about the fair value of financial 
instruments in all interim reporting periods. The standard requires disclosure of the method and significant 
assumptions used to determine the fair value of financial instruments. 

This standard is effective for interim periods ending after June 1.5, 2009. Management expects this standard to 
increase the disclosure requirements related to financial instruments. KPCo will adopt the standard effective second 
quarter of 2009. 

FSP SFAS 11.5-2 and SFAS 124-2 “Recognition and Presentation of Oilier-Tlzarz-Tertzpora~ Iinpairiiieiits I’ (FSP 
SFAS 11.5-2 and SFAS 124-2) 

In April 2009, the FASB issued FSP SFAS 11.5-2 and SFAS 124-2 amending the other-than-temporary impairment 
(OTTI) recognition and measurement guidance for debt securities. For both debt and equity securities, the standard 
requires disclosure for each interim reporting period of information by security class similar to previous annual 
disclosure requirements. 

This standard is effective for interim periods ending after June 1.5, 2009. Management does not expect a material 
impact as a result of the new OTTI evaluation method for debt securities, but expects this standard to increase the 
disclosure requirements related to financial instruments. KPCo will adopt the standard effective second quarter of 
2009. 

FSP SFAS 132R-1 L‘Enzployers’ Disclosures about Postretiremierit Benefit Plan Assets ” (FSP SFAS 132R-1) 

In December 2008, the FASB issued FSP SFAS 132R-1 providing additional disclosure guidance for pension and 
OPEB plan assets. The rule requires disclosure of investment policy including target allocations by investment class, 
investment goals, risk management policies and permitted or prohibited investments. It specifies a minimum of 
investment classes by hrther dividing equity and debt securities by issuer grouping. The standard adds disclosure 
requirements including hierarchical classes for fair value and concentration of risk. 

This standard is effective for fiscal years ending after December 1.5, 2009. Management expects this standard to 
increase the disclosure requirements related to AEP’s benefit plans. KPCo will adopt the standard effective for the 
2009 Annual Report. 

FSP SFAS 1.57-4 "Determining Fair Value Wlieiz tlie Voluiite arid Level of Activity for tlze Asset or Liability Have 
Significantly Decreased and Identifiing Transactions That Are Not Orderly” (FSP SFAS 1.5 7-4) 

In April 2009, the FASB issued FSP SFAS 1.57-4 providing additional guidance on estimating fair value when the 
volume and level of activity for an asset or liability has significantly decreased, including guidance on identifying 
circumstances indicating when a transaction is not orderly. Fair value measurements shall be based on the price that 
would be received to sell an asset or paid to transfer a liability in an orderly (not a distressed sale or forced 
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liquidation) transaction between market participants at the measurement date under current market conditions. The 
standard also requires disclosures of the inputs and valuation techniques used to measure fair value and a discussion 
of changes in valuation techniques and related inputs, if any, for both interim and annual periods. 

This standard is effective for interim and annual periods ending after June 15, 2009. Management expects this 
standard to have no impact on the financial statement but will increase disclosure requirements. KPCo will adopt the 
standard effective second quarter of 2009. 

Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and financial position that may result from 
any such future changes. The FASB is cunently working on several projects including revenue recognition, 
contingencies, liabilities and equity, emission allowances, leases, insurance, hedge accounting, discontinued 
operations, trading inventory and related tax impacts. Management also expects to see more FASB projects as a result 
of its desire to converge International Accounting Standards with GAAP. The ultimate pronouncements resulting 
from these and future projects could have an impact on future net income and financial position. 

3. RATEMATTERS 

As discussed in KpCo’s 2008 Annual Report, KPCo is involved in rate and regulatory proceedings at the FERC and 
the KPSC. The Rate Matters note within KPCo’s 2008 Annual Report should be read in conjunction with this report 
to gain a complete understanding of material rate matters still pending that could impact net income, cash flows arid 
possibly financial condition. The following discusses ratemaking developments in 2009 and updates KPCo’s 2008 
Annual Report. 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court 
judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside of the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. Both the KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable, KPCo has existing surcharges which are not specifically authorized by 
statute. These include KPCo’s fuel clause surcharge, the annual Rockport Plant capacity surcharge, the merger 
surcredit and the off-system sales credit rider. On an annual basis, these surcharges recently ranged froni revenues of 
approximately $10 million to a reduction of revenues of $2 million due to the volatility of these surcharges. The 
KPSC asked interested parties to brief the issue in KPCo’s fuel cost proceeding. The AG responded that the KPCo 
fuel clause should be invalidated because the KPSC lacked the authority to implement a fuel clause for KpCo without 
a full rate case review. The KPSC issued an order stating that it has the authority to provide for surcharges and 
surcredits until the court of appeals rules otherwise. 

In November 2008, the Kentucky Court of Appeals concluded that Duke Energy’s surcharge was illegal. However, 
the order stated that the “decision was premised on the nature of the long-term capital improvements proposed by 
Duke Energy as distinguished from the fuel increases that are fluctuating and unanticipated. The latter have been 
approved by the Kentucky Supreme Court and remain the law.” In February 2009, the Kentucky Court of Appeals 
denied the KPSC request for appeal of the FranMin County Circuit Cowt decision. In March 2009, the KPSC filed 
for a discretionary review of the related Duke Energy case with the Kentucky Supreme Court. Management believes 
that all of KPCo’s variable rate mechanisms are valid and would be upheld if ever challenged. 
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FERC Rate Matters 

Regional Transmission Rate Proceedings at the FERC 

SECA Revenue Subject to Refund 

Effective December 1, 2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected, at the FERC’s direction, load-based charges, referred to as RTO 
SECA, to partially mitigate the loss of T&O revenues on a temporary basis through March 31, 2006. Intervenors 
objected to the temporary SECA rates, raising various issues. As a result, the FERC set SECA rate issues for hearing 
and ordered that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates 
to other utilities at considerably lesser amounts than they collected. If a refund is ordered, the AEP East companies 
would also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized 
gross SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated 
leaving the AEP East companies and ultimately their internal load retail customers to make up the short fall in 
revenues. KPCo’s portion of recognized gross SECA revenues was $17 million. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates must be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes, based on advice of legal 
counsel, that the FERC should reject the ALJ’s initial decision because it contradicts prior related FERC decisions, 
which are presently subject to rehearing. Furthermore, management believes the ALJ’s findings on key issues are 
largely without merit. AEP and SECA ratepayers are engaged in settlement discussions in an effort to settle the 
SECA issue. However, if the ALJ’s initial decision is upheld in its entirety, it could result in a disallowance of a large 
portion of any unsettled SECA revenues. 

Based on anticipated settlements, the AEP East companies provided reserves for net refunds for current and future 
SECA settlements totaling $39 million and $5  million in 2006 and 2007, respectively, applicable to a total of $220 
million of SECA revenues. KPCo provided reserves of $2.9 million and $400 thousand in 2006 and 2007, 
respectively. 

In February 2009, a settlement agreement was approved by the FERC resulting in the completion of a $1 million 
settlement applicable to $20 million of SECA revenue. Including this most recent settlement, AEP has completed 
settlements totaling $10 million applicable to $1 12 million of SECA revenues. The balance in the reserve for future 
settlements as of March 2009 was $34 million. KPCo’s reserve balance at March 31, 2009 was $2.6 million. As of 
March 3 1,2009, there were no in-process settlements. 

If the FERC adopts the ALJ’s decision andor AEP cannot settle all of the remaining unsettled claims within the 
remaining amount reserved for refund, it will have an adverse effect on future net income and cash flows. Based on 
advice of external FERC counsel, recent settlement experience and the expectation that most of the unsettled SECA 
revenues will be settled, management believes that the available reserve of $34 million is adequate to settle the 
remaining $108 million of contested SECA revenues. If the remaining unsettled SECA claims are settled for 
considerably more than the to-date settlements or if the remaining unsettled claims are awarded a refund by the FERC 
greater than the remaining reserve balance, it could have an adverse effect on net income. Cash flows will be 
adversely impacted by any additional settlements or ordered refunds. However, management cannot predict the 
ultimate outcome of ongoing settlement discussions or future FERC proceedings or court appeals, if any. 
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Tlie FERC PJM Reaional Transmission Rate Proceeding 

With the elimination of T&O rates, the expiration of SECA rates and after considerable administrative litigation at the 
FERC in which AEP sought to mitigate the effect of the T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 kV and higher voltage 
transmission facilities built in PJM would be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain state regulatory approvals for recovery of any costs of new facilities that are assigned to 
them by PJM. In February 2008, AEP filed a Petition for Review of the FERC orders in this case in the United States 
Court of Appeals. Management cannot estimate at this time what effect, if any, this order will have on the AEP East 
companies’ future construction of new transmission facilities, net income and cash flows. 

The AEP East companies filed for and in 2006 obtained increases in their wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. AEP has also sought and received retail rate increases in Ohio, 
Virginia, West Virginia and Kentucky. In January and March 2009, AEP received retail rate increases in Tennessee 
and Indiana, respectively, that recognized the higher retai1 transmission costs resulting from the loss of wholesale 
transmission revenues from T&O transactions. As a result, AEP is now recovering approximately 98% of the lost 
T&O transmission revenues. The remaining 2% is being incurred by I&M until it can revise its rates in Michigan to 
recover the lost revenues. 

The FERC PJM and M S O  Regional Transmission Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in tlie PJM/MISO region (the Super 
Region) to file, by August 1, 2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1, 2008. All of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to suppo~t continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwaybyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argued the use of other PJh4 and MISO facilities by AEP is 
not as large as the use of AEP transmission by others in PJM and MISO. Therefore, a regional rate design change is 
required to recognize that the provision and use of transmission service in the Super Region is not sufficiently uniform 
between transmission owners and users to justify zonal rates. In January 2008, the FERC denied AEP’s complaint. 
AEP filed a rehearing request with the FERC in March 2008. In December 2008, the FERC denied AEP’s request for 
rehearing. In February 2009, AEP filed an appeal in the U.S. Court of Appeals. If the court appeal is successful, 
earnings could benefit for a ceItain period of time due to regulatory lag until the AEP East companies reduce future 
retail revenues in their next fuel or base rate proceedings to reflect the resultant additional transmission cost 
reductions. Management is unable to predict the outcome of this case. 

PJM Transrnission Fbrrnula Rate Filing 

In July 2008, AEP filed an application with the FERC to increase its rates for wholesale transmission service within 
PJM by $63 million annually. The filing seeks to implement a formula rate aIlowing annual adjustments reflecting 
future changes in the AEP East companies’ cost of senrice. In September 2008, the FERC issued an order 
conditionally accepting AEP’s proposed formula rate, subject to a compliance filing, established a settlement 
proceeding with an ALJ, and delayed the requested October 2008 effective date for five months. The requested 
increase, which the AEP East companies began billing in April 2009 for service as of March 1,2009, will produce a 
$63 million annualized increase in revenues. Approximately $8 million of the increase will be collected from 
nonaffiliated customers within PJM. The remaining $55 million requested would be billed to the AEP East 
companies but would be offset by compensation from PJM for use of the AEP East companies’ transmission facilities 
so that retail rates for jurisdictions other than Ohio are not directly affected. In October 2008, AEP filed the required 
compliance filing, and began settlement discussions with the intervenors and FERC staff. The settlement discussions 
are currently ongoing. Under the formula, rates will be updated effective July 1, 2009, and each year thereafter. Also, 
beginning with the July 1, 2010 update, the rates each year will include an adjustment to true-up the prior year’s 
collections to the actual costs for the prior year. Management is unable to predict the outcome of the settlement 
discussions or any fiu-ther proceedings that might be necessary if settlement discussions are not successful. 
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Allocation of Off-system Sales Margins 

In August 2008, the OCC filed a complaint at the FERC alleging that AEP inappropriately allocated off-system sales 
margins between the AEP East companies and the AEP West companies and did not properly allocate off-system 
sales margins within the AEP West companies. The PUCT, the APSC and the Oklahoma Industrial Energy 
Consumers intervened in this filing. In November 2008, the FERC issued a final order concluding that AEP 
inappropriately deviated from off-system sales margin allocation methods in the SIA and the CSW Operating 
Agreement for the period June 2000 through March 2006. The FERC ordered AEP to recalculate and reallocate the 
off-system sales margins in compliance with the SIA and to have the AEP East companies issue rehnds to the AEP 
West companies. Although the FERC determined that AEP deviated from the CSW Operating Agreement, the FERC 
determined the allocation methodology was reasonable. The FERC ordered AEP to submit a revised CSW Operating 
Agreement for the period June 2000 to March 2006. In December 2008, AEP filed a motion for rehearing and a 
revised CSW Operating Agreement for the period June 2000 to March 2006. The motion for rehearing is still 
pending. In January 2009, AEP filed a compliance filing with the FERC and refhded approximately $250 million 
from the AEP East companies to the AEP West companies. The AEP West companies shared a portion of such 
revenues with their wholesale and retail customers during the period June 2000 to March 2006. In December 2008, 
the AEP West companies recorded a provision for refund. Management cannot predict the outcome of the requested 
FERC rehearing proceeding or any future state regulatory proceedings but believes the AEP West companies' 
provision for refund regarding future regulatory proceedings is adequate. 

Transmission Equalization Agreenierit (TEA) 

Certain transmission equipment placed in service in 1998 in KPCo's service territory was inadvertently excluded from 
the AEP East companies' TEA calculation. As a result, KPCo did not receive a TEA credit for this equipment from 
the other TEA member companies. The amount involved is $7 million annually. It was not discovered until February 
2009. KPCo's base electric rates were adjusted only once, in April 2006, during the period in which the error was in 
effect. In 2009, the allocation was revised to give KPCo its full TEA credit, effective January 2009, and the KPSC 
staff and attending intervenors were informed about the revision at a meeting in April 2009. Management does not 
believe that it is probable that a material retroactive rate adjustment will result. However, if a retroactive adjustment 
is required, it could have an adverse effect on future net income, cash flows and financial condition. 

4. COMMITMENTS, GUARANTEES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, business 
activities are subject to extensive governmental regulation related to public health and the environment. The ultimate 
outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material adverse effect on the financial statements. The Commitments, Guarantees and Contingencies note within 
the 2008 Annual Report should be read in conjunction with this report. 

GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to 
third parties. 

Iiiderriiiifications and Otlzer Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to March 3 1,2009, 
KPCo entered into sale agreements including indemnifications with a maximum exposure that was not significant. 
There are no material liabilities recorded for any indemnifications. 



KPCo, along with the other AEP East companies, PSO and SWEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of‘ the AEP East companies, PSO and SWEPCo related to power purchase and sale 
activity conducted pursuant to the SIA. 

Master Lease Aveeinents 

KPCo leases certain equipment under master lease agreements. GE Capital Commercial Inc. (GE) notified 
management in November 2008 that they elected to terminate the Master Leasing Agreements in accordance with the 
termination rights specified within the contract. In 201 1, KPCo will be required to purchase all equipment under the 
lease and pay GE an amount equal to the unamortized value of all equipment then leased. In December 2008, 
management signed new master lease agreements with one-year commitment periods that include lease t e m s  of up to 
10 years. Management expects to enter into replacement leasing arrangements for the equipment affected by this 
notification prior to the termination date of 201 1. 

For equipment under the GE master lease agreements that expire prior to 201 1, the lessor is guaranteed receipt of up 
to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of the leased 
equipment is below the unamortized balance at the end of the lease term, KPCo is committed to pay the difference 
between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of the 
unamortized balance. Under the new master lease agreements, the lessor is guaranteed receipt of up to 68% of the 
unamortized balance at the end of the lease term. If the actual fair market value of the leased equipment is below the 
unamortized balance at the end of the lease term, KPCo is committed to pay the difference between the actual fair 
market value and unamortized balance, with the total guarantee not to exceed 68% of the unamortized balance. At 
March 3 1, 2009, the maximum potential loss for these lease agreements was approximately $3 17 thousand assuming 
the fair market value of the equipment is zero at the end of the lease term. Historically, at the end of the lease term the 
fair market value has been in excess of the unamortized balance. 

CONTINGENCIES 

Carbon Dioxide (Cod Public Nuisance C’lainzs 

In 2004, eight states and the City of New York filed an action in Federal District Court for the Southern District of 
New York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. 
The Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against 
the same defendants. The actions allege that COz emissions from the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments from the defendants. The dismissal of this lawsuit was appealed to the 
Second Circuit Court of Appeals. Briefing and oral argument concluded in 2006. In April 2007, the U S .  Supreme 
Court issued a decision holding that the Federal EPA has authority to regulate emissions of COz and other greenhouse 
gases under the CAA, which may impact the Second Circuit’s analysis of these issues. The Second Circuit requested 
supplemental briefs addressing the impact of the Supreme Court’s decision on this case which were provided in 2007. 
Management believes the actions are without merit and intends to defend against the claims. 

Alaskan Villages ’ Claims 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in Federal Court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil & gas 
companies, a coal company and other electric generating companies. The complaint alleges that the defendants‘ 
emissions of CO:! contribute to global wamiing and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global warming will require the relocation of the village at an alleged cost of 
$95 million to $400 million. The defendants filed motions to dismiss the action. The motions are pending before the 
court. Management believes the action is without merit and intends to defend against the claims. 

KPCO- 15 



FER C Long-tern? Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.’’ The coniplaint alleged that KPCo and 
other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was allegedly 
dysfunctional at the time such contracts were executed. In 2003, the FERC re.jected the complaint. In 2006, the US .  
Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for fiirther 
proceedings. That decision was appealed to the US .  Supreme Court. In June 2008, the TJS. Supreme Court affirmed 
the validity of contractually-agreed rates except in cases of serious harm to the public. The U.S. Supreme Court 
affirmed the Ninth Circuit’s remand on two issues, market manipulation and excessive burden on consumers. The 
FERC initiated remand procedures and gave the parties time to attempt to settle the issues. Management believes a 
provision recorded in 2008 should be sufficient. Management asserted claims against certain companies that sold 
power to KPCo and other AEP subsidiaries, which was resold to the Nevada utilities, seeking to recover a portion of 
any amounts that may be owed to the Nevada utilities. Management is unable to predict the outcome of these 
proceedings or their impact on future net income and cash flows. 

5. BENEFIT PLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majority 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. In 
addition, KPCo participates in other postretirement benefit plans sponsored by AEP to provide medical and death 
benefits for retired employees. 

Coinponents of Net Periodic Benefit Cost 

The following table provides the components of AEP’s net periodic, benefit cost for the plans for the three months 
ended March 3 1,2009 and 2008: 

Other Postretirement 

Three Months Ended March 31, 
Pension Plans - Benefit Plans 

Three Months Ended March 31, 
- 2009 2008 2009 2008 

(in millions) 
Service Cost $ 26 $ 25 $ 10 $ 10 
Interest Cost 63 63 27 28 

(84) (20) (28) 
7 7 

Expected Return on Plan Assets 
Amortization of Transition Obligation 

(80) 

3 
~ 

15 9 11 --- Amortization of Net Actuarial LGss 
Net Periodic Benefit Cost $ 24 $ 13- $ 35 $ 20 

The following table provides KPCo’s net periodic benefit cost for the plans for the three months ended March 3 1, 
2009 and 2008: 

Other Postretirement 

Three Months Ended March 31, 
Pension Plans Benefit Plans 

Three Months Ended March 31, 
2008 2009 2008 - 2009 

(in thousands) 
Net Periodic Benefit Cost $ 555 $ 249 $ 808 $ 40 1 

AEP sponsors several trust funds with significant investments intended to provide for future pension and OPEB 
payments. All of the trust funds’ investments are well-diversified and managed in compliance with all laws and 
regulations. The value of the investments in these trusts has declined from the December 3 1, 2008 balances due to 
decreases in the equity and fixed income markets. Although the asset values are currently lower than at year end, this 
decline has not affected the funds’ ability to make their required payments. 
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6. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 

7. I ) E R n 7 A ’ r I V E S , F A I R  VALUE MEASUREMENTS 

DERIVATIVES AND HEDGING 

Objectives for Utilization of Derivative Instruments 

KPCo is exposed to certain market risks as a power producer and marketer of wholesale electricity, coal and emission 
allowances. These risks include commodity price risk, interest rate risk and credit risk. These risks represent the risk 
of loss that may impact KPCo due to changes in the underlying market prices or rates. AEPSC, on behalf of KPCo, 
manages these risks using derivative instruments. 

Strategies for Utilization of Derivative Instruments to Achieve Objectives 

The strategy surrounding the use of derivative instruments focuses on managing risk exposures, hture cash flows and 
creating value based on open trading positions by utilizing both economic and formal SFAS 133 hedging strategies. 
To accomplish these objectives, AEPSC, on behalf of KPCo, primarily employs risk management Contracts including 
physical forward purchase and sale contracts, financial forward purchase and sale contracts and financial swap 
instruments. Not all risk management contracts meet the definition of a derivative under SFAS 133. Derivative risk 
management contracts elected normal under the normal purchases and normal sales scope exception are not subject to 
the requirements of SFAS 133. 

AEPSC, on behalf of KPCo, enters into electricity, coal, natural gas, interest rate and to a lesser degree heating oil, 
gasoline, emission allowance and other commodity contracts to manage the risk associated with the energy business. 
AEPSC, on behalf of KPCo, enters into interest rate derivative contracts in order to manage the interest rate exposure 
associated with KPCo’s commodity portfolio. For disclosure purposes, such risks are grouped as “Commodity,” as 
these risks are related to energy risk management activities. AEPSC, on behalf of KPCo, also engages in risk 
management of interest rate risk associated with debt financing. The amount of risk taken is determined by the 
Commercial Operations and Finance groups in accordance with the established risk management policies as approved 
by the Finance Committee of AEP’s Board of Directors. 

The following table represents the gross notional volume of KPCo’s outstanding derivative contracts as of March 3 1, 
2009: 

Notional Volume of Derivative Instruments 
March 31,2009 

Unit of 
Primary Risk Exposure Volume Measure 

(in thousands) 
Commodity: 

Power 20,706 MWHs 
Coal 1,692 Tons 
Natural Gas 7,647 MMBtus 
Heating Oil and Gasoline 227 Gallons 
Interest Rate $ 8,279 USD 

Interest Rate $3 USD 
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Fair Value Hedging Strategies 

At certain times, AEPSC, on behalf of KPCo, enters into interest rate derivative transactions in order to manage 
existing fixed interest rate risk exposure. These interest rate derivative transactions effectively modify KPCo’s 
exposure to interest rate risk by converting a portion of KPCo’s fixed-rate debt to a floating rate. During 2009 and 
2008, this strategy was not actively employed. 

Cash Flow Hedgiiig Strategies 

AEPSC, on behalf of KPCo, enters into and designates as cash flow hedges certain derivative transactions for the 
purchase and sale of electricity, coal and natural gas (“Commodity”) in order to manage the variable price risk related 
to the forecasted purchase and sale of these commodities. KPCo monitors the potential impacts of commodity price 
changes and, where appropriate, enters into derivative transactions to protect profit margins for a portion of future 
electricity sales and fuel or energy purchases. KPCo does not hedge all commodity price risk. During 2009 and 
2008, KPCo designated cash flow hedging relationships using these commodities. 

KPCo’s vehicle fleet is exposed to gasoline and diesel fuel price volatility. AEPSC, on behalf of KPCo, enters into 
financial gasoline and heating oil derivative contracts in order mitigate price risk of future fuel purchases. KF’Co does 
not hedge all of fuel price risk. During 2009, KPCo designated cash flow hedging strategies of forecasted fuel 
purchases. This strategy was not active for KPCo during 2008. For disclosure purposes, these contracts are included 
with other hedging activity as “Commodity.” 

AEPSC, on behalf of KPCo, enters into a variety of interest rate derivative transactions in order to manage interest 
rate risk exposure. KPCo enters into interest rate derivative contracts to manage interest rate exposure related to 
anticipated borrowings of fixed-rate debt. The anticipated fixed-rate debt offerings have a high probability of 
occurrence as the proceeds will be used to fund existing debt maturities and projected capital expenditures. KPCo 
does not hedge all interest rate exposure. During 2009 and 2008, KPCo did not have any active interest rate cash flow 
hedge strategies. 

Accounting for Derivative Instruments and the Impact on KPCo’s Financial Statements 

SFAS 133 requires recognition of all qualifying derivative instruments as either assets or liabilities in the balance 
sheet at fair value. The fair values of derivative instruments accounted for using MTM accounting or hedge 
accounting are based on exchange prices and broker quotes. If a quoted market price is not available, the estimate of 
fair value is based on the best information available including valuation models that estimate future energy prices 
based on existing market and broker quotes, supply and demand market data and assumptions. In order to determine 
the relevant fair values of the derivative instruments, KPCo applies valuation adjustments for discounting, liquidity 
and credit quality. 

Credit risk is the risk that a counterparty will fail to perform on the contract or fail to pay amounts due. Liquidity risk 
represents the risk that imperfections in the market will cause the price to vary from estimated fair value based upon 
prevailing market supply and demand conditions. Since energy markets are imperfect and volatile, there are inherent 
risks related to the underlying assumptions in models used to fair value risk management contracts. Unforeseen 
events may cause reasonable price curves to differ from actual price curves throughout a contract’s term and at the 
time a contract settles. Consequently, there could be significant adverse or favorable effects on fiiture net income and 
cash flows if market prices are not consistent with management’s estimates of current market consensus for forward 
prices in the current period. This is particularly true for longer term contracts. Cash flows may vary based on market 
conditions, margin requirements and the timing of settlement of KPCo’s risk management contracts. 

According to FSP FIN 39-1, KPCo reflects the fair values of derivative instruments subject to netting agreements with 
the same counterparty net of related cash collateral. For certain risk management contracts, KPCo is required to post 
or receive cash collateral based on third party contractual agreements and risk profiles. For the March 3 1, 2009 and 
December 3 1, 2008 balance sheets, KPCo netted $5 million and $468 thousand of cash collateral received from third 
parties against short-term and long-term risk management assets and $7.3 million and $1.2 million of cash collateral 
paid to third parties against short-term and long-term risk management liabilities, respectively. 
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The following table represents the gross fair value impact of KPCo’s derivative activity on the Condensed Balance 
Sheet as of March 3 1,2009. 

Fair Value of Derivative Instruments 
March 31,2009 
(in thousands) 

Risk 
Management 

Contracts ___. Hedging Contracts 
Interest Rate 

Commodity Commodity and Foreign 
Balance Sheet Location (a) (a) -- - Currency Other (b) Total 

Current Risk Management Assets $ 131,854 $ 1,621 $ - $ (118,817) $ 14,658 
Long-Term Risk Management Assets 54,478 124 (41,635) 12,967 
Total Assets 186,332 1,745 (160,452) 27,625 

Current Risk Management Liabilities 126,479 406 (1 19,245) 7,640 
Long-Term Risk Management Liabilities 50,905 84 (44,965) 6,024 
Total Liabilities 177,384 490 (164,2 10) 13,664 

Total MTM Derivative Contract Net 
Assets (Liabilities) $ 8,948 $ 1,255 $ - $  3,758 $ 13,961 

(a) Derivative instruments within these categories are reported gross. These instruments are subject to master netting 
agreements and are presented in the condensed Balance Sheets on a net basis in accordance with FIN 39 “Offsetting of 
Amounts Related to Certain Contracts.” 
Amounts represent counterparty netting of risk management contracts, associated cash collateraI in accordance with FSP 
FIN 39-1 and dedesignated risk management contracts. 

(b) 

The table below presents KPCo’s MTM activity of derivative risk management contracts for the three months ended 
March 3 1.2009: 

Amount of Gain (Loss) Recognized on 
Risk Management Contracts 

For the Three Months Ended March 31,2009 

1 (in thousands) -. 
Electric Generation, Transmission and 

Distribution Revenues $ 8,049 
Sales to AEP Affiliates (1,526) 
Regulatory Assets 
Regulatory Liabilities 1,464 .- 

Total Gain on Risk Management Contracts $ 7,987 

Certain qualifying derivative instruments have been designated as normal purchase or normal sale contracts, as 
provided in SFAS 133. Derivative contracts that have been designated as normal purchases or normal sales under 
SFAS 133 are not subject to MTM accounting treatment and are recognized in the Condensed Consolidated 
Statements of Income on an accrual basis. 

KPCo’s accounting for the changes in the fair value of a derivative instrument depends on whether it qualifies for and 
has been designated as part of a hedging relationship and fiu-ther, on the type of hedging relationship. Depending on 
the exposure, KPCo designates a hedging instrument as a fair value hedge or a cash flow hedge. 



For contracts that have not been designated as part of a hedging relationship, the accounting for changes in fair value 
depends on whether the derivative instrument is held for trading purposes. Realized gains and losses on derivative 
instruments held for trading purposes are included in Revenues on a net basis in KpCo’s Condensed Statements of 
Income. Realized gains and losses on derivative instruments not held for trading purposes are included in Revenues or 
Expenses on KPCo’s Condensed Statements of Income depending on the relevant facts and circumstances. 
Unrealized and realized gains and losses for both trading and non-trading derivative instruments are recorded as 
regulatory assets (for losses) or regulatory liabilities (for gains), in accordance with SFAS 71. 

Accouriting for Fair Value Hedging Strategies 

For fair value hedges (Le. hedging the exposure to changes in the fair value of an asset, liability or an identified 
portion thereof attributable to a particular risk), KpCo recognizes the gain or loss on the derivative instrument as well 
as the offsetting gain or loss on the hedged item associated with the hedged risk in Net Income during the period of 
change. 

KPCo records realized gains or losses on interest rate swaps that qualify for fair value hedge accounting treatment and 
any offsetting changes in the fair value of the debt being hedged, in Interest Expense on KPCo’s Condensed 
Statements of Income. During the three months ended March 31, 2009 and 2008, this strategy was not actively 
employed. 

Accouriting for Cash Flow Hedgiiig Strategies 

For cash flow hedges (i.e. hedging the exposure to variability in expected future cash flows that is attributable to a 
particular risk), KPCo initially reports the effective portion of the gain or loss on the derivative instrument as a 
component of Accumulated Other Comprehensive Income (Loss) on the Condensed Balance Sheets until the period 
the hedged item affects Net Income. KPCo recognizes any hedge ineffectiveness as a regulatory asset (for losses) or a 
regulatory liability (for gains) in accordance with SFAS 71. 

Realized gains and losses on derivatives transactions for the purchase and sale of electricity, coal and natural gas 
designated as cash flow hedges are included in Revenues, Fuel and Other Consumables IJsed for Electric Generation 
or Purchased Electricity for Resale in KPCo’s Condensed Statements of Income, depending on the specific nature of 
the risk being hedged. KPCo does not hedge all variable price risk exposure related to commodities. During the three 
months ended March 31, 2009 and 2008, KPCo recognized immaterial amounts in Net Income related to hedge 
ineffectiveness. 

Beginning in 2009, KPCo executed financial heating oil and gasoline derivative contracts to hedge the price risk of its 
diesel fuel and gasoline purchased. KPCo reclassifies gains and losses on financial fuel derivative contracts 
designated as cash flow hedges from Accumulated Other Comprehensive Income (Loss) on the Condensed Balance 
Sheets into Other Operation and Maintenance Expense or Depreciation and Amortization Expense, as it relates to 
Capital projects, on the Condensed Statements of Income. KPCo does not hedge all fuel price exposure. During the 
three months ended March 3 1,2009, KPCo recognized no hedge ineffectiveness related to this hedge strategy. 

KPCo reclassifies gains and losses on interest rate derivative hedges related to debt financing from Accumulated 
Other Comprehensive Income (Loss) into Interest Expense in those periods in which hedged interest payments occur. 
During the three months ended March 3 1, 2009 and 2008, this strategy was not actively employed. 
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The following table provides details on designated, effective cash flow hedges included in AOCI on KPCo’s 
Condensed Balance Sheets and the reasons for changes in cash flow hedges from January 1 , 2009 to March 3 1, 2009. 
All amounts in the following table are presented net of related income taxes. 

Total Accumulated Other Comprehensive Income (Loss) Activity for Cash Flow Hedges 
For the Three Months Ended March 31,2009 

(in thousands) 

Beginning Balance in AOCI as of January 1,2009 
Changes in Fair Value Recognized in AOCI 
Amount of(Gain) or Loss Reclassified from AOCI 
to Income StatemenUwithin Balance Sheet 

Electric Generation, Transmission and 

Purchased Electricity for Resale 
Interest Expense 

Distribution Revenues 

Ending Balance in AOCI as of March 31,2009 

Commodity 
$ 584 

38 

(233) 
42 8 

$ 817 

Interest Rate Total I- 

38 
$ (525) $ 59 

(233) 
428 

16 16 
$ (509) $ 308 

Cash flow hedges included in Accumulated Other Comprehensive Income (Loss) on KPCo’s Condensed Balance 
Sheet at March 3 1 , 2009 were: 

Impact of Cash Flow Hedges on the Condensed Balance Sheet 

Hedging Assets (a) 
Hedging Liabilities (a) 
AOCI Gain (Loss) Net of Tax 
Portion Expected to be Reclassified to Net 

Income During the Next Twelve Months 

Interest Rate - - Total ~ 

(in thousands) 
$ 1,372 $ - $  1,3 72 

817 (509) 308 

Commodity - 

(117) (1 17) 

791 (60) 73 1 

(a) Hedging Assets and Hedging Liabilities are included in Risk Management Assets and Liabilities on KPCo’s 
Condensed Consolidated Balance Sheet. 

The actual amounts that KPCo reclassifies from Accumulated Other Comprehensive Income (Loss) to Net Income 
can differ from the estimate above due to market price changes. As of March 3 1, 2009, the maximum length of time 
that KPCo is hedging (with SFAS 133 designated contracts) exposure to variability in future cash Rows related to 
forecasted transactions is 14 months. 

Credit Risk 

Management limits credit risk in KPCo’s wholesale marketing and trading activities by assessing the creditworthiness 
of potential counterparties before entering into transactions with them and continuing to evaluate their 
creditworthiness on an ongoing basis. KPCo uses Moody’s, S&P and current market-based qualitative and 
quantitative data to assess the financial health of counterparties on an ongoing basis. If an extenial rating is not 
available, an internal rating is generated utilizing a quantitative tool developed by Moody’s to estimate probability of 
default that corresponds to an irnplied external agency credit rating. 

KPCo uses standardized master agreements which may include collateral requirements. These master agreements 
facilitate the netting of cash flows associated with a single counterparty. Cash, letters of credit, and parentallaffiliate 
guarantees may be obtained as security from counterparties in order to mitigate credit risk. The collateral agreements 
require a counterparty to post cash or letters of credit in the event an exposure exceeds the established theshold. The 

wco-2 1 



tllreshold represents an unsecured credit limit which may be supported by a parental/affiliate guaranty, as determined 
in accordance with AEP’s credit policy. In addition, collateral agreements allow for termination and liquidation of all 
positions in the event of a failure or inability to post collateral. 

Collateral Triggering Evetits 

Under a limited number of derivative and non-derivative counterparty contracts primarily related to pre-2002 risk 
management activities and under the tariffs of the RTOs and Independent System Operators (ISOs), KPCo is 
obligated to post an amount of collateral if certain credit ratings decline below investment grade. The amount of 
collateral required fluctuates based on market prices and total exposure. On an ongoing basis, the risk management 
organization assesses the appropriateness of these collateral triggering items in contracts. Management believes that a 
downgrade below investment grade is unlikely. As of March 3 1 , 2009, the aggregate value of such contracts was $7.8 
million and KPCo was not required to post any collateral. KPCo would have been required to post $7.8 million of 
collateral at March 3 1, 2009, if certain credit ratings had declined below investment grade of which $7.7 million was 
attributable to RTO and IS0  activities. 

FAIR VALUE MEASUREMENTS 

SFAS 157 Fair Value Measurentents 

As described in KPCo’s 2008 Annual Report, SFAS 157 establishes a fair value hierarchy that prioritizes the inputs 
used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities (level 1 measurement) and the lowest priority to unobservable inputs (level 3 
measurement). The Derivatives, Hedging and Fair Value Measurements note within KPCo’s 2008 Annual Report 
should be read in conjunction with this report. 

The following tables set forth by level within the fair value hierarchy KPCo’s financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of March 31, 2009 and December 3 1, 2008. As required by SFAS 
1.57, financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant 
to the fair value measurement. Management’s assessment of the significance of a particular input to the fair value 
measurement requires judgment, and may affect the valuation of fair value assets and liabilities and their placement 
within the fair value hierarchy levels. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of March 31,2009 

Assets: 
Level 1 Level 2 Level 3 Other Total 

(in thousands) 
-- 

- Risk Management Assets - 
Risk Management Contracts (a) $ 3,671 $ 178,812 $ 3,296 $ (161,982) $ 23,797 
Cash Flow and Fair Value Hedges (a) 1,745 (373) 1,372 
Dedesignated Risk Management Contracts (b) .- -. 2,456 2,456 
Total Risk Management Assets $ 3,671 $ 180,557 $ 3,296 $ (159,899) $ 27,625 

Liabilities: 

Risk Management Liabilities .- 
Risk Management Contracts (a) $ 4,046 $ 171,880 $ 905 $ (164,196) $ 12,635 
Cash Flow and Fair Value Hedges (a) 490 (373) 117 

912 912 
Total Risk Management Liabilities $ 4,046 $ 172,370 $ 905 $ (163,657) $ 13,664 
DETM Assignment (c) _._. - 
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Assets and Liabilities Measured at Fair Value on a Recurring Basis as of December 31,2008 

Assets: 
Total Other --.- Level 1 Level 2 Level 3 

(in thousands) 

Risk Management Assets .-- 
Risk Management Contracts (a) $ 3,443 $ 140,38’7 $ 2,561 $ (125,636) $ 20,755 
Cash Flow and Fair Value Hedges (a) 1,418 (302) 1,116 

2,749 2,749 
Total Risk Management Assets $ 3,443 $ 141,805 $ 2,561 $ (123,189) $ 24,620 
Dedesignated Risk Management Contracts (b) - - - 

Liabilities: 

Risk Management Liabilities 
--I____ 

Risk Management Contracts (a) $ 4,021 $ 132,087 $ 848 $ (126,370) $ 10,586 
Cash Flow and Fair Value Hedges (a) 544 (302) 242 

Total Risk Management Liabilities $ 4,021 $ 132,631 $ 848 $ (125,554) $ 11,946 

(a) 

(b) 

DETM Assignment (c) 1,118 1,118 

Amounts in ‘‘Other” column priniarily represent counterparty netting of risk management contracts and associated cash 
collateral under FSP FIN 39-1. 
“Dedesignated Risk Management Contracts” are contracts that were originally MTM but were subsequently elected as 
normal under SFAS 133. At the time of the normal election, the MTM value was frozen and no longer fair valued. This 
will be amortized into revenues over the remaining life ofthe contract. 
See “Natural Gas Contracts with DETM’ section of Note 12 in KPCo’s 2008 Annual Report. (c) 

The following tables set forth a reconciliation of changes in the fair value of net trading derivatives 
classified as level 3 in the fair value hierarchy: 

Three Months Ended March 31,2009 ~- 
Balance as of January I, 2009 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 
Assets Still Held at the Reporting Date (a) 
Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in andor out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of March 31,2009 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ 1,713 

(834) 

(16) 
1,528 

$ 2,391 
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Net Risk 
Management 

Assets 
aiabilities) 

(in thousands) 
$ (1.57) 

(131) 

8. 

Three Months Ended March 31,2008 

Balance as of January 1,2008 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 
Assets Still Held at the Reporting Date (a) 
Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in andor out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of March 31,2008 

(a) Included in revenues on KPCo’s Condensed Statements of Income. 
(b) “Transfers in and/or out of Level 3” represent existing assets or liabilities that were either previously 

categorized as a higher level for which the inputs to the model became unobservable or assets and liabilities 
that were previously classified as level 3 for which the lowest significant input became observable during the 
period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on KPCo’s Condensed Statements of Income. These net gains (losses) are recorded as 
regulatory liabilitiedassets. 

INCOME TAXES 

KPCo and other AEP subsidiaries are no longer subject to US .  federal examination for years before 2000. KPCo and 
other AEP subsidiaries have completed the exam for the years 2001 through 2006 and have issues that are being 
pursued at the appeals level. Although the outcome of tax audits is uncertain, in management’s opinion, adequate 
provisions for income taxes have been made for potential liabilities resulting from such matters. In addition, KPCo 
accrues interest on these uncertain tax positions. Management is not aware of any issues for open tax years that upon 
final resolution are expected to have a material adverse effect on net income. 

9. FINANCING ACTIVITIES 

Utility Money Pool - AEP Systern 

The AEP System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
Utility Money Pool operates in accordance with the terms and conditions approved in a regulatory order. The amount 
of outstanding borrowings from the Utility Money Pool as of March 3 1 2009 and December 3 1, 2008 are included in 
Advances from Affiliates on KPCo’s balance sheets. KPCo’s Utility Money Pool activity and corresponding 
authorized borrowing limits for the three months ended March 3 1,2009 are described in the following table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool -Money Poo l  Money Pool Money Pool March 31,2009 - Limit 

(in thousands) 
$ 161,838 $ - $ 145,160 $ ” $  157,290 $ 250,000 



Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the three months ended March 3 1,2009 and 2008 are summarized in the following table: 

Minimum Average Average 

for Funds For Funds for Funds for Funds 

Maximum Minimum Maximum 
Interest Rates Interest Rates Interest Rates Interest Rates Interest Rate Interest Rate 

for Funds for Funds 
Borrowed from Borrowed from Loaned to the Loaned to the Borrowed from Loaned to the 

the Utility the Utility Utility Money Utility Money the Utility Utility Money 
Money Pool Money Pool - Pool Pool I_ Money Pool P O O I  - 

2009 2.28% 1.22% -% -% 1.69% -% 
2008 5.3 7% 3.39% -% -% 4.09% -% 

Credit Facilities 

KpCo and certain other companies in the AEP System have a $650 million 3-year credit agreement and a $350 
million 364-day credit agreement which were reduced by Lehman Brothers Holdings Inc.’s commitment amount of 
$23 million and $12 million, respectively, following its bankruptcy. Under the facilities, letters of credit may be 
issued. As of March 3 1, 2009, there were no outstanding amounts for KPCo under either facility. In April 2009, the 
$350 million 364-day credit agreement expired. 
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GLOSSARY OF TERMS 
When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Term 

AEGCo 
AEP or Parent 
AEP East companies 
AEP Power Pool 

AEP System 

AEP West companies 
AEPSC 

ALJ 
AOCI 
APB 
APCo 
APSC 
CAA 
CSPCo 
CSW 

CSW Operating Agreement 

DETM 
EITF 
EITF 06- 10 

FASB 
Federal EPA 
FERC 
FIN 
FIN 46R 
FSP 
FTR 

GAAP 
I&M 
KGPCo 
KPCo 
KPSC 
Mlso 
MMBtu 
MTM 
MWH 
OCC 
OPCo 
OPEB 
OTC 

Meaning 

AEP Generating Company, an AEP electric utility subsidiary. 
American Electric Power Company, Inc. 
APCo, CSPCo, I&M, KPCo and OPCo. 
Members are APCo, CSPCo, I&M, KPCo and OPCo. The Pool shares the generation, cost of 

generation and resultant wholesale off-system sales of the member companies. 
American Electric Power System, an integrated electric utility system, owned and operated by 

AEP’s electric utility subsidiaries. 
PSO, SWEPCo, TCC and TNC. 
American Electric Power Service Corporation, a service subsidiary providing management and 

Administrative Law Judge. 
Accumulated Other Comprehensive Income. 
Accounting Principles Board Opinion. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Arkansas Public Service Commission. 
Clean Air Act. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21, 2003, the legal 

name of Central and South West Corporation was changed to AEP Utilities, Inc.). 
Agreement, dated January 1, 1997, by and among PSO, SWEPCo, TCC and TNC governing 

generating capacity allocation. This agreement was amended in May 2006 to remove 
TCC and TNC. AEPSC acts as the agent. 

professional services to AEP and its subsidiaries. 

Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
EITF Issue No. 06- 10 “Accounting for Collateral Assignment Split-Dollar Life Insurance 

Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FIN 46R, “Consolidation of Variable Interest Entities.” 
FASB Staff Position. 
Financial Transmission Right, a financial instrument that entitles the holder to receive 

compensation for certain congestion-related transmission charges that arise when the 
power grid is congested resulting in differences in locational prices. 

Arrangements.” 

Accounting Principles Generally Accepted in the United States of America. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Kingsport Power Company, an AEP electric distribution subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Commission. 
Midwest Independent Transmission System Operator. 
Million British Thermal Units. 
Mark-to-Market. 
Megawatthour. 
Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 
Other Postretirement Benefit Plans. 
Over the counter. 
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Meaning -~ Term - 

PJM Pennsylvania - New Jersey - Maryland regional transmission organization. 
PSO 
PUCT 
Risk Management Contracts 

RTO 
SECA 
SFAS 

SFAS 71 

SFAS 133 

SFAS 157 
SIA 
SWEPCO 
TCC 
TNC 
Utility Money Pool 
WPCO 

Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Public XJtility Commission of Texas. 
Trading and nontrading derivatives, including those derivatives designated as cash flow and fair 

Regional Transmission Organization. 
Seams Elimination Cost Allocation. 
Statement of Financial Accounting Standards issued by the Financial Accounting Standards 

Statement of Financial Accounting Standards No. 71, “Accounting for the Effects of Certain 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments 

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements.” 
System Integration Agreement. 
southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s IJtility Money Pool. 
Wheeling Power Company, an AEP electric distribution subsidiary. 

value hedges. 

Board. 

Types of Regulation.” 

and Hedging Activities ” 
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KENTUCKY POWER COMP. T1 
CONDENSED STATEMENTS OF INCOME 

For the Three and Six Months Ended June 30,2009 and 2008 
(in thousands) 
(Unaudited) 

Three Months Ended 
2009 2008 2009 2008 

Six Months Ended 
-I 

REVENUES 
Electric Generation, Transmission and Distribution $ 134,754 $ 128,152 $ 296,003 $ 275,211 
Sales to AEP Affiliates 20,173 18,729 35,596 38,782 
Other Revenues 
TOTAL REVENUES 

170 1,933 __ 348 
155,099 147,05 1 333,532 I 3 14,341 

.. II 172 

EXPENSES 
=and Other Consuniables Used for Electric Generation 47,877 14,262 100,918 63,473 
Purchased Electricity for Resale 5,735 5,706 14,352 9,472 
Purchased Electricity from AEP Affiliates 48,852 60,262 97,038 114,452 
Other Operation 12,301 13,877 24,339 29,385 
Maintenance 5,582 16,603 26,927 26,523 
Depreciation and Amortization 12,971 11,941 25,778 23,899 

3,637 2,872 5,983 4,052 Taxes Other Than Income Taxes 
TOTAL EXPENSES 136,955 - 125,523 295,335 271,256 

- --- 

OPERATING INCOME 18,144 21,528 38,197 43,085 

Other Income (Expense): 
Other Income 
Interest Expense 

62 886 90 2,518 
(7,423) (7,496) _I (14,733) (14,351) 

INCOME BEFORE INCOME TAX EXPENSE 10,783 14,918 23,554 3 1,252 

Income Tax Expense 9,178 
-11_1 

4,575 3,988 ‘1,892 

NET INCOME $ 6,208 $ 10,930 $ 15,662 $ 22,074 

The common stock of KPCo is wholly-owned b,y AEP. 

See Condensed Notes to Coiidensed Financial Statements 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLDER’S 

EQUITY AND COMPREHENSIVE INCOME (LOSS) 
For the Six Months Ended June 30,2009 and 2008 

(in thousands) 
(Unaudited) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 
Stock Capital Earnings Income ( L a  Total 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY - DECEMBER 31,2007 $ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

EITF 06-10 Adoption, Net of Tax of $197 
Common Stock Dividends 
SUBTOTAL - COMMON 
SHAREHOLDER’S EQUITY 

(365) 
(5,000) 

381,604 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

Cash Flow Hedges, Net of Tax of $1,796 (3,336) (3,336) 
NET INCOME 22,074 22,074 

18,738 TOTAL COMPREHENSIVE INCOME -- 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY - JUNE 30,2008 $ 50,450 $ 208,750 $ 145,292 $ (4,150) $ 400,342 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY - DECEMBER 31,2008 $ 50,450 $ 208,750 $ 138,749 $ 59 $ 398,008 

Capital Contribution from Parent 
Common Stock Dividends 
SUBTOTAL - COMMON 
SHAREHOLDER’S EQUITY 

30,000 
(13,500) 

30,000 
(13,500) 

414,508 ~ - -  
COMPREHENSIVE INCOME --- 

Other Comprehensive Loss, Net of Taxes: 
Cash Flow Hedges, Net of Tax of $40 (74) (74) - , I  

NET INCOME 15,662 15,662 
TOTAL COMPREHENSIVE INCOME I 15,588 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY - JUNE 30,2009 $ 50,450 $ 238,750 $ 140,911 $ (15) $ 430,096 

See Condensed Notes to Condei2sed Financial Statenleiits 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

ASSETS 
June 30,2009 and December 31,2008 

(in thousands) 
(Unaudited) 

2009 - 2008 
CURRENT ASSETS --. 

Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
Affiliated Companies 
Accrued Unbilled Revenues 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Margin Deposits 
Prepayments and Other Current Assets 
TOTAL CURRENT ASSETS 

PROPERTYy PLANT AND EQUIPMENT - 
Electric: 

Production 
Transmission 
Distribution 

Other Property, Plant and Equipment 
Construction Work in Progress 
Total Property, Plant and Equipment 
Accumulated Depreciation and Amortization 
TOTAL PROPERTY, PLANT AND EQUIPMENT - NET 

OTHER NONCURRENT ASSETS 
RegulatogAssets 
Long-term Risk Management Assets 
Deferred Charges and Other Noncurrent Assets 
TOTAL OTHER NONCURRENT ASSETS 

TOTAL ASSETS 

$ 431 $ 646 

21,932 21,681 
5,423 6,72 1 
1,444 2,533 

89 83 
- (1,161) (1,144) 

29,874 27,727 
32,503 29,440 
11,528 10,630 
16,808 13,760 
4,140 9,953 
8,997 5,207 

-- ~- 

5,751 
108,788 105,26 1 

. -I 

6,654 

543,940 533,998 
43 5,347 431,835 
550,514 528,711 
63,972 65,485 
32,705 46,650 

1,626,478 1,606,679 
476,568 

1,130,097. 1,130,111 
II_. 

496,38 1 

180,411 179,845 
11,681 10,860 

41,884 -- 37,615 
- 229,707 __ 232,5E 

~ 

$ 1,468,592 $ 1,467,961 

See Condensed Notes to Condensed Financial Statements. 



KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDER’S EQUITY 
June 30,2009 and December 31,2008 

(IJnaudited) 

CURRENT LIABILITIES 
Advances fkom Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Accrued Interest 
Other Current Liabilities 
TOTAL CURRENT LIABILITIES 

NONCURRENT LIABILITIES 
Long-term Debt -Nonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred Investment Tax Credits 
Employee Benefits and Pension Obligations 
Deferred Credits and Other Noncurrent Liabilities 
TOTAL NONCURRENT LLABILITIES 

TOTAL LIABILITIES 

Commitments and Contingencies (Note 4) 

COMMON SHAREHOLDER’S EQUITY 
Common Stock - Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL COMMON SHAREHOLDER’S EQUITY 

TOTAL LIABILITIES ANI) SHAREHOLDER’S EQUITY 

2009 2008 
(in thousands) 

$ 6,050 $ 131,399 

3 1,052 35,584 
18,086 45,245 
7,156 6,316 

17,464 15,985 
9,560 1 1,903 
6,994 7,009 

19,877- 22,517 
275,958 -- 116,239 

528,638 398,555 

4,610 5,630 
266,746 259,666 
38,387 46,135 
51,183 51,819 
12,693 12,190 

922,257 793,995 

20,000 20,000 

- 1,038,496 1,069,953 

50,450 50,450 
238,750 208,750 
140,9 1 1 13 8,749 

(15) 59 
430,096. 398,008 

$ 1,468,592 $ 1,467,961 

See Condensed Notes to Condensed Financial Statements. 



KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CASH FLOWS 
For the Six Months Ended June 30,2009 and 2008 

(in thousands) 
(Unaudited) 

2009 
OPERATING ACTMTIES 

Net Income $ 15,662 
Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 25,778 
Defened Income Taxes 12,112 
Mark-to-Market of Risk Management Contracts (4,3 95 1 
Change in Other Noncurrent Assets 4,379 

265 

Accounts Receivable, Net 2,147 
Fuel, Materials and Supplies (3,961) 
Accounts Payable (24,585) 
Accrued Taxes, Net (6,0 16) 
Fuel OverNnder-Recovey, Net 5,813 
Other Current Assets (4,739) 
Other Current Liabilities (4,783) 

Change in Other Noncurrent Liabilities 
Changes in Certain Components of Working Capital: 

Net Cash Flows from Operating Activities 17,677 

INVESTING ACTIVITIES - 
Construction Expenditures (38,366) 

Proceeds from Sales of Assets 610 
Net Cash Flows Used for Investing Activities (38,025) 

Acquisitions of Assets (269) 

FINANCING ACTIVITIES 
CaDital Contribution from Parent 
Issuance of Long-term Debt - Nonaffiliated 
Change in Advances from Affiliates, Net 
Principal Payments for Capital Lease Obligations 
Dividends Paid on Common Stock 
Other Financing Activities 
Net Cash Flows from Financing Activities 

Net Decrease in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

30,000 
129,292 

(125,349) 

(13,500) 
41 

20.133 

(351) 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 20,048 
Net Cash Paid for Income Taxes 
Noncash Acquisitions Under Capital Leases 
Construction Expenditures Included in Accounts Payable at June 30, 

See Condensed Notes lo Condensed Financial Statenients 

541 
586 

2,556 

2008 --- 
$ 22,074 

23,899 
7,866 
3,309 

(2,783) 
(1,599) 

6,041 
(2,962) 
1,462 

(5,369) 
(8,187) 
(3,150) 
(3,373) 

I___- 

37,228 

(6 1,43 4) 

202 
(61,232) 

-" 

29,282 
(405) 

(5,000) 

23,877 
_I 

(127) 
727 

$ 600 

$ 14,536 
603 
126 

6,648 
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1. SIGNIFICANT ACCOUNTING MATTERS 

General 

The accompanying unaudited condensed financial statements and footnotes were prepared in accordance with GAAP 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by 
GAAP for complete annual financial statements. 

In the opinion of management, the unaudited condensed interim financial statements reflect all normal and recumng 
accruals and adjustments necessary for a fair presentation of the net income, financial position and cash flows for the 
interim periods. Net income for the three and six months ended June 30, 2009 are not necessarily indicative of results 
that may be expected for the year ending December 31, 2009. Management reviewed subsequent events through the 
August 4, 2009 issuance date of KPCo’s second quarter financial statements and footnotes. The accompanying 
condensed financial statements are unaudited and should be read in conjunction with the audited 2008 financial 
statements and notes thereto, which are included in KPCo’s 2008 Annual Report. 

Vuriuble Interest Entities 

FIN 46R is a consolidation model that considers risk absoIption of a variable interest entity (VIE), also referred to as 
variability. Entities are required to consolidate a VIE when it is determined that they are the primary beneficiary of 
that VIE, as defined by FIN 46R. In determining whether KPCo is the primary beneficiary of a VIE, management 
considers factors such as equity at risk, the amount of the VIE’S variability KPCo absorbs, guarantees of 
indebtedness, voting rights including kick-out rights, the power to direct the VIE and other factors. Management 
believes that the significant assumptions and judgments were applied consistently and that there are no other 
reasonable judgments or assumptions that would result in a different conclusion. There have been no changes to the 
reporting of VIES in the financial statements where it is concluded that KPCo is the primary beneficiary. In addition, 
KPCo has not provided financial or other support to any VIE that was not previously contractually required. 

KPCo holds a significant variable interest in AEPSC and AEGCo. AEPSC provides certain managerial and 
professional services to KPCo. AEP is the sole equity owner of AEPSC. The costs of the services are based on a 
direct charge or on a prorated basis and billed to KPCo and other AEP subsidiaries at AEPSC’s cost. KPCo and other 
AEP subsidiaries have not provided financial or other suppost outside the reimbursement of costs for services 
rendered. There are no other terms or 
arrangements between AEPSC and KPCo and other AEP subsidiaries that could require additional financial support 
from KPCo and other AEP subsidiaries or expose them to losses outside of the noma1 course of business. AEPSC 
and its billings are subject to regulation by the FERC. KPCo and other AEP subsidiaries are exposed to losses to the 
extent they cannot recover the costs of AEPSC through their normal business operations. KPCo is considered to have 
a significant interest in the variability of AEPSC due to its activity in AEPSC’s cost reimbursement st-ructure. 
AEPSC is consolidated by AEP. In the event AEPSC would require financing or other support outside the cost 
reimbursement billings, this financing would be provided by AEP. Total billings from AEPSC for the three months 
ended June 30, 2009 and 2008 were $9 million and $13 million, respectively, and for the six months ended June 30, 
2009 and 2008 were $1’7 million and $23 million, respectively. The carrying amount of liabilities associated with 
AEPSC as of June 30, 2009 and December 31, 2008 were $3 million and $5 million, respectively. Management 
estimates the maximum exposure of loss to be equal to the amount of such liability. 

The cost reimbursement nature of AEPSC finances its operations. 

AEGCo, a wholly-owned subsidiary of AEP, is consolidated by AEP. AEGCo owns a 50% ownership interest in 
Rockpost Plant Unit 1, leases a 50% interest in Rockport Plant Unit 2 and owns 100% of the Lawrenceburg 
Generating Station. KPCo has no 
involvement with AEGCo’s interest in the Lawrenceburg Generating Station. AEP guarantees all the debt obIigations 
of AEGCo. KPCo is considered to have a significant interest in AEGCo due to its transactions. W C o  is exposed to 
losses to the extent it cannot recover the costs of AEGCo through its noImal business operations. Due to the nature of 
the AEP Power Pool, there is a sharing of the cost of Rockpost Plant such that no member of the AEP Power Pool is 
the primary beneficiary of AEGCo’s Rockport Plant. In the event AEGCo would require financing or other support 
outside the billings to KPCo, this financing would be provided by AEP. Total billings from AEGCo for the three 
months ended June 30, 2009 and 2008 were $26 million and $24 million, respectively, and for the six months ended 

AEGCo sells all the output from the Rockport Plant to I&M and KPCo. 



June 30, 2009 and 2008 were $53 million and $SO million, respectively. The carrying amount of liabilities associated 
with AEGCo as of June 30,2009 and December 31,2008 were $9 million in both periods. Management estimates the 
maximum exposure of loss to be equal to the amount of such liability. 

Revenue Recogrzitioiz - Traditional Electricity Supply and Deinarzd 

Revenues are recognized from retail and wholesale electricity sales and electricity transmission and distribution 
delivery services. KPCo recognizes the revenues on its Condensed Statements of Income upon delivery of the energy 
to the customer and includes unbilled as well as billed amounts. 

Most of the power produced at the generation plants of the AEP East companies is sold to PJM, the RTO operating in 
the east service territory. The AEP East companies then purchase power from PJM to supply their customers. 
Generally, these power sales and purchases are reported on a net basis as revenues on KPCo’s Condensed Statements 
of Income. However, in 2009, there were times when the AEP East companies were purchasers of power from PJh4 
to serve retail load. These purchases were recorded gross as Purchased Electricity for Resale on KPCo’s Condensed 
Statements of Income. 

Physical energy purchases, including those from RTOs, that are identified as non-trading, are accounted for on a gross 
basis in Purchased Electricity for Resale on KPCo’s Condensed Statements of Income. 

2. NEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of final pronouncements, management reviews the new accounting literature to determine the 
relevance, if any, to KPCo’s business. The following represents a summary of new pronouncements issued or 
implemented in 2009 and standards issued but not implemented that management has determined relate to KPCo’s 
operations. 

Pronouncements Adopted During 2009 

The following standards were effective during the first six months of 2009. ConsequentIy, the financial statements 
and footnotes reflect their impact. 

SFAS 141 (revised 200 7) “Busiizess Coiizbinations” (SFAS 141R) 

In December 2007, the FASB issued SFAS I41R, improving financial reporting about business combinations and 
their effects. It established how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. The standard requires disclosure of 
information for a business combination that occurs during the accounting period or prior to the issuance of the 
financial statements for the accounting period. SFAS 141R can affect tax positions on previous acquisitions. KPCo 
does not have any such tax positions that result in adjustments. 

In April 2009, the FASB issued FSP SFAS 141(R)-1 “Accounting for Assets Acquired and Liabilities Assumed in a 
Business Combination That Arise from Contingencies.” The standard clarifies accounting and disclosure for 
Contingencies arising in business combinations. It was effective January 1,2009. 

KPCo adopted SFAS 141R, including the FSP, effective January 1, 2009. It is effective prospectively for business 
combinations with an acquisition date on or after January 1, 2009. KPCo had no business combinations in 2009. 
KPCo will apply it to any future business combinations. 

SFAS 160 “Noizcoiztrolling Interests iiz Consolidated Financial Stateirzents” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. TJpon 
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deconsolidation due to loss of control over a subsidiaiy, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

KPCo adopted SFAS 160 effective January 1, 2009 with no impact on its financial statements or footnote disclosures. 

SFAS 161 “Disclosures about Derivative Itrstrunzents and Hedging Activities” (SFAS 161) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how an entity accounts for derivative instruments and related hedged items and (c) 
how derivative instruments and related hedged items affect an entity’s financial position, financial performance and 
cash flows. The standard requires that objectives for using derivative instruments be disclosed in terms of the primary 
underlying risk and accounting designation. 

KPCo adopted SFAS 161 effective January 1, 2009. 
instruments and hedging activities. See Note 7. 

This standard increased disclosures related to derivative 

SFAS 165 “Subsequent Events” (SFAS 165) 

In May 2009, the FASB issued SFAS 165 incorporating guidance on subsequent events into authoritative accounting 
literature and clarifying the time following the balance sheet date which management reviewed for events and 
transactions that may require disclosure in the financial statements. 

KPCo adopted this standard effective second quarter of 2009. 
disclosure of the date through which subsequent events have been reviewed. 
management’s procedures for reviewing subsequent events. 

The standard increased disclosure by requiring 
The standard did not change 

EITF Issue No. 08-5 “Issuer’s Accounting for  Liabilities Measured at Fair Value with a Tizird-Party Credit 
Enhancentent” (EITF 08-5) 

In September 2008, the FASB ratified the consensus on liabilities with third-party credit enhancements when the 
liability is measured and disclosed at fair value. The consensus treats the liability and the credit enhancement as two 
units of accounting. Under the consensus, the fair value measurement of the liability does not include the effect of the 
third-party credit enhancement. Consequently, changes in the issuer’s credit standing without the support of the credit 
enhancement affect the fair value measurement of the issuer’s liability. Entities will need to provide disclosures about 
the existence of any third-party credit enhancements related to their liabilities. In the period of adoption, entities must 
disclose the valuation method(s) used to measure the fair value of liabilities within its scope and any change in the fair 
value measurement method that occurs as a result of its initial application. 

KPCo adopted EITF 08-5 effective January 1, 2009. With the adoption of FSP SFAS 107-1 and APB 28-1, it is 
applied to the fair value of long-term debt. The application of this standard had an immaterial effect on the fair value 
of debt outstanding. 

EITF Issue No. 08-6 “Equity Method Investtnent Accounting Considerations” (EITF 08-6) 

In November 2008, the FASB ratified the consensus on equity method investment accounting including initial and 
allocated carrying values and subsequent measurements. It requires initial carrying value be determined using the 
SFAS 141R cost allocation method. When an investee issues shares, the equity method investor should treat the 
transaction as if the investor sold part of its interest. 

KPCo adopted EITF 08-6 effective January 1, 2009 with no impact on the financial statements. It was applied 
prospectively. 



FSP SFAS 107-I and APB 28-I “Interiin Disclosures about Fair Value of Financial Instrutnents” (FSP SFAS 
107-1 and APB 28-I) 

In April 2009, the FASB issued FSP SFAS 107-1 and APB 28-1 requiring disclosure about the fair value of financial 
instruments in all interim reporting periods. The standard requires disclosure of the method and significant 
assumptions used to determine the fair value of financial instruments. 

KPCo adopted the standard effective second quarter of 2009. This standard increased the disclosure requirements 
related to financial instruments. See “Fair Value Measurements of Long-term Debt” section of Note 8. 

FSP SFAS I1.5-2 and SFAS 124-2 “Recognition and Presentation of Otlier- Tltan-Tetnporaty Intpairinents ” (FSP 
SFAS 115-2 and SFAS 124-2) 

In April 2009, the FASB issued FSP SFAS 11.5-2 and SFAS 124-2 amending the other-than-temporary impairment 
(OTTI) recognition and measurement guidance for debt securities. For both debt and equity securities, the standard 
requires disclosure for each interim reporting period of information by security class similar to previous annual 
disclosure requirements. 

KPCo adopted the standard effective second quarter of 2009 with no impact on its financial statements or disclosures. 

FSP SFAS 142-3 LLDetermination of tlte [Jseful Life of Intangible Assets” (SFAS 142-3) 

In April 2008, the FASB issued SFAS 142-3 amending factors that should be considered in developing renewal or 
extension assumptions used to determine the useful life of a recognized intangible asset. The standard is expected to 
improve consistency between the useful life of a recognized intangible asset and the period of expected cash flows 
used to measure its fair value. 

KPCo adopted SFAS 142-3 effective January 1, 2009. The guidance is prospectively applied to intangible assets 
acquired after the effective date. The standard’s disclosure requirements are applied prospectively to all intangible 
assets as of January 1 , 2009. The adoption of this standard had no impact on the financial statements. 

FSP SFAS 157-2 “Effective Date of FASB Statentent No. 157” (SFAS I57-2) 

In February 2008, the FASB issued SFAS 157-2 which delays the effective date of SFAS 157 to fiscal years 
beginning after November IS, 2008 for all nonfinancial assets and nonfinancial liabilities, except those that are 
recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually). As defined in 
SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. The fair value hierarchy gives the highest priority 
to unadjusted quoted prices in active markets for identical assets or liabilities and the lowest priority to unobservable 
inputs. In the absence of quoted prices for identical or similar assets or investments in active markets, fair value is 
estimated using various internal and external valuation methods including cash flow analysis and appraisals. 

KPCo adopted SFAS 157-2 effective January 1, 2009. KPCo will apply these requirements to applicable fair value 
measurements which include new asset retirement obligations and impairment analyses related to long-lived assets, 
equity investments, goodwill and intangibles. KPCo did not record any fair value measurements for nonrecurring 
nonfinancial assets and liabilities in the first six months of 2009. 

FSP SFAS 1.57-4 “Deterniining Fair Value Wien tlte Volume and Level of Activity for  tlte Asset or Liability Have 
Significantly Decreased a i d  Ideittiaing Transactions Tlzat Are Not Orderly” (FSP SFAS 15 7-4) 

In April 2009, the FASB issued FSP SFAS 157-4 providing additional guidance on estimating fair value when the 
volume and level of activity for an asset or liability has significantly decreased, including guidance on identifying 
circumstances indicating when a transaction is not orderly. Fair value measurements shall be based on the price that 
would be received to sell an asset or paid to transfer a liability in an orderly (not a distressed sale or forced 
liquidation) transaction between market participants at the measurement date under current market conditions. The 
standard also requires disclosures of the inputs and valuation techniques used to measure fair value and a discussion 
of changes in valuation techniques and related inputs, if any, for both interim and annual periods. 
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KPCo adopted the standard effective second quarter of 2009. The standard had no impact on the financial statements 
but increased disclosure requirements. See “Fair Value Measurements of Financial Assets and Liabilities” section of 
Note 8. 

Pronouncements Effective in the Future 

The following standards will be effective in the future and their impacts will be disclosed at that time. 

SFAS 166 “Accounting for Transfers of Financial Assets” (SFAS 166) 

In June 2009, the FASB issued SFAS 166 clarifying when a transfer of a financial asset should be recorded as a sale. 
The standard defines participating interest to establish specific conditions for a sale of a portion of a financial asset. 
This standard must be applied to all transfers after the effective date. 

SFAS 166 is effective for interim and annual reporting in fiscal years beginning after November 15, 2009. Early 
adoption is prohibited. Although management has not completed an analysis, management does not expect this 
standard to have a material impact on the financial statements. KPCo will adopt SFAS 166 effective January 1,2010. 

SFAS 167 “Aniendments to FASB Ititerpretation No. 46(R)” (SFAS 16 7) 

In June 2009, the FASB issued SFAS 167 amending the analysis an entity must perform to determine if it has a 
controlling interest in a variable interest entity (VIE). This new guidance provides that the primary beneficiary of a 
VIE must have both: 

The power to direct the activities of the VIE that most significantly impact the VIE’S economic 
performance I 
The obligation to absorb the losses of the entity that could potentially be significant fo the VIE or the right 
to receive benefits from the entity that could potentially be significant to the VIE. 

o 

The standard also requires separate presentation on the face of the statement of financial position for assets which can 
only be used to settle obligations of a consolidated VIE and liabilities for which creditors do not have recourse to the 
general credit of the primary beneficiary. 

SFAS 167 is effective for interirn and annual reporting in fiscal years beginning after November 15, 2009. Early 
adoption is prohibited. Management continues to review the impact of the changes in the consolidation guidance on 
the financial statements. This standard will increase disclosure requirements related to transactions with VIES and 
change the presentation of consolidated VIE’S assets and liabilities on KPCo’s balance sheets. KPCo will adopt 
SFAS 167 effective January I ,  2010. 

SFAS 168 “The FASB Accounting Standards Codi@ationTM and the Hierarchy of Generally Accepted Accounting 
Principles” (SFAS I68) 

In June 2009, the FASB issued SFAS 168 establishing the FASB Accounting Standards CodificationTM as the 
authoritative source of accounting principles for preparation of financial statements and reporting in conformity with 
GAAP by nongovernmental entities. 

This standard is effective for interim and annual reporting periods ending after September 15, 2009. It requires an 
update of all references to authoritative accounting literature. KPCo will adopt SFAS 168 effective third quarter of 
2009. 
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FSP SFAS 132R- 1 “Einployers ’ Disclosures about Postretireiizent Benefit Plan Assets ” (FSP SFAS 132R-1) 

In December 2008, the FASB issued FSP SFAS 132R-1 providing additional disclosure guidance for pension and 
OPEB plan assets. The rule requires disclosure of investment policies including target allocations by investment 
class, investment goals, risk management policies and permitted or prohibited investments. It specifies a minimum of 
investment classes by further dividing equity and debt securities by issuer grouping. The standard adds disclosure 
requirements including hierarchical classes for fair value and concentration of risk. 

This standard is effective for fiscal years ending after December IS, 2009. Management expects this standard to 
increase the disclosure requirements related to AEP’s benefit plans. KPCo will adopt the standard effective for the 
2009 Annual Report. 

Futrare Accounting (712 arzges 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and financial position that may result from 
any such future changes. The FASB is currently working on several prqjects including revenue recognition, 
contingencies, financial instruments, emission allowances, leases, insurance, hedge accounting, discontinued 
operations and income tax. Management also expects to see more FASB projects as a result of its desire to converge 
International Accounting Standards with GAAP. The ultimate pronouncements resulting from these and future 
projects could have an impact on future net income and financial position. 

3. RATEMATTERS 

As discussed in KPCo’s 2008 Annual Report, KPCo is involved in rate and regulatory proceedings at the FERC and 
the KPSC. The Rate Matters note within KPCo’s 2008 Annual Report should be read in conjunction with this report 
to gain a complete understanding of material rate matters still pending that could impact net income, cash flows and 
possibly financial condition. The following discusses ratemaking developments in 2009 and updates KPCO’S 2008 
Annual Report. 

Validity of Noizstatutoiy Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court 
,judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside of the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. Both the KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable, KPCo has existing surcharges which are not specifically authorized by 
statute. These include KPCo’s fuel clause surcharge, the annual Rockport Plant capacity surcharge, the merger 
surcredit and the off-system sales credit rider. On an anniial basis, these surcharges recently ranged from revenues of 
approximately $10 million to a reduction of revenues of $2 million due to the volatility of these surcharges. The 
KPSC asked interested parties to brief the issue in KPCo’s fuel cost proceeding. The AG responded that the KPCo 
fuel clause should be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without 
a fill1 rate case review. The KPSC issued an order stating that the KPSC has the authority to provide for surcharges 
and surcredits until the court of appeals rules otherwise. 

In November 2008, the Kentucky Court of Appeals concluded that Duke Energy’s &charge was illegal. However, 
the order stated that the “decision was premised on the nature of the long-term capital improvements proposed by 
Duke Energy as distinguished from the fuel and other surcharges that are fluctuating and unanticipated. The latter 
have been approved by the Kentucky Supreme Court and remain the law.” In February 2009, the Kentucky Court of 
Appeals denied the KPSC request for appeal of the Franklin County Circuit Court decision. In March 2009, the 
KPSC filed for a discretionary review of the related Duke Energy case with the Kentucky Supreme Court. 
Management believes that all of KPCo’s variable rate mechanisms are valid and would be upheld if ever challenged. 
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FERC Rate Matters 

Regional Transnzission Rate Proceedings at the FERC 

SECA Revenue Subiect to Refund 

Effective December 1, 2004, AEP eliminated transaction-based though-and-out transmission service (T&O) charges 
in accordance with FERC ordeIs and collected, at the FERC’s direction, load-based charges, referred to as RTO 
SECA, to partially mitigate the loss of T&O revenues on a temporaIy basis through March 3 1 , 2006. Intervenors 
objected to the temporary SECA rates, raising various issues. As a result, the FERC set SECA rate issues for hearing 
and ordered that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates 
to other utilities at considerably lesser amounts than they collected. If a refund is ordered, the AEP East companies 
would also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized 
gross SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated 
leaving the AEP East companies and ultimately their internal load retail customers to make up the short fall in 
revenues. KPCo’s portion of recognized gross SECA revenues was $17 million. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates must be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes, based on advice of legal 
counsel, that the FERC should reject the ALJ’s initial decision because it contradicts prior related FERC decisions, 
which are presently subject to rehearing. Furthermore, management believes the ALJ’s findings on key issues are 
largely without merit. AEP and SECA ratepayers are engaged in settlement discussions in an effort to settle the 
SECA issue. However, if the ALJ’s initial decision is upheld in its entirety, it could result in a disallowance of a large 
portion of any unsettled SECA Ievenues. 

Based on anticipated settlements, the AEP East companies provided reserves for net refunds for current and future 
SECA settlements totsrlirig $39 million and $5 million in 2006 and 2007, respectively, applicable to a total of $220 
million of SECA revenues. KPCo provided reserves of 2.9 million and $400 thousand in 2006 and 2007, 
respectively. 

In February 2009, a settlement agreement was approved by the FERC resulting in the completion of a $1 million 
settlement applicable to $20 million of SECA revenue. Including this most recent settlement, AEP has completed 
Settlements totaling $10 million applicable to $1 12 million of SECA revenues. The balance in the reserve for future 
settlements as of June 30, 2009 was $34 million. KPCo’s reserve balance at June 30, 2009 was $2.6 million. As of 
June 30, 2009, there were no in-process settlements. 

Management cannot predict the ultimate outcome of ongoing settlement discussions or hture FERC proceedings or 
court appeals, if any. However, if the FERC adopts the ALJ’s decision and/or AEP cannot settle all of the remaining 
unsettled claims within the remaining amount reserved for refimd, it will have an adverse effect on future net income 
and cash flows. Based on advice of external FERC counsel, recent settlement experience and the expectation that 
most of the unsettled SECA revenues will be settled, management believes that the available reserve of $34 million is 
adequate to settle the remaining $108 million of contested SECA revenues. If the remaining unsettled SECA claims 
are settled for considerably more than the to-date settlements or if the remaining unsettled claims cannot be settled 
and are awarded a refund by the FERC greater than the remaining reserve balance, it could have an adverse effect on 
net income. Cash flows will be adversely impacted by any additional settlements or ordered refunds. 

The FERC PJM Reaional Transmission Rate Proceediitg 

With the elimination of T&O rates, the expiration of SECA rates and after considerable administrative litigation at the 
FERC in which AEP sought to mitigate the effect of the T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 1 V  and higher voltage 
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transmission facilities built in PJM would be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain state regulatory approvals for recovery of any costs of new facilities that are assigned 
to them by PJM. In February 2008, AEP filed a Petition for Review of the FERC orders in this case in the United 
States Court of Appeals. Management cannot estimate at this time what effect, if any, this review will have on the 
AEP East companies’ future construction of new transmission facilities, net income and cash flows. 

The AEP East companies filed for and in 2006 obtained increases in their wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. The AEP East companies sought and received retail rate increases 
in Ohio, Virginia, West Virginia and Kentucky. In January and March 2009, the AEP East companies received retail 
rate increases in Tennessee and Indiana, respectively, that recognized the higher retail transmission costs resulting 
from the loss of wholesale transmission revenues from T&O transactions. As a result, the AEP East companies are 
now recovering approximately 98% of the lost T&O transmission revenues. The remaining 2% is being incurred by 
I&M until it can revise its rates in Michigan to recover the lost revenues. 

The FERC PJMand MISO Renional Transinissioii Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PJh4IMISO region (the Super 
Region) to file, by August 1, 2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1, 2008. All of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to support continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwayhyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argued the use of other PJM and MISO facilities by AEP is 
not as large as the use of the AEP East companies’ transmission by others in PJM and MISO. Therefore, a regional 
rate design change is required to recognize that the provision and use of transmission service in the Super Region is 
not sufficiently uniform between transmission owners and users to justify zonal rates. In January 2008, the FERC 
denied AEP’s complaint. AEP filed a rehearing request with the FERC in March 2008. In December 2008, the 
FERC denied AEP’s request for rehearing. In Februaiy 2009, AEP filed an appeal in the U.S. Court of Appeals. If 
the court appeal is successful, earnings could benefit for a certain period of time due to regulatory lag until the AEP 
East companies reduce future retail revenues in their next fuel or base rate proceedings to reflect the resultant 
additional transmission cost reductions. Management is unable to predict the outcome of this case. 

PJM Truizsnzissiorz Forntulu Rate Filing 

In July 2008, AEP filed an application with the FERC to increase its rates for wholesale transmission service within 
PJM by $63 million annually. The filing seeks to implement a formula rate allowing annual adjustments reflecting 
future changes in the AEP East companies‘ cost of service. In September 2008, the FERC issued an order 
conditionally accepting AEP’s proposed formula rate, subject to a compliance filing, established a settlement 
proceeding with an ALJ, and delayed the requested October 2008 effective date for five months. The requested 
increase, which the AEP East companies began billing in April 2009 for service as of March 1, 2009, will produce a 
$63 million annualized increase in revenues. Approximately $8 million of the increase will be collected from 
nonaffiliated customers within PJM. The remaining $55 million requested would be billed to the AEP East 
companies but would be offset by compensation from PJM for use of the AEP East companies’ transmission facilities 
so that retail rates for jurisdictions other than Ohio are not directly affected. In October 2008, AEP filed the required 
compliance filing, arid began settlement discussions with the intervenors and FERC staff. The settlement discussions 
are currently ongoing. 

In May 2009, the first annual update of the formula rate was filed with the FERC which reflected increased 
transmission service revenue requirements of approximately $32 million on an annualized basis, effective for service 
as of July I, 2009 to be billed in August 2009. Approximately $4 million of the increase will be collected from 
nonaffiliated customers within PJM. Retail rates for other AEP East jurisdictions are not directly affected. 

Under the formula, the second annual update will be filed effective .July 1, 2010 and each year thereafter, Also, 
beginning with the July 1, 2010 update, the rates each year will include an adjustment to true-up the prior year’s 
collections to the actual costs for the prior year. Management is unable to predict the outcome of the settlement 
discussions or any further proceedings that might be necessary if settlement discussions are not successful. 
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Allocation of Off-system Sales Margins 

In August 2008, the OCC filed a complaint at the FERC alleging that AEP inappropriately allocated off-system sales 
margins between the AEP East companies and the AEP West companies and did not properly allocate off-system 
sales margins within the AEP West companies. The PUCT, the APSC and the Oklahoma Industrial Energy 
Consumers intervened in this filing. In November 2008, the FERC issued a final order concluding that AEP 
inappropriately deviated fiom off-system sales margin allocation methods in the SIA and the CSW Operating 
Agreement for the period June 2000 through March 2006. The FERC ordered AEP to recalculate and reallocate the 
off-system sales margins in compliance with the SIA and to have the AEP East companies issue refimds to the AEP 
West companies. Although the FERC determined that AEP deviated from the CSW Operating Agreement, the FERC 
determined the allocation methodology was reasonable. The FERC ordered AEP to submit a revised CSW Operating 
Agreement for the period June 2000 to March 2006. In December 2008, AEP filed a motion for rehearing and a 
revised CSW Operating Agreement for the period June 2000 to March 2006. The motion for rehearing is still 
pending. In January 2009, AEP filed a compliance filing with the FERC and refunded approximately $250 million 
fiorn the AEP East companies to the AEP West companies. Following authorized regulatory treatment, the AEP 
West companies shared a poItion of SIA margins with their wholesale and retail customers during the period June 
2000 to March 2006. In December 2008, the AEP West companies recorded a provision for refund reflecting the 
sharing. Management cannot predict the outcome of the requested FERC rehearing proceeding or any future state 
regulatory proceedings but believes the AEP West companies’ provision for refund regarding related future state 
regulatory proceedings is adequate. 

Transmission Agreement (TA) 

Certain transmission equipment placed in service in 1998 in KPCo‘s service territory was inadvertently excluded from 
the AEP East companies’ TA calculation. As a result, KPCo did not receive a TA credit for this equipment fiom the 
other TA member companies. The amount involved was $7 million annually. It was not discovered until February 
2009. KPCo’s base electric rates were adjusted only once, in April 2006, during the period in which the error was in 
effect. Effective January 2009, the allocation was revised to give KPCo its full TA credit prospectively and the KPSC 
staff and attending intervenors were informed about the revision at a meeting in April 2009. Management does not 
believe that it is probable that a material retroactive rate adjustment will result. 

Modificatioiz of the Transmission Agreement (TA) 

APCo, CSPCo, I&M, KPCo and OPCo are parties to the TA entered into in 1984, as amended, that provides for a 
sharing of the cost of transmission lines operated at 138-kV and above and transmission stations operated at 345kV 
and above. In June 2009, AEPSC, on behalf of the parties to the TA, filed with the FERC a request to modify the TA. 
Under the proposed amendments, WPCo and KGPCo will be added as parties to the TA. In addition, the amendments 
would provide for the allocation of PJM transmission costs on the basis of the TA parties’ 12-month coincident peak 
and reimburse the majority of PJM transmission revenues based on individual cost of service instead of the MLR 
method used in the present TA. AEPSC requested the effective date to be the first day of the month following a final 
non-appealable FERC order. Management is unable to predict the outcome of this proceeding and the effect, if any, it 
will have on future net income and cash flows due to timing of implementation by various state regulators. 

4. COMMITMENTS, GUARANTEES AND CONrINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, KPCo’s 
business activities are subject to extensive govemnental regulation related to public health and the environment. The 
ultimate outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material adverse effect on the financial statements. The Commitments, Guarantees and Contingencies note within 
the 2008 Annual Report should be read in conjunction with this report. 
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GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to 
third parties. 

Irzdeinrzifications and Other Guarantees 

C0lZfi.UCtS 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to June 30, 2009, 
IQCo entered into sale agreements including indemnifications with a maximum exposure that was not significant. 
There are no materia1 liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SWEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SWEPCo related to power purchase and sale 
activity conducted pursuant to the SIA. 

Muster Lease Azreements 

KPCo leases certain equipment under master lease agreements. GE Capital Conimercial Inc. (GE) notified 
management in November 2008 that they elected to terminate the Master Leasing Agreements in accordance with the 
termination rights specified within the contract. In 201 1, KPCo will be required to purchase all equipment under the 
lease and pay GE an amount equal to the unamortized value of all equipment then leased. In December 2008, 
management signed new master lease agreements with one-year commitment periods that include lease terms of up to 
10 years.. Management expects to enter into replacement leasing arrangements for the equipment affected by this 
notification prior to the termination date of 201 1. 

For equipment under the GE master lease agreements that expire prior to 201 1, the lessor is guaranteed receipt of up 
to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of the leased 
equiprnent is below the unamortized balance at the end of the lease term, KPCo is committed to pay the difference 
between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of the 
unamortized balance. Under the new master lease agreements, the lessor is guaranteed receipt of up to 68% of the 
unamortized balance at the end of the lease term. If the actual fair market value of the leased equipment is below the 
unamortized balance at the end of the lease term, KPCo is committed to pay the difference between the actual fair 
market value and unamortized balance, with the total guarantee not to exceed 68% of the unamortized balance. At 
June 30,2009, the maxiinurn potential loss for these lease agreements was approximately $262 thousand assuming the 
fair market value of the equipment is zero at the end of the lease term. Historically, at the end of the lease term the 
fair market value has been in excess of the unamortized balance. 

CONTINGENCIES 

Carbon Dioxide (Cod Public Nuisance Claim 

In 2004, eight states and the City of New York filed an action in Federal District Court for the Southern District of 
New York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. 
The Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against 
the same defendants. The actions allege that COz emissions from the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments from the defendants. The dismissal of this lawsuit was appealed to the 
Second Circuit Court of Appeals. Briefing and oral argument concluded in 2006. In April 2007, the 1J.S. Supreme 
Court issued a decision holding that the Federal EPA has authority to regulate emissions of COZ and other greenhouse 
gases under the CAA, which may impact the Second Circuit’s analysis of these issues. The Second Circuit requested 
supplemental briefs addressing the impact of the Supreme Court’s decision on this case which were provided in 2007. 
Management believes the actions are without merit and intends to defend against the claims. 
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Alaskan Villages’ Claims 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in Federal Court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil & gas 
companies, a coal company and other electric generating companies. The complaint alleges that the defendants’ 
emissions of C02  contribute to global warming and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global warming will require the relocation of the village at an alleged cost of 
$95 million to $400 million. The defendants filed motions to dismiss the action. The motions are pending before the 
court. Management believes the action is without merit and intends to defend against the claims. 

FERC Long-tertii Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.’’ The complaint alleged that KPCo and 
other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was allegedly 
dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, the U.S. 
Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for further 
proceedings. That decision was appealed to the U S .  Supreme Court. In June 2008, the US .  Supreme Court affirmed 
the validity of contractually-agreed rates except in cases of serious harm to the public. The U.S. Supreme Court 
affirmed the Ninth Circuit’s remand on two issues, market manipulation and excessive burden on consumers. The 
FERC initiated remand procedures and gave the parties time to attempt to settle the issues. Management believes a 
provision recorded in 2008 should be sufficient. Management asserted claims against certain companies that sold 
power to KPCo and other AEP subsidiaries, which was resold to the Nevada utilities, seeking to recover a portion of 
any amounts that may be owed to the Nevada utilities. Management is unable to predict the outcome of these 
proceedings or their impact on future net income and cash flows. 

5. BENEFIT PLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majority 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. In 
addition, KPCo participates in other postretirement benefit plans sponsored by AEP to provide medical and death 
benefits for retired employees. 

Coinpoiients of Net Periodic Benejit Cost 

The following tables provide the components of AEP’s net periodic benefit cost for the pIans for the three and six 
months ended June 30,2009 and 2008: 

Other Postretirement 

Three Months Ended June 30, 
Pension Plans Benefit Plans 

Three Months Ended June 30, 
2008 - 2008 2009 

(in millions) 
-____ 2009 

Service Cost $ 26 $ 25 $ 11 $ 11 
Interest Cost 64 62 28 28 

(84) (20) (28) 
6 7 

Expected Return on Plan Assets (81) 
Amortization of Transition Obligation 

2 Amortization of Net Actuarial Loss 15 10 l o  
Net Periodic Benefit Cost $ 24 $ 13 $ 35 $ 20 

~- 
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Other Postretirement 
Benefit Plans 

Six Months Ended June 30, 
- Pension Plans 

Six Months Ended June 30, 
~ _ _ -  

2009 2008 2009 2008 I_ 

Service Cost $ 52 $ so $ 21 $ 21 
Interest Cost 127 125 55 56 

(168) (40) (56) 
13 14 

Expected Return on Plan Assets (161) 
Amortization of Transition Obligation 

19 21 5 30 Amortization of Net Actuarial Loss - . - ~  
Net Periodic Benefit Cost $ 48 $ 26 $ 70 $ 40 

(in millions) 

- 

The following table provides I(PCo’s net periodic benefit cost for the plans for the three and six months ended June 
30,2009 and 2008: 

Other Postretirement 
Pension Plans Benefit Plans 

2009 - 2008 - 2009 2008 
(in thousands) 

.-- 

Three Months Ended June 30, $ 554 $ 249 $ 808 $ 400 
Six Months Ended June 30, 1,109 498 1,616 801 

6. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 

7. ~ DERIVATIVES AND HEDGING 

Objectives for Utilization of Derivative Instruments 

KPCo is exposed to certain market risks as a power producer and marketer of wholesale electricity, coal and emission 
allowances. These risks include commodity price risk, interest rate risk and credit risk. These risks represent the risk 
of loss that may impact KPCo due to changes in the underlying market prices or rates. AEPSC, on behalf of KPCo, 
manages these risks using derivative instruments. 

Strategies for Utilization of Derivative Instruments to,Achieve Obiectives 

The strategy surrounding the use of derivative instruments focuses on inanaging risk exposures, future cash flows and 
creating value based on open trading positions by utilizing both economic and formal SFAS 133 hedging strategies. 
To accomplish these objectives, AEPSC, on behalf of KPCo, primarily employs risk management contracts including 
physical forward purchase and sale contracts, financial forward purchase and sale contracts and financial swap 
instruments. Not all risk management contracts meet the definition of a derivative under SFAS 133. Derivative risk 
management contracts elected normal under the normal purchases and normal sales scope exception are not subject to 
the requirements of SFAS 133. 

AEPSC, on behalf of KPCo, enters into electricity, coal, natural gas, interest rate and to a lesser degree heating oil, 
gasoline, emission allowance and other commodity contracts to manage the risk associated with the energy business. 
AEPSC, on behalf of KPCo, enters into interest rate derivative contracts in order to manage the interest rate exposure 
associated with KPCo’s commodity portfolio. For disclosure purposes, such risks are grouped as “Comodity,” as 
these risks are related to energy risk management activities. AEPSC, on behalf of KPCo, also engages in risk 
management of interest rate risk associated with debt financing. The amount of risk taken is determined by the 
Commercial Operations and Finance groups in accordance with the established risk management policies as approved 
by the Finance Committee of AEP’s Board of Directors. 
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The following table represents the gross notional volume of KPCo’s outstanding derivative contracts as of June 30, 
2009: 

Notional Volume of Derivative Instruments 
June 30,2009 

Unit of 
Primary Risk Exposure Volume Measure - 

(in thousands) 
Commodity: 

Power 37,454 MWHs 
Coal 3,091 Tons 
Natural Gas 6,605 M M B t u S  
Heating Oil and Gasoline 390 Gallons 
Interest Rate $ 8,469 USD 

Interest Rate $ USD 

Fair VaZue Hedging Strategies 

At certain times, AEPSC, on behalf of KPCo, enters into interest rate derivative transactions in order to manage 
existing fixed interest rate risk exposure. These interest rate derivative transactions effectively modify KPCo’s 
exposure to interest rate risk by converting a portion of KPCo’s fixed-rate debt to a floating rate. During 2009 and 
2008, this strategy was not actively employed. 

C‘aslz Flow Hedging Strategies 

AEPSC, on behalf of KPCo, enters into and designates as cash flow hedges certain derivative transactions for the 
purchase and sale of electricity, coal and natural gas (“Commodity”) in order to manage the variable price risk related 
to the forecasted purchase and sale of these commodities. KPCo monitors the potential impacts of commodity price 
changes and, where appropriate, enters into derivative transactions to protect profit margins for a portion of future 
electricity sales and fuel or energy purchases. KPCo does not hedge all commodity price risk. During 2009 and 
2008, KPCo designated cash flow hedging relationships using these commodities. 

KPCo’s vehicle fleet is exposed to gasoline and diesel fuel price volatility. AEPSC, on behalf of KPCo, enters into 
financial gasoline and heating oil derivative contracts in order mitigate price risk of future fuel purchases. KPCo does 
not hedge all of fuel price risk. During 2009, ICPCo designated cash flow hedging strategies of forecasted fuel 
purchases. This strategy was not active for KPCo during 2008. For disclosure pu~yoses, these contracts are included 
with other hedging activity as “Commodity.” 

AEPSC, on behalf of KPCo, enters into a variety of interest rate derivative transactions in order to manage interest 
rate risk exposure. KPCo enters into interest rate derivative coritracts to manage interest rate exposure related to 
anticipated borrowings of fixed-rate debt. The anticipated fixed-rate debt offerings have a high probability of 
occurrence as the proceeds will be used to fund existing debt maturities and projected capital expenditures. KPCo 
does not hedge all interest rate exposure. During 2009 and 2008, KPCo did not have any active interest rate cash flow 
hedge strategies. 

Accounting for Derivative Instruments and the Impact on KPCo’s Financial Statements 

SFAS 133 requires recognition of all qualifying derivative instruments as either assets or liabilities in the balance 
sheet at fair value. The fair values of derivative instruments accounted for using MTM accounting or hedge 
accounting are based on exchange prices and broker quotes. If a quoted market price is not available, the estimate of 
fair value is based on the best information available including valuation models that estimate future energy prices 
based on existing market and broker quotes, supply and demand market data and assumptions In order to determine 
the relevant fair values of the derivative instrurnents, KPCo applies valuation adjustments for discounting, liquidity 
and credit quality 
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Credit risk is the risk that a counterparty will fail to perform on the contract or fail to pay amounts due. Liquidity risk 
represents the risk that imperfections in the market will cause the price to vary from estimated fair value based upon 
prevailing market supply and demand conditions. Since energy markets are imperfect and volatile, there are inherent 
risks related to the underlying assumptions in models used to fair value risk management contracts. Unforeseen 
events may cause reasonable price curves to differ fiom actual price curves throughout a contract’s term and at the 
time a contract settles. Consequently, there could be significant adverse or favorable effects on future net income and 
cash flows if market prices are not consistent with management’s estimates of current market consensus for forward 
prices in the current period. This is particularly true for longer term contracts. Cash flows may vary based on market 
conditions, margin requirements and the timing of settlement of KPCo’s risk management contracts. 

According to FSP FIN 39-1, KPCo reflects the fair values of derivative instruments subject to netting agreements with 
the same counterparty net of related cash collateral. For certain risk management contracts, KPCo is required to post 
or receive cash collateral based on third party contractual agreements and risk profiles. For the June 30, 2009 and 
December 31, 2008 balance sheets, KPCo netted $2.2 million and $468 thousand of cash collateral received from 
third parties against short-term and long-term risk management assets, respectively, and $6.7 inillion and $1.2 million 
of cash collateral paid to third parties against short-term and long-term risk management liabilities, respectively. 

The following table represents the gross fair value impact of KPCo’s derivative activity on the Condensed Balance 
Sheet as of June 30,2009. 

Fair Value of Derivative Instruments 
June 30,2009 
(in thousands) 

Risk 
Managemen t 

Commodity Commodity 
Contracts - Hedging Contracts 

Balance Sheet Location (a) (2) Interest Rate Other (b) Total 
Current Risk Management Assets $ 128,004 $ 1,407 $ - $ (112,603) $ 16,808 

45,053 3 72 -- (33,744) 11,681 Long-term Risk Management Assets 
Total Assets 173,057 1,779 --. (146,347) 28,489 

- ~ -  

Current Risk Management Liabilities 121,892 90 1 (1 15,637) 7,156 
L,ong-term Risk Management Liabilities 40,8 16 349 (36,555) 4,610 
Total Liabilities 162,708 1,250 - (152,192) -- 11,766 

Total MTM Derivative Contract Net 
Assets (Liabilities) $ 10,349 $ 529 $ ” $  5,845 $ 16,723 

(a) Derivative instruments within these categories are reported gross. These instruments are subject to master netting 
agreements and are presented in the Condensed Balance Sheets on a net basis in accordance with FIN 39 “Offsetting of 
Amounts Related to Certain Contracts.’’ 
Amounts represent counterparty netting of risk management contracts, associated cash collateral in accordance with FSP 
FIN 39-1 and dedesignated risk management contracts. 

(b) 
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The table below presents KPCo’s MTM activity of derivative risk management contracts for the three and six months 
ended June 30,2009: 

Amount of Gain (Loss) Recognized on 
Risk Management Contracts 

Three Months Ended Six Months Ended 
June 30,2009 June 30,2009 __ 

Location of Gain (Loss) (in thousands) 
Electric Generation, Transmission and 

Distribution Revenues s 3,726 $ 11,775 
Sales to AEP Afiliates (247) (1,773) 
Regulatory Assets 
Regulatory Liabilities - 1,252 619 

4,731 -$- 10,621 Total Gain on Risk Management Contracts __ $ 
___. - 

Certain qualifying derivative instruments have been designated as normal purchase or normal sale contracts, as 
provided in SFAS 133. Derivative contracts that have been designated as normal purchases or normal sales under 
SFAS 133 are not subject to MTM accounting treatment and are recognized in the Condensed Statements of Income 
on an accrual basis. 

KPCo’s accounting for the changes in the fair value of a derivative instrument depends on whether it qualifies for and 
has been designated as part of a hedging relationship and further, on the type of hedging relationship. Depending on 
the exposure, KPCo designates a hedging instrument as a fair value hedge or a cash flow hedge. 

For contracts that have not been designated as part of a hedging relationship, the accounting for changes in fair value 
depends on whether the derivative instrument is held for trading purposes. Realized gains and losses on derivative 
instruments held for trading purposes are included in Revenues on a net basis in KPCo’s Condensed Statements of 
Income. Realized gains and losses on derivative instruments not held for trading purposes are included in Revenues or 
Expenses on KPCo’s Condensed Statements of Income depending on the relevant facts and circumstances. 
Unrealized and realized gains and losses for both trading and non-trading derivative instruments are recorded as 
regulatory assets (for losses) or regulatory liabilities (for gains), in accordance with SFAS 71. 

Accoiintirzg for Fair Value Hedging Strategies 

For fair value hedges (Le. hedging the exposure to changes in the fair value of an asset, liability or an identified 
portion thereof attributable to a particular risk), KPCo recognizes the gain or loss on the derivative instrument as well 
as the offsetting gain or loss on the hedged item associated with the hedged risk in Net Income during the period of 
change. 

KPCo records realized gains or losses on interest rate swaps that qualify for fair value hedge accounting treatment and 
any offsetting changes in the fair value of the debt being hedged, in Interest Expense on KPCo’s Condensed 
Statements of Income. During the three and six months ended June 30, 2009 and 2008, this strategy was not actively 
employed. 

Accounting for Cash Flow Hedging Strategies 

For cash flow hedges (Le. hedging the exposure to variability in expected future cash flows that is attributable to a 
pruticular risk), KPCo initially reports the effective portion of the gain or loss on the derivative instrument as a 
component of Accumulated Other Comprehensive Income (Loss) on the Condensed Balance Sheets until the period 
the hedged item affects Net Income. KPCo recognizes any hedge ineffectiveness as a regulatory asset (for losses) or a 
regulatory liability (for gains) in accordance with SFAS 71 
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Realized gains and losses on derivatives transactions for the purchase and sale of electricity, coal and natural gas 
designated as cash flow hedges are included in Revenues, Fuel and Other Consumables Used for Electric Generation 
or Purchased Electricity for Resale in KPCo’s Condensed Statements of Income, depending on the specific nature of 
the risk being hedged. KPCo does not hedge all variable price risk exposure related to commodities. During the three 
and six months ended June 30, 2009 and 2008, KPCo recognized immaterial amounts in Net Income related to hedge 
ineffectiveness. 

Beginning in 2009, KPCo executed financial heating oil and gasoline derivative contracts to hedge the price risk of its 
diesel fuel and gasoline purchased. KPCo reclassifies gains and losses on financial fuel derivative contracts 
designated as cash flow hedges from Accumulated Other Comprehensive Income (Loss) on the Condensed Balance 
Sheets into Other Operation and Maintenance Expense or Depreciation and Amortization Expense, as it relates to 
capital projects, on the Condensed Statements of Income. KPCo does not hedge all fuel price exposure. During the 
three and six months ended June 30,2009, KPCo recognized no hedge ineffectiveness related to this hedge strategy. 

KPCo reclassifies gains and losses on interest rate derivative hedges related to debt financing from Accumulated 
Other Comprehensive Income (Loss) into Interest Expense in those periods in which hedged interest payments occur. 
During the three and six months ended June 30,2009 and 2008, this strategy was not actively employed. 

The following tables provide details on designated, effective cash flow hedges included in AOCI on KPCO’S 
Condensed Balance Sheets and the reasons for changes in cash flow hedges for the three and six months ended June 
30, 2009. All amounts in the following table are presented net of related income taxes. 

Total Accumulated Other Comprehensive Income (Loss) Activity for Cash Flow Hedges 
For the Three Months Ended June 30,2009 

(in thousands) 

Beginning Balance in AOCI as of April 1,2009 
Changes in Fair Value Recognized in AOCI 
Amount of (Gain) or Loss Reclassified from AOCI 
to Income Statementhithin Balance Sheets: 

Electric Generation, Transmission and 

Fuel and Other Consmables Used for Electric 

Purchased Electricity for Resale 
Interest Expense 
Property, Plant and Equipment 

Distribution Revenues 

Generation 

Ending Balance in AOCI as of June 30,2009 

Commodity 
$ 817 

(24) 

(440) 

(1) 
127 

Interest Rate 

$ (509) 

16 

$ (493) 

Total 
$ 308 

(24) 

(440) 
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Total Accumulated Other Comprehensive Income (Loss) Activity for Cash Flow Hedges 
For the Six Months Ended June 30,2009 

(in thousands) 

Beginning Balance in AOCI as of January 1,2009 
Changes in Fair Value Recognized in AOCI 
Amount of (Gain) or Loss Reclassified from AOCI 
to Income Statement/within Balance Sheets: 

Electric Generation, Transmission and Distribution 

Fuel and Other Consumables Used for Electric 

Purchased Electricity for Resale 
Interest Expense 
Property, Plant and Equipment 

Revenues 

Generation 

Ending Balance in AOCI as of June 30,2009 

Commodity 
$ 5 84 

14 

(673) 

(1) 
555 

$ 478 

Interest Rate Total 
$ (525) $ 59 

14 

(673 1 

Cash flow hedges included in Accumulated Other Comprehensive Income (Loss) on KPCo’s Condensed Balance 
Sheet at June 30,2009 were: 

Impact of Cash Flow Hedges on the Condensed Balance Sheet 
June 30,2009 

Hedging Assets (a) 
Hedging Liabilities (a) 
AOCI Gain (Loss) Net ofTax 

Portion Expected to be Reclassified to Net 
Income During the Next Twelve Months 

Commodity Interest Rate Total 
(in thousands) 

$ 1,002 $ - $  1,002 
(473) (473) 
478 (493) (15) 

(a) Hedging Assets and Hedging Liabilities are included in Risk Management Assets and Liabilities on KPCo’s 
Condensed Balance Sheet. 

The actual amounts that KPCo reclassifies from Accumulated Other Comprehensive Income (Loss) to Net Income 
can differ from the estimate above due to market price changes. As of June 30, 2009, the maximum length of time 
that KPCo is hedging (with SFAS 133 designated contracts) exposure to variability in future cash flows related to 
forecasted transactions is 20 months. 

Credit Risk 

Management limits credit risk in KPCo’s wholesale marketing and trading activities by assessing the creditworthiness 
of potential counterparties before entering into transactions with them and continuing to evaluate their 
creditworthiness on an ongoing basis. KPCo uses Moody’s, S&P and current rnasket-based qualitative and 
quantitative data to assess the financial health of counterparties on an ongoing basis. If an external rating is not 
available, an internal rating is generated utilizing a quantitative tool developed by Moody’s to estimate probability of 
default that corresponds to an implied external agency credit rating. 

KPCo uses standardized master agreements which may include collateral requirements. These master agreements 
facilitate the netting of cash flows associated with a single counterparty. Cash, letters of credit and parental/affiliate 
guarantees may be obtained as security from counterparties in order to mitigate credit risk. The collateral agreements 
require a counterparty to post cash or letters of credit in the event an exposure exceeds the established threshold. The 
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threshold represents an unsecured credit limit which may be supported by a parental/a%liate guaranty, as determined 
in accordance with AEP’s credit policy. In addition, collateral agreements allow for termination and liquidation of all 
positions in the event of a failure or inability to post collateral. 

Collateral Triggering Events 

Under a limited number of derivative and non-derivative counterparty contracts primarily related to pre-2002 risk 
management activities and under the tariffs of the RTOs and Independent System Operators (ISOs), KPCo is 
obligated to post an amount of collateral if certain credit ratings decline below investment grade. The amount of 
collateral required fluctuates based on market prices and total exposure. On an ongoing basis, the risk management 
organization assesses the appropriateness of these collateral triggering items in contracts. Management believes that a 
downgrade below investment grade is unlikely. As of June 30, 2009, the aggregate value of such contracts was $3.2 
million and KPCo was not required to post any collateral. KPCo would have been required to post $3.2 million of 
collateral at June 30, 2009 if certain credit ratings had declined below investment grade of which $3 million was 
attributable to RTO and IS0 activities. 

8. FAIR VALUE MEASUREMENTS 

With the adoption of two new accounting standards, KPCo is required to provide certain fair value disclosures which 
were previously only required in the annual report. The new standards did not change the method to calculate the 
amounts reported on KPCo’s Condensed Balance Sheets. 

Fair Value Measuremerits of Long-term Debt 

The fair values of Long-term Debt are based on quoted market prices, without credit enhancements, for the same or 
similar issues and the current interest rates offered for instruments with similar maturities. These instruments are not 
marked-to-market. The estimates presented are not necessarily indicative of the amounts that could be realized in a 
current market exchange. The book values and fair values of KPCo’s Long-term Debt at June 30, 2009 and 
December 3 1, 2008 are summarized in the following table: 

June 30,2009 December 31,2008 
Book Value Fair Value Book Value Fair Value 

(in thousands) 
Long-term Debt $ 548,638 $ 550,198 $ 418,555 $ 366,108 

.-- -~ 

Fair Value Measureinelits of Fiiiaizcial Assets and Liabilities 

As described in KPCo’s 2008 Annual Report, SFAS 157 establishes a fair value hierarchy that prioritizes the inputs 
used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities (Level 1 measurement) and the lowest priority to unobservable inputs (Level 3 
measurement). The Derivatives, Hedging and Fair Value Measurements note within KPCo’s 2008 Annual Report 
should be read in conjunction with this report. 

Exchange traded derivatives, namely futures contracts, are generally fair valued based on unadjusted quoted prices in 
active markets and are classified within Level 1. L,evel2 inputs primarily consist of OTC broker quotes in moderately 
active or less active markets, as well as exchange traded contracts where there is insufficient market liquidity to 
warrant inclusion in Level 1. Where observable inputs are available for substantially the full term of the asset or 
liability, the instrument is categorized in Level 2. Certain OTC and bilaterally executed derivative instruments are 
executed in less active markets with a Jower avaiIabiIity of pricing information. In addition, long-dated and illiquid 
complex or structured transactions and FTRs can introduce the need for internally developed modeling inputs based 
upon extrapolations and assumptions of observable market data to estimate fair value. When such inputs have a 
significant impact on the measurement of fair value, the instrument is categorized in Level 3. Valuation models 
utilize various inputs that include quoted prices for similar assets or liabilities in active markets, quoted prices for 
identical or similar assets or liabilities in inactive markets, market corroborated inputs (i.e. inputs derived principally 
from, or correlated to, observable market data) and other observable inputs for the asset or liability. 



The following tables set forth by level within the fair value hierarchy KPCo’s financia1 assets and liabilities that were 
accounted for at fair value on a recurring basis as of June 30, 2009 and December 31, 2008. As required by SFAS 
157, financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant 
to the fair value measurement. Management’s assessment of the significance of a particular input to the fair value 
measurement requires judgment, and may affect the valuation of fair value assets and liabilities and their placement 
within the fair value hierarchy levels. There have not been any significant changes in management’s valuation 
techniques. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of June 30,2009 

Assets: 
Total -- Level 2 Level 3 Other 

(in thousands) 
I_ -~ Level 1 

Risk Management Assets 
-I 

Risk Management Contracts (a) $ 2,420 $ 165,425 $ 4,458 $ (147,019) $ 25,284 

Dedesignated Risk Management Contracts (b) 2,203 - 2,203 
Total Risk Management Assets $ 2,420 $ 167,190 $ 4,458 $ (145,579) $ 28,489 

Cash Flow and Fair Value Hedges (a) 1,765 (763) 1,002 

Liabilities: 

Risk Management Liabilities 
Risk Management Contracts (a) $ 2,638 $ 157,660 $ 1,657 $ (151,461) $ 10,494 

799 DETM Assignment (c) 
Total Risk Management Liabilities $ 2,638 $ 158,896 $ 1,65’7 $ (151,425) $ 11,766 

Cash Flow and Fair Value Hedges (a) 1,236 (763) 473 
799 _ _ I ~  

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of December 31,2008 

Assets: 

Risk Management Assets 

Level I Level 2 Other Total Level 3 
(in thousands) 

-- -.- - 

Risk Management Contracts (a) $ 3,443 $ 140,387 $ 2,561 $ (125,636) $ 20,755 
Cash Flow and Fair Value Hedges (a) 1,418 (302) 1,116 
Dedesignated Risk Management Contracts (b) 2,749 2,749 
Total Risk Management Assets $ 3,443 $ 141,805 $ 2,561 $ (123,189) $ 24,620 

Liabilities: 

- Risk Management Liabilities - 
Risk Management Contracts (a) $ 4,021 $ 132,087 $ 848 $ (126,370) $ 10,586 
Cash Flow and Fair Value Hedges (a) 544 (302) 242 

1,118 1,118 DETM Assignment (c) 
Total Risk Management Liabilities $ 4,021 $ 132,631 $ 848 $ (125,554) $ 11,946 

(a) 

(b) 

- -- 

Amounts in “Other” c o l m  primarily represent counterparty netting of risk management contracts and associated cash 
collateral under FSP FM 39- 1. 
“Dedesignated Risk Management Contracts” are contracts that were originally MTM but were subsequently elected as 
no~mal under SFAS 133. At the time of the normal election, the MTM value was frozen and no longer fair valued. This 
will be amortized into revenues over the remaining life of the contract. 
See “Natural Gas Contracts with DETM’ section of‘Note 12 in KPCo’s 2008 Annual Report. (c) 



The following tables set forth a reconciliation of changes in the fair value of net trading derivatives classified as Level 
3 in the fair value hierarchy: 

-- Three Months Ended June 30,2009 

Balance as of April 1,2009 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of June 30,2009 

Assets Still Held at the Reporting Date (a) 

-- Six Months Ended June 30,2009 
-I 

Balance as of January 1,2009 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
TJnrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of June 30,2009 

Assets Still Held at the Reporting Date (a) 

Three Months Ended June 30,2008 
-__-_I 

Balance as of April 1,2008 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (L.oss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of June 30,2008 

Assets Still Held at the Reporting Date (a) 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ 2,391 

(955) 

(487) 
1,852 

s 2.801 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ 1,713 

(1,326) 

(46) 
2,460 

$ 2,801 
.- 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ (205) 

(112) 

(467) 



Six Months Ended June 30,2008 

Balance as of January 1,2008 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuarices and Settlements 
Transfers in andor out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of June 30,2008 

Assets Still Held at the Reporting Date (a) 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ (157) 

(89) 

(a) Included in revenues on KPCo’s Condensed Statements of Income. 
(b) “Transfers in andor out of Level 3” represent existing assets or liabilities that were either previously 

categorized as a higher level for which the inputs to the model became unobservable or assets and liabilities 
that were previously classified as Level 3 for which the lowest significant input became observable during the 
period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on KF’Co’s Condensed Statements of Income, These net gains (losses) are recorded as 
regulatory liabilities/assets. 

9. INCOME TAXES 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
group- 

KPCo and other AEP subsidiaries are no longer subject to US .  federal examination for years before 2000. KPCo and 
other AEP subsidiaries have completed the exam for the years 2001 through 2006 and have issues that are being 
pursued at the appeals level. Although the outcome of tax audits is uncertain, in management’s opinion, adequate 
provisions for income taxes have been made for potential liabilities resulting from such matters. In addition, KPCo 
accrues interest on these uncertain tax positions. Management is not aware of any issues for open tax years that upon 
final resolution are expected to have a material adverse effect on net income. 

KF’Co, along with other AEP subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP subsidiaries 
have filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact net income. With few exceptions, KPCo is 
no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

Federal Tax Legislation 

The American Recovery and Reinvestment Act of 2009 was signed into law by the President in February 2009. It 
provided for several new grant programs and expanded tax credits and an extension of the 50% bonus depreciation 
provision enacted in the Economic Stimulus Act of 2008. The enacted provisions are not expected to have a material 
impact on net income or financial condition. However, management forecasts the bonus depreciation provision could 
provide a significant favorable cash flow benefit in 2009. 
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10. FINANCING ACTIVITIES 

Long-term Debt 

L,ong-tern debt issued during the first six months of 2009 were: 

Issuances: 

Principal Interest Due 
Type of Debt Amount Rate Date -- 

(in thousands) 
Senior Unsecured Notes $ 40,000 7.25% 202 1 
Senior Unsecured Notes 30,000 8.03% 2029 
Senior Unsecured Notes 60,000 8.13% 2039 

UtiLity Money Pool - AEP Systein 

The AEP System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which hnds the utility subsidiaries. The AEP System 
Utility Money Pool operates in accordance with the terms and conditions approved in a regulatory order. The amount 
of outstanding borrowings from the Utility Money Pool as of June 30, 2009 and December 3 1, 2008 are included in 
Advances from Affiliates on KPCo's balance sheets. KPCo's Utility Money Pool activity and corresponding 
authorized borrowing limits for the six months ended June 30,2009 are described in the following table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool Money P* Money POOL June  30,2009 Limit - 

(in thousands) 
$ 174,108 $ - $ 143,657 $ - $  6,050 $ 250,000 

Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the six months ended June 30,2009 and 2008 are summarized in the following table: 

Maximum Minimum 
Interest Rates Interest Rates 

for Funds for Funds 
Borrowed from Borrowed from 

the Utility the Utility 
Money Pool Money Pool 

2009 2.28% 0.65% 
2008 5.37% 2.91% 

Credit Facilities 

Maximum 
Interest Rates 

for Funds 
Loaned to the 
Utility Money 

Pool 
-% 
-% 

Minimum 
Interest Rates 

For Funds 
Loaned to the 
Utility Money 

Pool ~ 

-% 
-% 

Average 
Interest Rate 

for Funds 
Borrowed from 

the Utility 
Money Pool 

1.33% 
3.39% 

Average 
Interest Rate 

for Funds 
Loaned to the 
Utility Money 

-% 
-% 

Pool - 

KPCo and certain other companies in the AEP System have a $627 million 3-year credit agreement. Under the 
facility, letters of credit may be issued. As of June 30, 2009, there were no outstanding amounts for KPCo under this 
credit facility. KpCo and certain other companies in the AEP System had a $350 million 364-day credit agreement 
that expired in April 2009. 
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GLOSSARY OF TERMS 
When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Meaning -- -- Term 

AEGCo 
AEP or Parent 
AEP Credit 

AEP East companies 
AEP Power Pool 

AEP System 

AEP West companies 
AEPSC 

ALJ 
AOCI 
APB 
APCo 
APSC 
ASU 
CAA 
coz 
CSPCo 
CSW 

CSW Operating Agreement 

DETM 
EITF 
EITF 06-10 

FASB 
Federal EPA 
FERC 
FSP 
FTR 

GAAP 
I&M 
KGPCo 
KPCo 
KPSC 
kV 
MIS0 
MMBtu 
MTM 
MWH 
occ 
OPCo 

AEP Generating Company, an AEP electric utility subsidiary. 
American Electric Power Company, Inc. 
AEP Credit, Inc., a subsidiay of AEP which factors accounts receivable and accrued utility 

APCo, CSPCo, I&M, KPCo and OPCo. 
Members are APCo, CSPCo, I&M, KPCo and OPCo. The Pool shares the generation, cost of 

generation and resultant wholesale off-system sales of the member companies. 
American Electric Power System, an integrated electric utility system, owned and operated by 

AEP’s electric utility subsidiaries. 
PSO, SWEPCo, TCC and TNC. 
American Electric Power Service Corporation, a service subsidiary providing management and 

Administrative Law Judge. 
Accumulated Other Comprehensive Income. 
Accounting Principles Board Opinion. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Arkansas Public Service Commission. 
Accounting Standards Update issued by the Financial Accounting Standards Board. 
Clean Air Act. 
Carbon Dioxide. 
Columbus Southem Power Company, an AEP electic utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21, 2003, the legal 

name of Central and South West Corporation was changed to AEP Utilities, hc.). 
Agreement, dated January 1, 1997, by and among PSO, SWEPCo, TCC and TNC governing 

generating capacity allocation. This agreement was amended in May 2006 to remove 
TCC and TNC. AEPSC acts as the agent. 

revenues for affiliated electric utility companies. 

professional services to AEP and its subsidiaries. 

Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
EITF Issue No. 06-10 “Accounting for Collateral Assignment Split-Dollar Life Insurance 

Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Staff Position. 
Financial Transmission Right, a financial instrument that entitles the holder to receive 

compensation for certain congestion-related transmission charges that arise when the 
power grid is congested resuIting in differences in locational prices. 

Arrangements.” 

Accounting Principles Generally Accepted in the United States of America. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Kingsport Power Company, an AEP electic distribution subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Commission. 
Kilovolt. 
Midwest Independent Transmission System Operator. 
Million British Thermal Units. 
Mark-to-Market. 
Megawatthour. 
Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 
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Term -- 
OPEB 
OTC 
PJM 
PSO 
PUCT 
Risk Management Contracts 

Rockport Plant 

RTO 
SECA 
SFAS 

SFAS 157 
SIA 
SWEPCO 
TCC 
TNC 
Utility Money Pool 
WPCO 

Meaning -- 

Other Postretirement Benefit Plans. 
Over the counter. 
Pennsylvania - New Jersey - Maryland regional transmission organization. 
Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Public Utility Commission of Texas. 
Trading and nontrading derivatives, including those derivatives designated as cash flow and fair 

A generating plant, consisting of two 1,300 MW coal-fired generating units near Rockport, 

Regional Transmission Organization. 
Seams Elimination Cost Allocation. 
Statement of Financial Accounting Standards issued by the Financial Accounting Standards 

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements.” 
System Integration Agreement. 
Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 
Wheeling Power Company, an AEP electric distribution subsidiary. 

value hedges. 

Indiana, owned by AEGCo and I&M. 

Board. 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF INCOME 

For the Three and Nine Months Ended September 30,2009 and 2008 
(in thousands) 
(Unaudited) 

Three Months Ended Nine Months Ended 
2009 2008 2009 2008 

REVENUES - 
Electric Generation, Transmission and Distribution 
Sales to AEP Affiliates 
Other Revenues 
TOTAL REVENUES 

EXPENSES, .- 
Fuel and Other Cozumables Used for Electric Generation 
Purchased Electricity for Resale 
Purchased Electricity from AEP Affiliates 
Other Operation 
Maintenance 
Depreciation and Amortization 
Taxes Other Than Income Taxes 
TOTAL EXPENSES 

OPERATING INCOME 

Other Income (Expense): 
Interest Income 
Allowance for Equity Funds Used During Construction 
Interest Expense 

INCOME BEFORE INCOME TAX EXPENSE 

Income Tax Expense 

NET INCOME 

The common stock of KpCo is wholly-owned by AEP. 

$ 139,868 $ 171,257 $ 435,871 $ 446,468 
1 1,973 17,457 47,569 56,239 

312 158 2,245 506 
152,153 188,872 485,685 503,2 13 

42,330 52,723 
5,498 10,034 

53,258 63,469 
12,655 20,524 
11,561 10,389 
13,100 . 1 1,996 
2,828 2,967 

141,230 172,102 -- 

143,248 116,196 
19,850 19,506 

150,296 177,921 
36,994 49,909 
38,488 36,912 
38,878 35,895 

8,811 .__ ‘1,019 
436,565 443,3 58 

10,923 16,770 49,120 59,855 

53 209 165 2,050 
159 25 1 137 928 

(23,842) (21,409) (9,109) (7,058) - 
2,026 10,172 25,580 4 1,424 

717 2,721 8,609 11,899 - .  ~- -1- 

$ 1,309 $ 7,451 $ 16,971 $ 29,525 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY P O W E R  COMPANY 
CONDENSED STATEMENTS O F  CHANGES IN COMMON SHAREHOLDER’S 

EQUITY AND COMPRFHENSIVE INCOME (LOSS) 
For  the Nine Months Ended September 30,2009 and 2008 

(in thousands) 
(Unaudited) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 
Stock __ Capital Earnings Income (Loss) Total 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY -DECEMBER 31,2007 $ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

EITF 06-10 Adoption, Net of Tax of $197 
Common Stock Dividends 
SUBTOTAL - COMMON 
SHAREHOLDER’S EQUITY 

- COMPREHENSIVE INCOME ,_ 

Other Comprehensive Income, Net of Taxes: 
Cash Flow Hedges, Net of Tax of $236 

NET INCOME 
TOTAL COMPREHENSIVE INCOME 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY - SEPTEMBER 30,2008 

TOTAL COMMMON SHAREHOLDER’S 
EQUITY - DECEMBER 31,2008 

Capital Contribution from Parent 
Common Stock Dividends 
SUBTOTAL - COMMON 
SHAREHOLDER’S EQUITY 

379,104 

439 439 
29,525 29,525 

29,964” - ~- - ~ -  

$ 50,450 $ 208,750 $ 150,243 $ (375) $ 409,068 

$ 50,450 $ 208,750 $ 138,749 $ 59 $ 398,008 

30,000 
(1 3,500) 

30,000 
(13,500) 

414,508 

COMPREHENSIVE INCOME - 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 16,97 1 16,971 
16,534 

Cash Flow Hedges, Net of Tax of $235 (437) (437) 

TOTAL COMPREHENSIVE INCOME - -- 
TOTAL COMMON SHAREHOLDER’S 
EQUITY - SEPTEMBER 30,2009 $ 50,450 $ 238,750 $ 142,220 $ (378) $ 431,042 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

ASSETS 
September 30,2009 and December 31,2008 

(in thousands) 
(Unaudited) 

CURRENT ASSETS 
Cash and Cash Equivalents 
Advances to Affiliates 
Accounts Receivable: 

Customers 
Affiliated Companies 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Margin Deposits 
Prepayments and Other Current Assets 
TOTAL CURRENT ASSETS 

PROPERTY, PLANT AND EQUIPMENT - 
Electric: 

Production 
Transmission 
Distribution 

Other Property, Plant and Equipment 
Construction Work in Progress 
Total Property, Plant and Equipment 
Accumulated Depreciation and Amortization 
TOTAL PROPERTY, PLANT AND EQUIPMENT - NET 

OTHER NONCURRENT ASSETS 
Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges arid Other Noncurrent Assets 
TOTAL OTHER NONCURRENT ASSETS 

TOTAL ASSETS 

2009 _. 2008 

$ 545 $ 646 
4,197 

15,189 
12,798 

98 
(863) 

27,222 
43,335 
11,555 
17,157 

6,830 
6,83 1 

117,672 

24,214 
6,72 1 

83 
(1,144) 
29,874 
29,440 
10,630 
13,760 
9,953 
5,207 
5,751 

105,261 
- 
-I 

546,261 533,998 
436,133 431,835 
559,287 528,711 
64.119 65.485 
281208 46[650 

1,634,008 1,606,679 
504,570 476,568 

1,129,438 1,130,111 

180,332 179,845 
11,693 10,860 
35,008 41,884 

227,033 232,589 

$ 1,474,143 $ 1,467,961 

See Condensed Notes to Condensed Financial Statements. 



KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDER’S EQUITY 
September 30,2009 and December 31,2008 

(Unaudited) 

CURRENT LIABILITIES 
Advances from Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Accrued Interest 
Regulatory Liability for Over-Recovered Fuel Costs 
Other Current Liabilities 
TOTAL CURRENT LIABILITIES 

NONCURRENT LIABILITIES - 
Long-term Debt - Gonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred Investment Tax Credits 
Employee Benefits and Pension Obligations 
Deferred Credits and Other Noncurrent Liabilities 
TOTAL NONCURRENT LIABILITIES 

TOTAL LIABILITIES 

Commitments and Contingencies (Note 4) 

COMMON SHAREHOLDER’S EQUITY - 
Common Stock - Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL COMMON SJUREHOLDER’S EQUITY 

TOTAL LIABILITDXS AND SHAREHOLJDER’S EQUITY 

- 2009 2008 
(in thousands) 

- $ 131,399 $ 

22,864 
21,643 
6,374 

17,761 
9,272 
6,217 
4,820 

17,236 
106,187 

35,584 
45,245 

6,316 
15,985 
1 1,903 
7,009 

225  17 
275,958 
-- 

528,680 398,555 
20,000 20,000 
4,789 5,630 

278,982 259,666 
40,499 46,135 
50,983 51,819 
12,981 12,190 

793,995 -- 936,9 14 

1,043,lO 1 1,069,953 

50,450 50,450 
238,750 208,750 
142,220 138,749 

(378) 59 
398,008 43 1,042 -- 

$ 1,474,143 $ 1,467,961 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 

For the Nine Months Ended September 30,2009 and 2008 
(in thousands) 
(Unaudited) 

CONDENSED STATEMENTS OF CASH FLOWS 

2009 2008 
OPERATING ACTMTIES 

Net Income $ 16,971 $ 29,525 
Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 38,878 
Deferred Income Taxes 2 1,992 
Allowance for Equity Funds Used During Construction (137) 
Mark-to-Market of Risk Management Contracts (5,884) 
Fuel OverAJnder-Recovery, Net 14,773 
Change in Other Noncurrent Assets 8,276 
Change in Other NoncuTent Liabilities 1,365 
Changes in Certain Components of Working Capital: 

Accounts Receivable, Net 2,945 
Fuel, Materials and Supplies (14,820) 
Accounts Payable (29,494) 
Accrued Taxes, Net (6,139) 
Other Current Assets (2,934) 
Other Current Liabilities (6,376) 

Net Cash Flows from Operating Activities 39,416 

35,895 
5,709 
(928) 
1,494 

(12,176) 
(987) 
(286) 

6,264 
(9,200) 
7,OS I 

510 
(3,466) 
(6,632) 
52,773 

INVESTING ACTNITLES 
Construction Expenditures (49,734) (9 1,45 7) 
Changes in Advances to Affiliates, Net (4,197) 
Acquisitions of Assets (297) 
Proceeds from Sales of Assets 622 577 

(90,880) Net Cash Flows Used for Investing Activities -- (53,606) 

-- FINANCING ACTIVITIES 
Capital Contribution from Parent 30,000 
Issuance of Long-term Debt -Nonaffiliated 
Change in Advances from Affiliates, Net 
Principal Payments for Capital Lease Obligations 
Dividends Paid on Common Stock 
Other Financing Activities 
Net Cash Flows from Financing Activities 

Net Decrease in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

129,292 
(13 1,399) 45,939 

(547) (604) 
( 1 3,5 00) (7,500) 

243 
14,089 37,835 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 29,776 $ 24,376 
Net Cash Received for Income Taxes 
Noncash Acquisitions Under Capital Leases 
Construction Expenditures Included in Accounts Payable at September 30, 

(2,416) (231) 
794 237 

2,834 9,634 

See Condensed Notes to Condensed Financial Statements. 
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1. SIGNIFICANT ACCOUNTING MATTERS 

General 

The accompanying unaudited condensed financial statements and footnotes were prepared in accordance with GAAP 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by 
GAAF for complete annual financial statements. 

In the opinion of management, the unaudited condensed interim financial statements reflect all normal and recurring 
accruals and adjustments necessary for a fair presentation of the net income, financial position and cash flows for the 
interim periods. Net income for the three and nine months ended September 30, 2009 is not necessarily indicative of 
results that may be expected for the year ending December 31, 2009. Management reviewed subsequent events 
through the October 30, 2009 issuance date of KPCo’s third quarter financial statements and footnotes. The 
accompanying condensed financial statements are unaudited and should be read in conjunction with the audited 2008 
financial Statements and notes thereto, which are included iri KPCo’s 2008 Annual Report. 

Variable Interest Entities 

The accounting guidance for “Variable Interest Entities” is a consolidation model that considers risk absorption of a 
variable interest entity (VIE), also referred to as variability. Entities are required to consolidate a VIE when it is 
determined that they are the primary beneficiary of that VIE, as defined by the accounting guidance for “Variable 
Interest Entities.” In determining whether KPCo is the primary beneficiary of a VIE, management considers factors 
such as equity at risk, the amount of the VIE’S variability KPCo absorbs, guarantees of indebtedness, voting rights 
including kick-out rights, the power to direct the VIE and other factors. Management believes that the significant 
assumptions and judgments were applied consistently. There have been no changes to the reporting of VIES in the 
financial statements where it is concluded that KPCo is the primary beneficiary. In addition, KPCo has not provided 
financial or other support to any VIE that was not previously contractually required. 

KPCo holds a significant variable interest in AEPSC and AEGCo. AEPSC provides certain managerial and 
professional services to KPCo. AEP is the sole equity owner of AEPSC. The costs of the services are based on a 
direct charge or on a prorated basis and billed to KPCo and other AEP subsidiaries at AEPSC’s cost. KPCo and other 
AEP subsidiaries have not provided financial or other support outside the reimbursement of costs for services 
rendered. There are no other terms or 
arrangements between AEPSC and KPCo and other AEP subsidiaries that could require additional financial support 
fiom KPCo and other AEP subsidiaries or expose them to losses outside of the normal course of business. AEPSC 
and its billings are subject to regulation by the FERC. KPCo and other AEP subsidiaries are exposed to losses to the 
extent they cannot recover the costs of AEPSC through their normal business operations. KPCo is considered to have 
a significant interest in the variability of AEPSC due to its activity in AEPSC’s cost reimbursement structure. 
AEPSC is consolidated by AEP. In the event AEPSC would require financing or other support outside the cost 
reimbursement billings, this financing would be provided by AEP. Total billings from AEPSC for the three months 
ended September 30, 2009 and 2008 were $8 million and $11 million, respectively, and for the nine months ended 
September 30, 2009 and 2008 were $25 million and $34 million, respectively. The carrying amount of liabilities 
associated with AEPSC as of September 30, 2009 and December 31, 2008 were $3 million and $5 million, 
respectively. Management estimates the maximum exposure of loss to be equal to the amount of such liability. 

The cost reimbursement nature of AEPSC finances its operations. 

AEGCo, a wholly-owned subsidiary of AEP, is consolidated by AEP. AEGCo owns a 50% ownership interest in 
Rockport Plant Unit 1, leases a 50% interest in Rockport Plant Unit 2 arid owns 100% of the Lawrenceburg 
Generating Station. AEGCo sells all the output fiom the Rockport Plant to I&M and KPCo. KPCo has no 
involvement with AEGCo’s interest in the Lawrenceburg Generating Station. AEP guarantees all the debt obligations 
of AEGCo. KPCo is considered to have a significant interest in AEGCo due to its transactions. KPCo is exposed to 
losses to the extent it cannot recover the costs of AEGCo through its normal business operations. Due to the nature of 
the AEP Power Pool, there is a sharing of the cost of Rockport Plant such that no member of the AEP Power Pool is 
the primary beneficiary of AEGCo’s Rockport Plant. In the event AEGCo would require financing or other support 
outside the billings to KPCo, this financing would be provided by AEP. Total billings from AEGCo for the three 
months ended September 30, 2009 and 2008 were $25 million and $28 million, respectively, and for the nine months 



ended September 30, 2009 and 2008 were $78 million in both periods. The carrying amount of liabilities associated 
with AEGCo as of September 30, 2009 and December 31, 2008 were $8 million and $9 million, respectively. 
Management estimates the maximum exposure of loss to be equal to the amount of such liability. 

Revenue Recognition - Traditional Electricity Supply and Demand 

Revenues are recognized fiorn retail and wholesale electricity sales and electricity transmission and distribution 
delivery services. KPCo recognizes the revenues on its Condensed Statements of Income upon delivery of the energy 
to the customer and includes unbilled as well as billed amounts. 

Most of the power produced at the generation plants of the AEP East companies is sold to PJM, the RTO operating in 
the east service territory. The AEP East companies purchase power from PJM to supply their customers. Generally, 
these power sales and purchases are reported on a net basis as revenues on the Condensed Statements of Income. 
However, in 2009, there were times when the AEP East companies were purchasers of power from PJM to serve retail 
load. These purchases were recorded gross as Purchased Electricity for Resale on the Condensed Statements of 
Income. 

Physical energy purchases, including those from RTOs, that are identified as non-trading, are accounted for on a gross 
basis in Purchased Electricity for Resale on KPCo’s Condensed Statements of Income. 

2. NEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of final pronouncements, management reviews the new accounting literature to determine the 
relevance, if any, to KPCo’s business. The following represents a summary of new pronouncements issued or 
implemented in 2009 and standards issued but not implemented that management has determined relate to KPCo’s 
operations. 

Pronouncements Adopted During 2009 

The following standards were effective during the first nine months of 2009. Consequently, the financial statements 
and footnotes reflect their impact. 

SFAS 141 (revised 2007) “Business Coinbiizations” (SFAS 141R) 

In December 2007, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It established how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. The standard requires disclosure of 
information for a business combination that occurs during the accounting period or prior to the issuance of the 
financial statements for the accounting period. SFAS 141R can affect tax positions on previous acquisitions. KPCo 
does not have any such tax positions that result in adjustments, 

In April 2009, the FASB issued FSP SFAS 141(R)-1 “Accounting for Assets Acquired and Liabilities Assumed in a 
Business Combination That Arise fiorn Contingencies.” The standard clarifies accounting and disclosure for 
contingencies arising in business combinations. It was effective January 1,2009. 

KPCo adopted SFAS 141R, including the FSP, effective January 1, 2009. It is effective prospectively for business 
combinations with an acquisition date on or after January 1, 2009. KPCo had no business combinations in 2009. 
KPCo will apply it to any future business combinations. SFAS 141R is included in the “Business Combination” 
accounting guidance. 
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SFAS 160 “Noncontrolling Interests in Consolidated Financial Stateineizts” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiay, the standard requires a fair value remeasurement of any 
remaining rioncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

W C o  adopted SFAS 160 effective January 1,2009 with no impact on its financial statements or footnote disclosures. 
SFAS 160 is included in the “Consolidation” accounting guidance. 

SFAS 161 “Disclosures about Derivative Instruinenis and Hedging Activities” (SFAS 161) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how an entity accounts for derivative instruments and related hedged items and (c) 
how derivative instruments and related hedged items affect an entity’s financial position, financial performance and 
cash flows. The standard requires that objectives for using derivative instruments be disclosed in terms of the primary 
underlying risk and accounting designation. 

KPCo adopted SFAS 16 1 effective January 1, 2009. This standard increased disclosures related to derivative 
instruments and hedging activities. See Note 7. SFAS 161 is included in the “Derivatives and Hedging” accounting 
guidance. 

SFAS 165 “Subsequent Events” (SFAS 165) 

In May 2009, the FASB issued SFAS 165 incorporating guidance on subsequent events into authoritative accounting 
literature and clarifying the time following the balance sheet date which management reviewed for events and 
transactions that may require disclosure in the financial statements. 

KPCo adopted this standard effective second quarter of 2009. 
disclosure of the date through which subsequent events have been reviewed. 
management’s procedures for reviewing subsequent events. 
accounting guidance. 

The standard increased disclosure by requiring 
The standard did not change 

SFAS 165 is included in the “Subsequent Events” 

SFAS 168 “The FASB Accounting Standards CodificationTM and the Hierarchy of Generally Accepted Accounting 

In June 2009, the FASB issued SFAS 168 establishing the FASB Accounting Standards CodificationTu as the 
authoritative source of accounting principles for preparation of financial statements and reporting in conformity with 
GAAP by nongovernmental entities. 

KPCo adopted SFAS 168 effective third quarter of 2009. It required an update of all references to authoritative 
accounting literature. SFAS 168 is included in the “Generally Accepted Accounting Principles” accounting guidance. 

Principles ’’ (SFAS 168) 

EITF Issue No. 08-5 “Issuer’s Accounting for Liabilities Measured at Fair Value with a Third-party Credit 
Enhancement” (EITF 08-5) 

In September 2008, the FASB ratified the consensus on liabilities with third-party credit enhancements when the 
liability is measured and disclosed at fair value. The consensus treats the liability and the credit enhancement as two 
units of accounting. Under the consensus, the fair value measurement of the liability does not include the effect of the 
third-party credit enhancement. Consequently, changes in the issuer’s credit standing without the support of the credit 
enhancement affect the fair value measurement of the issuer’s liability. Entities will need to provide disclosures about 
the existence of any third-party credit enhancements related to their liabilities. In the period of adoption, entities must 
disclose the valuation method(s) used to measure the fair value of liabilities within its scope and any change in the fair 
value measurement method that occurs as a result of its initial application. 
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KPCo adopted EITF 08-5 effective January 1, 2009. With the adoption of FSP SFAS 107-1 and APB 28-1, it is 
applied to the fair value of long-term debt. The application of this standard had an immaterial effect on the fair value 
of debt outstanding. EITF 08-5 is included in the “Fair Value Measurements and Disclosures” accounting guidance. 

EITF Issue No. 08-6 “Equity Method Investiizent Accounting Considerations ” (EITF 08-6) 

In November 2008, the FASB ratified the consensus on equity method investment accounting including initial and 
allocated carrying values and subsequent measurements. It requires initial carrying value be determined using the 
SFAS 141R cost allocation method. When an investee issues shares, the equity method investor should treat the 
transaction as if the investor sold part of its interest. 

KPCo adopted EITF 08-6 effective January 1, 2009 with no impact on the financial statements. It was applied 
prospectively. EITF 08-6 is included in the “Investments - Equity Method and Joint Ventures” accounting guidance. 

FSP SFAS 107-1 and APB 28-1 “Interitit Disclosures about Fair Value of Financial Instrunzents” (FSP SFAS 
107-1 and APB 28-1) 

In April 2009, the FASB issued FSP SFAS 107-1 and APB 28-1 requiring disclosure about the fair value of financial 
instruments in all interim reporting periods. The standard requires disclosure of the method and significant 
assumptions used to determine the fair value of financial instruments. 

KPCo adopted the standard effective second quarter of 2009. This standard increased the disclosure requirements 
related to financial instruments. See “Fair Value Measurements of Long-term Debt” section of Note 8. FSP SFAS 
107-1 and APB 28-1 is included in the “Financial Instruments” accounting guidance. 

FSP SFAS 115-2 and SFAS 124-2 “Recogrzition and Presentation of Other-Than-Temporary Inipairrnents ” (FSP 
SFAS 115-2 and SFAS 124-2) 

In April 2009, the FASB issued FSP SFAS 115-2 and SFAS 124-2 amending the other-than-temporary impairment 
(OTTI) recognition and measurement guidance for debt securities. For both debt and equity securities, the standard 
requires disclosure for each interim reporting period of information by security class similar to previous annual 
disclosure requirements. 

KPCo adopted the standard effective second quarter of 2009 with no impact on its financial statements or disclosures. 
FSP SFAS 1 15-2 and SFAS 124-2 is included in the “Investments - Debt and Equity Securities” accounting guidance. 

FSP SFAS 142-3 "Determination of tlre Useful Life of Intangible Assets” (SFAS 142-3) 

In April 2008, the FASB issued SFAS 142-3 amending factors that should be considered in developing renewal or 
extension assumptions used to determine the usehl life of a recognized intangible asset. The standard is expected to 
improve consistency between the useful life of a recognized intangible asset and the period of expected cash flows 
used to measure its fair value. 

KPCo adopted SFAS 142-3 effective January 1, 2009. The guidance is prospectively applied to intangible assets 
acquired after the effective date. The standard’s disclosure requirements are applied prospectively to all intangible 
assets as of January 1) 2009. The adoption of this standard had no impact on the financial statements. SFAS 142-3 is 
included in the “Intangibles - Goodwill and Other” accounting guidance. 

FSP SFAS 15 7-2 “Effective Date of FASB Statement No. 1.5 7” (SFAS I5 7-2) 

In February 2008, the FASB issued SFAS 157-2 which delays the effective date of SFAS 157 to fiscal years 
beginning after November 15, 2008 for all nonfinancial assets and nonfinancial liabilities, except those that are 
recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually). As defined in 
SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. The fair value hierarchy gives the highest priority 
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to unadjusted quoted prices in active markets for identical assets or liabilities and the lowest priority to unobservable 
inputs. In the absence of quoted prices for identical or similar assets or investments in active markets, fair value is 
estimated using various internal and external valuation methods including cash flow analysis and appraisals. 

KPCo adopted SFAS 157-2 effective January 1, 2009. KPCo will apply these requirements to applicable fair value 
measurements which include new asset retirement obligations and impairment analyses related to long-lived assets, 
equity investments, goodwill and intangibles. KPCo did not record any fair value measurements for nonrecurring 
nonfinancial assets and liabilities in the first nine months of 2009. SFAS 157-2 is included in the “Fair Value 
Measurements and Disclosures” accounting guidance. 

FSP SFAS 157-4 “Deteriizining Fair Value When the Voluiize and Level of Activity for tlze Asset or Liability Have 
Significantly Decreased and Iderztifiirzg Transactiorzs That Are Not Orderly” (FSP SFAS 157-4) 

In April 2009, the FASB issued FSP SFAS 157-4 providing additional guidance on estimating fair value when the 
volume and level of activity for an asset or liability has significantly decreased, including guidance on identifying 
circumstances indicating when a transaction is not orderly. Fair value measurements shall be based on the price that 
would be received to sell an asset or paid to transfer a liability in an orderly (not a distressed sale or forced 
liquidation) transaction between market participants at the measurement date under current market conditions. The 
standard also requires disclosures of the inputs and valuation techniques used to measure fair value and a discussion 
of changes in valuation techniques and related inputs, if any, for both interim and annual periods. 

KPCo adopted the standard effective second quarter of 2009. The standard had no impact on the financial statements 
but increased disclosure requirements. See “Fair Value Measurements of Financial Assets and Liabilities” section of 
Note 8. FSP SFAS 157-4 is included in the “Fair Value Measurements and Disclosures” accounting guidance. 

Pronouncements Effective in the Future 

The following standards will be effective in the future and their impacts will be disclosed at that time. 

ASU 2009-05 “Measuring Liabilities at Fair Value” (ASU 2009-05) 

In August 2009, the FASB issued ASU 2009-05 updating the “Fair Value Measurement and Disclosures” accounting 
guidance. The guidance specifies the valuation techniques that should be used to fair value a liability in the absence 
of a quoted price in an active market. 

The new accounting guidance is effective for interim and annual periods beginning after the issuance date. Although 
management has not completed an analysis, management does not expect this update to have a material impact on the 
financial statements. KPCo will adopt ASU 2009-05 effective fourth quarter of 2009. 

ASU 2009-12 “Investments in Certain Entities That Calculate Net Asset Value per Share (or its Equivalent) ” (ASU 
2009-12) 

In September 2009, the FASB issued ASU 2009-12 updating the “Fair Value Measurement and Disclosures” 
accounting guidance for the fair value measurement of investments in certain entities that calculate net asset value per 
share (or its equivalent). The guidance permits a reporting entity to measure the fair value of an investment within its 
scope on the basis of the net asset value per share of the investment (or its equivalent). 

The new accounting guidance is effective for interim and annual periods ending after December 15, 2009. Although 
management has not completed an analysis, management does not expect this update to have a material impact on the 
financial statements. KPCo will adopt ASU 2009-12 effective fourth quarter of 2009. 

ASU 2009-13 “Multiple-Deliverable Revenue Arrangements ” (ASU 2009-13) 

In October 2009, the FASB issued ASU 2009-13 updating the “Revenue Recognition” accounting guidance by 
providing criteria for separating consideration in multiple-deliverable arrangements. It establishes a selling price 
hierarchy for determining the price of a deliverable and expands the disclosures related to a vendor’s multiple- 
deliverable revenue arrangements. 
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The new accounting guidance is effective prospectively for arrangements entered into or materially modified in years 
beginning after June 15, 2010. Although management has not completed an analysis, management does not expect 
this update to have a material impact on the financial statements. KPCo will adopt ASU 2009-13 effective January 1, 
201 1. 

SFAS 166 “Accounting for  Transfers of Financial Assets” (SFAS 166) 

In June 2009, the FASB issued SFAS 166 clarifying when a transfer of a financial asset should be recorded as a sale. 
The standard defines participating interest to establish specific conditions for a sale of a portion of a financial asset. 
This standard must be applied to all transfers after the effective date. 

SFAS 166 is effective for interim and annual reporting in fiscal years beginning after November IS, 2009. Early 
adoption is prohibited. Management continues to review the impact of this standard. KPCo will adopt SFAS 166 
effective January 1, 201 0. SFAS 166 is included in the “Transfers and Servicing” accounting guidance. 

SFAS 167 “Aitteizdnients to FASB Interpretation No. 46(R)” (SFAS 167) 

In June 2009, the FASB issued SFAS 167 amending the analysis an entity must perfonn to determine if it has a 
controlling interest in a variable interest entity (VIE). This new guidance provides that the primary beneficiary of a 
VIE must have both: 

The power to direct the activities of the VIE that most significantly impact the VIE’s economic 
performance. 
The obligation to absorb the losses of the entity that could potentially be significant to the VIE or the right 
to receive benefits from the entity that could potentially be significant to the VIE. 

The standard also requires separate presentation on the face of the statement of financial position for assets which can 
only be used to settle obligations of a consolidated VIE and liabilities for which creditors do not have recourse to the 
general credit of the primary beneficiary. 

SFAS 167 is effective for interim and annual reporting in fiscal years beginning after November 15, 2009. Early 
adoption is prohibited. Management continues to review the impact of the changes in the consolidation guidance on 
the financial statements. This standard will increase disclosure requirements related to transactions with VIES and 
may change the presentation of consolidated VIE’s assets and liabilities on KPCo’s balance sheets. KPCo will adopt 
SFAS 167 effective January 1,2010. SFAS 167 is included in the “Consolidation” accounting guidance. 

FSP SFAS 132R-1 “Employers ’ Disclosures about Postretirement Benefit Plan Assets ’’ (FSP SFAS 132R-I) 

In December 2008, the FASB issued FSP SFAS 132R-1 providing additional disclasure guidance for pension and 
OPEB plan assets. The rule requires disclosure of investment policies including target allocations by investment 
class, investment goals, risk management policies and permitted or prohibited investments. It specifies a minimum of 
investment classes by further dividing equity and debt securities by issuer grouping. The standard adds disclosure 
requirements including hierarchical classes for fair value and concentration of risk. 

This standard is effective for fiscal years ending after December 15, 2009. Management expects this standard to 
increase the disclosure requirements related to AEP’s benefit plans. KPCo will adopt the standard effective for the 
2009 Annual Report. FSP SFAS 132R-1 is included in the “Compensation - Retirement Benefits” accounting 
guidance. 

Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and financial position that may result fiom 
any such future changes. The FASB is currently working on several projects including revenue recognition, 
contingencies, financial instruments, emission allowances, leases, insurance, hedge accounting, discontinued 
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operations and income tax. Management also expects to see more FASB projects as a result of its desire to converge 
International Accounting Standards with GAAP. The ultimate pronouncements resulting from these and future 
projects could have an impact on future net income and financial position. 

3. UTEMATTERS 

As discussed in KPCo’s 2008 Annual Report, KPCo is involved in rate and regulatory proceedings at the FERC and 
the KPSC. The Rate Matters note within KPCo’s 2008 Armual Report should be read in conjunction with this report 
to gain a complete understanding of material rate matters still pending that could impact net income, cash flows and 
possibly financial condition. The following discusses ratemaking developments in 2009 and updates KPCO’ s 2008 
Annual Report. 

Kentucky Storin Restoration Expenses 

During 2009, KPCo experienced severe storms causing significant customer outages. In August 2009, KPCo filed a 
petition with the Kentucky Public Service Commission (KPSC) for an order seeking authorization to defer 
approximately $10 million of incremental storm restoration expense for review and recovery in KPCO’S next base rate 
proceeding. The requested deferral of the previously expensed $10 million is in addition to the annual $2 million of 
storm-related operation and maintenance expense included in KPCO’S current base rates. Management is unable to 
predict the outcome of this petition. A decision is expected from the KPSC during the fourth quarter of 2009. 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attomey General (AG) notified the KPSC that the Franklin County Circuit Court 
judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside of the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. Both the KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable, KPCo has existing surcharges which are not specifically authorized by 
statute. These include KPCo’s fuel clause surcharge, the annual Rockport Plant capacity surcharge, the merger 
surcredit and the off-system sales credit rider. On an annual basis, these surcharges recently ranged from revenues of 
approximately $10 million to a reduction of revenues of $2 million due to the volatility of these surcharges. The 
KPSC asked interested parties to brief the issue in KPCO’S fuel cost proceeding. The AG responded that the KPCo 
file1 clause should be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without 
a full rate case review. The KPSC issued an order stating that the KPSC has the authority to provide for surcharges 
and surcredits until the court of appeals rules otherwise. 

In November 2008, the Kentucky Court of Appeals concluded that Duke Energy’s surcharge was illegal. However, 
the order stated that the “decision was premised on the nature of the long-term capital improvements proposed by 
Duke Energy as distinguished from the fuel and other surcharges that are fluctuating and unanticipated. The latter 
have been approved by the Kentucky Supreme Court and remain the law.” In February 2009, the Kentucky Court of 
Appeals denied the KPSC request for appeal of the Franklin County Circuit Court decision. In March 2009, the 
KPSC filed for a discretionary review of the related Duke Energy case with the Kentucky Supreme Court. 
Management believes that all of KPCo’s variable rate mechanisms are valid and would be upheld if challenged. 

FERC Rate Matters 

Regional lransmission Rate Proceedings at the FERC 

SECA Revenue Subiect to Refund 

Effective December 1 , 2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected, at the FERC’s direction, load-based charges, referred to as RTO 
SECA, to partially mitigate the loss of T&O revenues on a temporary basis through March 31, 2006. Intervenors 
objected to the temporary SECA rates, raising various issues. As a result, the FERC set SECA rate issues for hearing 
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and ordered that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates 
to other utilities at considerably lesser amounts than they collected. If a refimd is ordered, the AEP East companies 
would also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized 
gross SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated 
leaving the AEP East companies and ultimately their internal load retail customers to make up the short fall in 
revenues. KPCo’s portion of recognized gross SECA revenues was $17 million. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates rhust be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes, based on advice of legal 
counsel, that the FERC should reject the ALJ’s initial decision because it contradicts prior related FERC decisions, 
which are presently subject to rehearing. Furthermore, management believes the ALJ’s findings on key issues are 
largely without merit. AEP and SECA ratepayers are engaged in settlement discussions in an effort to settle the 
SECA issue. However, if the ALJ’s initial decision is upheld in its entirety, it could result in a refund of a portion or 
all of the unsettled SECA revenues. 

Based on anticipated settlements, the AEP East companies provided reserves for net refunds for current and future 
SECA settlements totaling $39 million and $5 million in 2006 and 2007, respectively, applicable to a total of $220 
million of SECA revenues. KPCo provided reserves of $2.9 million and $400 thousand in 2006 and 2007, 
respectively. 

In February 2009, a settlement agreement was approved by the FERC resulting in the completion of a $1 million 
settlement applicable to $20 million of SECA revenue. Including this most recent settlement, AEP has completed 
settlements totaling $10 million applicable to $1 12 million of SECA revenues. The balance in the reserve for future 
settlements as of September 30, 2009 was $34 million. KPCo’s portion of the reserve balance at September 30,2009 
was $2.6 million. As of September 30, 2009, there were no in-process settlements. 

Management cannot predict the ultimate outcome of future settlement discussions or future FERC proceedings or 
court appeals, if any. However, if the FERC adopts the ALJ’s decision and/or AEP cannot settle all of the remaining 
unsettled claims within the remaining amount reserved for refund, it will have an adverse effect on future net income 
and cash flows. Based on advice of external FERC counsel, recent settlement experience and the expectation that 
most of the unsettled SECA revenues will be settled, management believes that the available reserve of $34 million is 
adequate to settle the remaining $108 million of contested SECA revenues. If the remaining unsettled SECA claims 
are settled for considerably more than the to-date settlements or if the remaining unsettled claims cannot be settled 
and are awarded a refund by the FERC greater than the remaining reserve balance, it could have an adverse effect on 
net income. Cash flows will be adversely impacted by any additional settlements or ordered refunds. 

The FERC PJM Renional Transmission Rate Proceeding 

With the elimination of T&O rates, the expiration of SECA rates and after considerable administrative litigation at the 
FERC in which AEP sought to mitigate the effect of the T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AEP east transmission zone facilities even though other non-affiliated entities transmit power over AEP’s lines. 
However, the FERC ruled that the cost of any new SO0 kV and higher voltage transmission facilities built in PJM 
would be shared by all customers in the region. It is expected that most of the new 500 kV and higher voltage 
transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East companies will need to 
obtain state regulatory approvals for recovery of any costs of new facilities that are assigned to them by PJM. In 
February 2008, AEP filed a Petition for Review of the FERC orders in this case in the United States Court of Appeals. 
In August 2009, the United States Court of Appeals issued an opinion affirming FERC’s refusal to implement a 
regional rate design in PJM. 
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The AEP East companies filed for and in 2006 obtained increases in their wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. The AEP East companies sought and received retail rate increases 
in Ohio, Virginia, West Virginia and Kentucky. In January and March 2009, the AEP East companies received retail 
rate increases in Tennessee and Indiana, respectively, which recognized the higher retail transmission costs resulting 
from the loss of wholesale transmission revenues from T&O transactions. As a result, the AEP East companies are 
now recovering approximately 98% of the lost T&O transmission revenues from their retail customers. The 
remaining 2% is being incurred by I&M until it can revise its rates in Michigan to recover the lost revenues. 

The FERC PJMand MIS0 Regional Trarisniission Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PJM/MISO region (the Super 
Region) to file, by August 1 , 2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1, 2008. AI1 of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to support continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwaybyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argued the use of other PJM and MISO facilities by AEP is 
not as large as the use of the AEP East companies’ transmission by others in PJM and MISO and, as a result, the use 
of zonal rates would be unfair and discriminatory to AEP’s East zone retail customers. Therefore, a regional rate 
design change is required to recognize that the provision and use of transmission service in the Super Region is not 
sufficiently uniform between transmission owners and users to justify zonal rates. In January 2008, the FERC denied 
AEP’s complaint. AEP filed a rehearing request with the FERC in March 2008. In December 2008, the FERC 
denied AEP’s request for rehearing. In Februay 2009, AEP filed an appeal in the U.S. Court of Appeals. If the court 
appeal is successful, earnings could benefit for a certain period of time due to regulatory lag until the AEP East 
companies reduce future retail revenues in their next fuel or base rate proceedings to reflect the resultant additional 
wholesale transmission T&O revenues reduction of transmission cost to retail customers. This case is pending before 
the U.S. Court of Appeals which in August 2009 ruled against AEP in a similar case. See “The FERC PJM Regional 
Transmission Rate Proceeding” section above. 

Allocation of Off-system Sales Margins 

In August 2008, the OCC filed a complaint at the FERC alleging that AEP inappropriately allocated off-system sales 
margins between the AEP East companies and the AEP West companies and did not properly allocate off-system 
sales margins within the AEP West companies. The PUCT, the APSC and the Oklahoma Industrial Energy 
Consumers intervened in this filing. In November 2008, the FERC issued a final order concluding that AEP 
inappropriately deviated Erom off-system sales margin allocation methods in the SIA and the CSW Operating 
Agreement for the period June 2000 through March 2006. The FERC ordered AEP to recalculate and reallocate the 
off-system sales margins in compliance with the SIA and to have the AEP East companies issue refunds to the AEP 
West companies. Although the FERC determined that AEP deviated from the CSW Operating Agreement, the FERC 
determined the allocation methodology was reasonable. The FERC ordered AEP to submit a revised CSW Operating 
Agreement for the period June 2000 to March 2006. In December 2008, AEP filed a motion for rehearing and a 
revised CSW Operating Agreement for the period June 2000 to March 2006. The motion for rehearing is still 
pending. In January 2009, AEP filed a compliance filing with the FERC and refunded approximately $250 million 
from the AEP East companies to the AEP West companies. Following authorized regulatory treatment, the AEP 
West companies shared a portion of SIA margins with their customers during the period June 2000 to March 2006. In 
December 2008, the AEP West companies recorded a provision for r e h d  reflecting the sharing. Management 
cannot predict the outcome of the requested FERC rehearing proceeding or any future state regulatory proceedings 
but believes the AEP West companies’ provision for refund regarding related future state regulatory proceedings is 
adequate. 

Modification of the Transmission Agreentent (TA) 

APCo, CSPCo, I&M, KPCo and OPCo are parties to the TA entered into in 1984, as amended, that provides for a 
sharing of the cost of transmission lines operated at 138-kV and above arid transmission stations operated at 345kV 
and above. In June 2009, AEPSC, on behalf of the parties to the TA, filed with the FERC a request to modify the TA. 
Under the proposed amendments, WPCo and KGPCo will be added as parties to the TA. In addition, the amendments 
would provide for the allocation of PJM transmission costs on the basis of the TA parties’ 12-month coincident peak 
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and reimburse the majority of PJM transmission revenues based on individual cost of service instead of the MLR 
method used in the present TA. AEPSC requested the effective date to be the first day of the month following a final 
non-appealable FERC order. The delayed effective date was approved by the FERC in August 2009 when the FERC 
accepted the new TA for filing. Settlement discussions are in process. Management is unable to predict the effect, if 
any, it will have on future net income and cash flows due to timing of the implementation by various state regulators 
of the FERC’s new approved TA. 

PJM Traiisrnissiori Forinula Rate F i h g  

In July 2008, AEP filed an application with the FERC to increase its open access transmission tariff (OATT) rates for 
wholesale transmission service within PJM by $63 million annually. The filing seeks to implement a formula rate 
allowing annual adjustments reflecting future changes in the AEP East companies’ cost of service. In September 
2008, the FERC issued an order conditionally accepting AEP’s proposed formula rate, subject to a compliance filing, 
established a settlement proceeding with an ALJ and delayed the requested October 2008 effective date for five 
months. In October 2008, AEP filed the required compliance filing and began settlement discussions with the 
intervenors and FERC staff. The settlement discussions are currently ongoing. 

The requested increase, which the AEP East companies began billing in April 2009 for service as of March 1, 2009, 
will produce a $63 million annualized increase in revenues. Approximately $8 million of the increase will be 
collected from nonaffiliated customers within PJM. The remaining $5.5 million requested would be billed to the AEP 
East companies but would be offset by compensation from PJM for use of the AEP East companies’ transmission 
facilities so that retail rates forjurisdictions other than Ohio are not directly affected. 

In May 2009, the first annual update of the formula rate was filed with the FERC which reflected increased 
transmission service revenue requirements of approximately $32 million on an annualized basis, effective for service 
as of July 1, 2009 to be billed in August 2009. Approximately $4 million of the increase will be collected from 
nonaffiliated customers within PJM. 

Under the formula, the second annual update will be filed effective July 1, 2010 and each year thereafter. Also, 
beginning with the July 1, 2010 update, the rates each year will include an adjustment to true-up the prior year’s 
collections to the actual costs for the prior year. Management is unable to predict the outcome of the settlement 
discussions or any fkrther proceedings that might be necessary if settlement discussions are not successful. 

Traizsniissioiz Agreerneiit (TA) 

Certain transmission facilities placed in service in 1998 in KPCo’s service territory were inadvertently excluded from 
the AEP East companies’ TA calculation. As a result, KPCo did not receive a TA credit for this equipment from the 
other TA member companies. The amount involved was $7 million annually. It was not discovered until February 
2009. KPCo’s base electric rates were adjusted only once, in April 2006, during the period in which the error was in 
effect. Effective January 2009, the allocation was revised to give KPCo its full TA credit prospectively and the KPSC 
staff and attending intervenors were informed about the revision at a meeting in April 2009. Management does not 
believe that it is probable that a material retroactive rate adjustment will result. 

4. COMMITMENTS, GUARANTEES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, KPCo’s 
business activities are subject to extensive governmental regulation related to public health and the environment. The 
ultimate outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material adverse effect on the financial statements. The Commitments, Guarantees and Contingencies note within 
the 2008 Annual Report should be read in conjunction with this report. 
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GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is &awn, there is no recourse to 
third parties. 

Indeinnifcations and Otlzer Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to September 30, 
2009, KPCo entered into sale agreements including indemnifications with a maximum exposure that was not 
significant. There are no material liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SWEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SvJEPCo related to power purchase and sale 
activity conducted pursuant to the SIA. 

Master Lease Aareements 

KPCo leases certain equipment under master lease agreements. GE Capital Commercial Inc. (GE) notified 
management in November 2008 that they elected to terminate the Master Leasing Agreements in accordance with the 
termination rights specified within the contract. In 201 1, KPCo will be required to purchase all equipment under the 
lease and pay GE an amount equal to the unamortized value of all equipment then leased. In December 2008, 
management signed new master lease agreements with one-year commitment periods that include lease terms of up to 
10 years, Management expects to enter into replacement leasing arrangements for the equipment affected by this 
notification prior to the termination date of 201 1. 

For equipment under the GE master lease agreements that expire prior to 201 1, the lessor is guaranteed receipt of up 
to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of the leased 
equipment is below the unamortized balance at the end of the lease term, KPCo is committed to pay the difference 
between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of the 
unamortized balance. Under the new master lease agreements, the lessor is guaranteed receipt of up to 68% of the 
unamortized balance at the end of the lease term. If the actual fair market value of the leased equipment is below the 
unamortized balance at the end of the lease term, KPCo is committed to pay the difference between the actual fair 
market value and unamortized balance, with the total guarantee not to exceed 68% of the unamortized balance. At 
September 30, 2009, the maximum potential loss for these lease agreements was approximately $25 1 thousand 
assuming the fair market value of the equipment is zero at the end of the lease term. Historically, at the end of the 
lease term the fair market value has been in excess of the unamortized balance. 

CONTINGENCIES 

Carbon Dioxide (Cod Public Nuisance CIaitns 

In 2004, eight states and the City of New York filed an action in Federal District Court for the Southern District of 
New York against AEP, AEPSC, Cinergy Cop ,  Xcel Energy, Southern Company and Tennessee Valley Authority. 
The Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against 
the same defendants. The actions allege that C 0 2  emissions from the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments from the defendants. The dismissal of this lawsuit was appealed to the 
Second Circuit Court of Appeals. In April 2007, the U.S. Supreme Court issued a decision holding that the Federal 
EPA has authority to regulate emissions of COz and other greenhouse gases (GHG) under the CAA. The Second 
Circuit requested supplemental briefs addressing the impact of the Supreme Court’s decision on this case. 
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In September 2009, the Second Circuit Court issued a ruling vacating the dismissal and remanding the case to the 
Federal District Court for the Southern District of New York. The Second Circuit held that the issues of climate 
change and global warming do not raise political questions and that Congress’ refusal to regulate GHG emissions 
does not mean that plaintiffs must wait for an initial policy determination by Congress or the President’s 
administration to secure the relief sought in their complaints. The court stated that Congress could enact 
comprehensive legislation to regulate COz emissions or that the Federal EPA could regulate COz emissions under 
existing CAA authorities, and that either of these actions could override any decision made by the district court under 
federal common law. The Second Circuit did not rule on whether the plaintiffs could proceed with their state 
common law nuisance claims. Management believes the actions are without merit and intends to continue to defend 
against the claims including seeking further review by the Second Circuit and, if necessary, the IJnited States 
Supreme Court. 

In October 2009, the Fifth Circuit Court of Appeals reversed a decision by the Federal District Court for the District 
of Mississippi dismissing state common law nuisance claims in a putative class action by Mississippi residents 
asserting that GHG emissions exacerbated the effects of Hurricane Katrina. The Fifth Circuit held that there was no 
exclusive commitment of the common Iaw issues raised in plaintiffs’ complaint to a coordinate branch of government, 
and that no initial policy determination was required to adjudicate these claims. AEP companies, including KPCo, 
were initially dismissed from this case without prejudice, but are named as a defendant in a pending fourth amended 
cornplaint. 

Alaskan Villages ’ Claims 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in Federal Court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil and gas 
companies, a coal company and other electric generating companies. The complaint alleges that the defendants’ 
emissions of COz contribute to global warming and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global warming will require the relocation of the village at an alleged cost of 
$95 million to $400 million. In October 2009, the judge dismissed plaintiffs’ federal common law claim for nuisance, 
finding the claim barred by the political question doctrine and by plaintiffs’ lack of standing to bring the claim. The 
judge also dismissed plaintiffs’ state law claims without prejudice to refiling in state court. 

FERC Long-term Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.” The complaint alleged that KPCo and 
other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was allegedly 
dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, the U.S. 
Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for further 
proceedings. That decision was appealed to the U.S. Supreme Court. In June 2008, the U.S. Supreme Court affirmed 
the validity of contractually-agreed rates except in cases of serious harm to the public. The U.S. Supreme Court 
affirmed the Ninth Circuit’s remand on two issues, market manipulation and excessive burden on consumers. The 
FERC initiated remand procedures and gave the parties time to attempt to settle the issues. Management recorded a 
provision in 2008. In September 2009, the parties reached a settlement and a portion of the provision was reversed. 

5. BENEFIT PLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majority 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. In 
addition, KPCo participates in other postretirement benefit plans sponsored by AEP to provide medical and death 
benefits for retired employees. 
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Components of Net Periodic Benefit Cost 

The following tables provide the components of AEP’s net periodic benefit cost for the plans for the three and nine 
months ended September 30,2009 and 2008: 

Other Postretirement 

Three Months Ended September 30, 
Pension Plans Benefit Plans 

Three Months Ended September 30, 
2009 2008 2009 2008 

(in millions) 
.- 

Service Cost $ 26 $ 25 $ 11 $ 10 
Interest Cost 64 62 27 28 

(84) (21) (27) 
7 7 

Expected Return on Plan Assets (80) 
Amortization of Transition Obligation 

14 10 11 3 Amortization of Net Actuarial Loss 
Net Periodic Benefit Cost $ 24 $ 13 $ 35 $ 21 

- _ I  

Other Postretirement 

Nine Months Ended September 30, 
Pension Plans Benefit Plans 

2009 2008 2009 - ___ 2008 
(in millions) 

Nine Months Ended S e p t e m b e r x  
_I 

Service Cost $ 78 $ 75 $ 32 $ 31 
Interest Cost 191 187 82 84 

20 21 
(241) 

Amortization of Transition Obligation 
8 Amortization of Net Actuarial Loss 44 29 32 

Net Periodic Benefit Cost $ 72 $ 39 $ 105 $ 61 

The following table provides KPCO’S net periodic benefit cost for the plans for the three and nine months ended 
September 30,2009 and 2008: 

(252) (61) (83) Expected Return on Plan Assets 

-- 

Other Postretirement 
Benefit Plans 

2009 2008 2009 2008 
(in thousands) 

~- Pension Plans 

Three Months Ended September 30, $ 555 $ 249 $ 808 $ 417 
Nine Months Ended September 30, 1,664 747 2,424 1,218 

6. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 

7. DERIVATIVES AND HEDGING 

Obiectives for Utilization of Derivative Instruments 

KPCo is exposed to certain market risks as a power producer and marketer of wholesale electricity, coal and emission 
allowances. These risks include commodity price risk, interest rate risk and credit risk. These risks represent the risk 
of loss that may impact KPCo due to changes in the underlying market prices or rates. AEPSC, on behalf of KPCo, 
manages these risks using derivative instruments. 

Strategies for Utilization of Derivative Instruments to Achieve Obiectives 

The strategy surrounding the use of derivative instruments focuses on managing risk exposures, future cash flows and 
creating value based on open trading positions by utilizing both economic and formal hedging strategies. To 
accomplish these objectives, AEPSC, on behalf of KF’Co, primarily employs risk management contracts including 
physical forward purchase and sale contracts, financial forward purchase and sale contracts and financial swap 
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instruments. Not all risk management contracts meet the definition of a derivative under the accounting guidance for 
“Derivatives and Hedging.” Derivative risk management contracts elected normal under the normal purchases and 
normal sales scope exception are not subject to the requirements of this accounting guidance. 

AEPSC, on behalf of KPCo, enters into electricity, coal, natural gas, interest rate and to a lesser degree heating oil, 
gasoline, emission allowance and other commodity contracts to manage the risk associated with the energy business. 
AEPSC, on behalf of KPCo, enters into interest rate derivative contracts in order to manage the interest rate exposure 
associated with KPCo’s commodity portfolio. For disclosure purposes, such risks are grouped as “Commodity,” as 
these risks are related to energy risk management activities. AEPSC, on behalf of KPCo, also engages in risk 
management of interest rate risk associated with debt financing. The amount of risk taken is determined by the 
Commercial Operations and Finance groups in accordance with the established risk management policies as approved 
by the Finance Committee of AEP’s Board of Directors. 

The following table represents the gross notional volume of KPCo’s outstanding derivative contracts as of September 
30,2009: 

Notional Volume of Derivative Instruments 
September 30,2009 

Unit of 
Primary Risk Exposure Volume Measure __ 

(in thousands) 
Commodity: 

Power 34,748 M W s  
Coal 3,184 Tons 
Natural Gas 5,009 MMBtus 
Heating Oil and Gasoline 693 Gallons 
Interest Rate $ 4,240 usn 

Fair Value Hedging Strategies 

At certain times, AEPSC, on behalf of KPCo, enters into interest rate derivative transactions in order to manage 
existing fixed interest rate risk exposure. These interest rate derivative transactions effectively modify KPCo’s 
exposure to interest rate risk by converting a portion of KPCo’s fixed-rate debt to a floating rate. During 2009 and 
2008, this strategy was not actively employed. 

Cash Flow Hedging Strategies 

AEPSC, on behalf of KPCo, enters into and designates as cash flow hedges certain derivative transactions for the 
purchase and sale of electricity, coal and natural gas (“Commodity”) in order to manage the variable price risk related 
to the forecasted purchase and sale of these commodities. KPCo monitors the potential impacts of commodity price 
changes and, where appropriate, enters into derivative transactions to protect profit margins for a portion of future 
electricity sales and fuel or energy purchases. KPCo does not hedge all commodity price risk. During 2009 and 
2008, KPCo designated cash flow hedging relationships using these commodities. 

KPCo’s vehicle fleet is exposed to gasoline and diesel fuel price volatility. AEPSC, on behalf of KPCo, enters into 
financial gasoline and heating oil derivative contracts in order mitigate price risk of future fuel purchases. KPCo does 
not hedge all fuel price risk. During 2009, KPCo designated cash flow hedging strategies of forecasted fuel 
purchases. This strategy was not active for KPCo during 2008. For disclosure purposes, these contracts are included 
with other hedging activity as “Commodity.” 
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AEPSC, on behalf of KPCo, enters into a variety of interest rate derivative transactions in order to manage interest 
rate risk exposure. KPCo enters into interest rate derivative contracts to manage interest rate exposure related to 
anticipated borrowings of fixed-rate debt. The anticipated fixed-rate debt offerings have a high probability of 
occumence as the proceeds will be used to fund existing debt maturities and projected capital expenditures. KPCo 
does not hedge all interest rate exposure. During 2009 and 2008, KPCo did not have any active interest rate cash flow 
hedge strategies. 

Accounting for Derivative Instruments and the Impact on KPCo’s Financial Statements 

The accounting guidance for “Derivatives and Hedging” requires recognition of all qualifying derivative instruments 
as either assets or liabilities in the balance sheet at fair value. The fair values of derivative instruments accounted for 
using MTM accounting or hedge accounting are based on exchange prices and broker quotes. If a quoted market 
price is not available, the estimate of fair value is based on the best information available including valuation models 
that estimate future energy prices based on existing market and broker quotes, supply and demand market data and 
assumptions. In order to determine the relevant fair values of the derivative instruments, KPCo applies valuation 
adjustments for discounting, liquidity and credit quality. 

Credit risk is the risk that a counterparty will fail to perform on the contract or fail to pay amounts due. Liquidity risk 
represents the risk that imperfections in the market will cause the price to vary from estimated fair value based upon 
prevailing market supply and demand conditions. Since energy markets are imperfect and volatile, there are inherent 
risks related to the underlying assumptions in models used to fair value risk management contracts. Unforeseen 
events may cause reasonable price curves to differ from actual price curves throughout a contract’s terrri and at the 
time a contract settles. Consequently, there could be significant adverse or favorable effects on future net income and 
cash flows if market prices are not consistent with management’s estimates of current market consensus for forward 
prices in the current period. This is particularly true for longer term contracts. Cash flows may vaIy based on market 
conditions, margin requirements and the timing of settlement of KPCo’s risk management contracts. 

According to the accounting guidance for “Derivatives and Hedging,” KpCo reflects the fair values of derivative 
instruments subject to netting agreements with the same counterparty net of related cash collateral. For certain risk 
management contracts, KPCo is required to post or receive cash collateral based on third party contractual agreements 
and risk profiles. For the September 30, 2009 and December 3 1 , 2008 balance sheets, KPCo netted $2 million and 
$468 thousand of cash collateral received from third parties against short-term and long-term risk management assets, 
respectively, and $6.6 million and $1.2 million of cash collateral paid to third parties against short-term and long-teim 
risk management liabilities, respectively. 



The following table represents the gross fair value impact of KPCo’s derivative activity on the Condensed Balance 
Sheet as of September 30,2009. 

Balance Sheet Location 
Current Risk Management Assets 
Long-term Risk Management Assets 
Total Assets 

Current Risk Management Liabilities 
Long-term Risk Management Liabilities 
Total Liabilities 

Total MTM Derivative Contract Net 
Assets (Liabilities) 

Fair Value of Derivative Instruments 
September 30,2009 

(in thousands) 

Risk 
Management 

Commodity Commodity Interest Rate 
Con tracts Hedging Contracts 

(a) (a) (a) 
$ 98,668 $ 1,069 $ 

263 
139,928 1,332 

- 41,260 

90,656 977 
37,578 - 351 

1,328 
- 

- -- 128,234 

$ 11,694 $ 4 $  

Other (a) (b) Total 
$ (82,580) $ 17,157 

~ (29,830) 11,693 
(1 12,410) 28,850 

(85,259) 6,3 74 
(33,140) 4,789 

11,163 (1 18,399) - 

$ 5,989 $ 17,687 

(a) Derivative instruments within these categories are reported gross. These instruments are subject to master netting 
agreements and are presented on the Condensed Balance Sheets on a net basis in accordance with the accounting guidance 
for “Derivatives and Hedging.” 
Amounts represent counterparty netting of risk management contracts, associated cash collateral in accordance with the 
accounting guidance for “Derivatives and Hedging” and dedesignated risk management contracts. 

(b) 

The table below presents KPCo’s activity of derivative risk management contracts for the three and nine months 
ended September 30,2009: 

Amount of Gain (Loss) Recognized on 
Risk Management Contracts 

Location of Gain (Loss) - 
Electric Generation, Transmission and 

Three Months Ended Nine Months Ended 
- September 30,2009 September 30,2009 

(in thousands) 

Distribution Revenues $ 4,210 $ 15,985 
Sales to AEP Affiliates (96) (1,869) 
Regulatory Assets 
Regulatory Liabilities 1,229 1,848 

5,343 - $ 15,964 Total Gain on Risk Management Contracts - $ - - 

Certain qualifying derivative instruments have been designated as normal purchase or normal sale contracts, as 
provided in the accounting guidance for “Derivatives and Hedging.” Derivative contracts that have been designated 
as normal purchases or normal sales under that accounting guidance are not subject to MTM accounting treatment and 
are recognized on the Condensed Statements of Income on an accrual basis. 

KPCo’s accounting for the changes in the fair value of a derivative instrument depends on whether it qualifies for and 
has been designated as part of a hedging relationship and farther, on the type of hedging relationship. Depending on 
the exposure, KPCo designates a hedging instrument as a fair value hedge or a cash flow hedge. 
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For contracts that have not been designated as part of a hedging relationship, the accounting for changes in fair value 
depends on whether the derivative instrvment is held for trading purposes. Realized gains and losses on derivative 
instruments held for trading purposes are included in Revenues on a net basis on KPCo’s Condensed Statements of 
Income. Realized gains and losses on derivative instruments not held for trading purposes are included in Revenues or 
Expenses on KPCo’s Condensed Statements of Income depending on the relevant facts and circumstances. 
Unrealized and realized gains and losses for both trading and non-trading derivative instmments are recorded as 
regulatory assets (for losses) or regulatory liabilities (for gains), in accordance with the accounting guidance for 
“Regulated Operations.” 

Accounting for Fair Vdue Hedging Strategies 

For fair value hedges (Le. hedging the exposure to changes in the fair value of an asset, liability or an identified 
portion thereof attributable to a particular risk), KPCo recognizes the gain or loss on the derivative instrument as well 
as the offsetting gain or loss on the hedged item associated with the hedged risk in Net Income during the period of 
change. 

KPCo records realized gains or losses on interest rate swaps that qualify for fair value hedge accounting treatment and 
any offsetting changes in the fair value of the debt being hedged, in Interest Expense on KPCo’s Condensed 
Statements of Income. During the three and nine months ended September 30, 2009 and 2008, this strategy was not 
actively employed. 

Accounting for Cask Flow Hedging Strategies 

For cash flow hedges (Le. hedging the exposure to variability in expected future cash flows that is attributable to a 
particular risk), KPCo initially reports the effective portion of the gain or loss on the derivative instrument as a 
component of Accumulated Other Comprehensive Income (Loss) on the Condensed Balance Sheets until the period 
the hedged item affects Net Income. KPCo recognizes any hedge ineffectiveness as a regulatory asset (for losses) or a 
regulatory liability (for gains). 

Realized gains and losses on derivatives transactions for the purchase and sale of electricity, coal and natural gas 
designated as cash flow hedges are included in Revenues, Fuel and Other Consumables Used for Electric Generation 
or Purchased Electricity for Resale on KPCo’s Condensed Statements of Income, or Regulatory Assets or Regulatory 
Liabilities in KPCo’s Condensed Balance Sheet, depending on the specific nature of the risk being hedged. KPCo 
does not hedge all variable price risk exposure related to commodities. During the three and nine months ended 
September 30,2009 and 2008, KPCo recognized immaterial amounts of hedge ineffectiveness. 

Beginning in 2009, AEPSC on behalf of KPCo, executed financial heating oil and gasoline derivative contracts to 
hedge the price risk of its diesel fie1 and gasoline purchased. KPCo reclassifies gains and losses on financial fuel 
derivative contracts designated as cash flow hedges from Accumulated Other Comprehensive Income (Loss) on the 
Condensed Balance Sheets into Other Operation and Maintenance Expense or Depreciation and Amortization 
Expense, as it relates to capital projects, on the Condensed Statements of Income. W C o  does not hedge all fuel price 
exposure. During the three and nine months ended September 30, 2009, KPCo recognized no hedge ineffectiveness 
related to this hedge strategy. 

KPCo reclassifies gains and losses on interest rate derivative hedges related to debt financing from Accumulated 
Other Comprehensive Income (Loss) into Interest Expense in those periods in which hedged interest payments occur. 
During the three and nine months ended September 30,2009 and 2008, this strategy was not actively employed. 



The following tables provide details on designated? effective cash flow hedges included in AOCI on KPCo's 
Condensed Balance Sheets and the reasons for changes in cash flow hedges for the three and nine months ended 
September 30, 2009. All amounts in the following table are presented net of related income taxes. 

Total Accumulated Other Comprehensive Income (Loss) Activity for Cash Flow Hedges 
For the Three Months Ended September 30,2009 

(in thousands) 

Beginning Balance in AOCI as of July 1,2009 
Changes in Fair Value Recognized in AOCI 
Amount of (Gain) or Loss Reclassified fi-om AOCI to Income 
Statemenuwithin Balance Sheets: 

Electric Generation, Transmission and Distribution Revenues 
Fuel and Other Consumables Used for Electric Generation 
Purchased Electricity for Resale 
Interest Expense 
Property, Plant and Equipment 

Ending Balance in AOCI as of September 30,2009 

Commodity 
$ 478 

(98) 

Interest Rate - Total 

$ (493) $ (15) 
(98) 

Total Accumulated Other Comprehensive Income (Loss) Activity for Cash Flow Hedges 
For the Nine Months Ended September 30,2009 

(in thousands) 

Beginning Balance in AOCI as of January 1,2009 
Changes in Fair Value Recognized in AOCI 
Amount af (Gain) or Loss Reclassified fiom AOCI to Income 
Statemenuwithin Balance Sheets: 
Electric Generation, Transmission and Distribution Revenues 
Fuel and Other Consumables Used for Electric Generation 
Purchased Electricity for Resale 
Interest Expense 
Property, Plant and Equipment 

Ending Balance in AOCI as of September 30,2009 

Commodity 
$ 584 

(84) 

Interest Rate Total 
$ (525) $ 59 

(84) 
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Cash flow hedges included in Accumulated Other Comprehensive Income (Loss) on KPCo’s Condensed Balance 
Sheet at September 30,2009 were: 

Impact of Cash Flow Hedges on the Condensed Balance Sheet 
September 30,2009 

Hedging Assets (a) 
Hedging Liabilities (a) 
AOCI Gain (Loss) Net of Tax 

Portion Expected to be Reclassified to Net 
Income During the Next Twelve Months 

Commodity Interest Rate Total 
(in thousands) 

$ 688 $ - $  688 
(684) (684) 
100 (478) (378) 

157 (60) 91 

(a) Hedging Assets and Hedging Liabilities are included in Risk Management Assets and Liabilities on KPCo’s 
Condensed Balance Sheet. 

The actual amounts that KPCo reclassifies from Accumulated Other Comprehensive Income (Loss) to Net Income 
can differ from the estimate above due to market price changes. As of September 30, 2009, the maximum length of 
time that KF’Co is hedging (with contracts subject to the accounting guidance for “Derivatives and Hedging”) 
exposure to variability in future cash flows related to forecasted transactions is 17 months. 

Credit Risk 

Management limits credit risk in KPCo’s wholesale marketing and trading activities by assessing the creditworthiness 
of potential counterparties before entering into transactions with them and continuing to evaluate their 
creditworthiness on an ongoing basis. KPCo uses Moody’s, S&P and current market-based qualitative and 
quantitative data to assess the financial health of counterparties on an ongoing basis. If an external rating is not 
available, an internal rating is generated utilizing a quantitative tool developed by Moody’s to estimate probability of 
default that corresponds to an implied external agency credit rating. 

KPCo uses standardized master agreements which may include collateral requirements. These master agreements 
facilitate the netting of cash flows associated with a single counterparty. Cash, letters of credit and parentauaffiliate 
guarantees may be obtained as security from counterparties in order to mitigate credit risk. The collateral agreements 
require a counterparty to post cash or letters of credit in the event an exposure exceeds the established threshold. The 
threshold represents an unsecured credit limit which may be supported by a parental/affiliate guaranty, as determined 
in accordance with AEP’s credit policy. In addition, collateral agreements allow for termination and liquidation of all 
positions in the event of a failure or inability to post collateral. 

Collateral Triggering Events 

Under a limited number of derivative and non-derivative counterparty contracts primarily related to pre-2002 risk 
management activities and under the tariffs of the RTOs and Independent System Operators (ISOs), KPCo is 
obligated to post an amount of collateral if certain credit ratings decline below investment grade. The amount of 
collateral required fluctuates based on market prices and total exposure. On an ongoing basis, the risk management 
organization assesses the appropriateness of these collateral triggering items in contracts. Management believes that a 
downgrade below investment grade is unlikely. As of September 30,2009, the aggregate value of such contracts was 
$1.9 million and KPCo was not required to post any collateral. KPCo would have been required to post $1.9 million 
of collateral at September 30, 2009 if certain credit ratings had declined below investment grade of which $1.8 
million was attributable to RTO and IS0  activities. 

In addition, a majority of KPCo’s non-exchange traded commodity contracts contain cross-default provisions that, if 
triggered, would permit the counterparty to declare a default and require settlement of the outstanding payable. These 
cross-default provisions could be triggered if there was non-performance event under borrowed debt in excess of $50 
million. On an ongoing basis, AEPSC’s risk management organization assesses the appropriateness of these cross- 
default provisions in the contracts. As of September 30, 2009, the fair value of these derivative liabilities subject to 
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cross-default provisions totaled $48.5 million prior to consideration of contractual netting arrangements. This 
exposure has been reduced by cash collateral posted of $668 thousand. Management believes that a non-performance 
event under these provisions is unlikely. If a cross-default provision would have been triggered, an additional 
settlement of $8.8 million would be required after considering KF’Co’s contractual netting arrangements. 

8. FAIR VALUE MEASUREMENTS 

With the adoption ofnew accounting guidance, KPCo is required to provide certain fair value disclosures which were 
previously only required in the annual report. The new accounting guidance did not change the method to calculate 
the amounts reported on KPCo’s Condensed Balance Sheets. 

Fair Value Measurernerzts of Long-term Debt 

The fair values of Long-term Debt are based on quoted market prices, without credit enhancements, for the same or 
similar issues and the current interest rates offered for instruInents with similar maturities. These instruments are not 
marked-to-market. The estimates presented are not necessarily indicative of the amounts that could be realized in a 
current market exchange. The book values and fair values of KPCo’s Long-term Debt at September 30, 2009 and 
December 3 1,2008 are summarized in the following table: 

September 30,2009 December 31,2008 
I Book Value Fair Value Book Value Fair Value 

(in thou sands) 
Long-term Debt $ 548,680 $ 598,314 $ 418,555 $ 366,108 

Fair Value Measuremzents of Financial Assets and Liabilities 

As described in KPCo’s 2008 Annual Report, the accounting guidance for “Fair Value Measurements and 
Disclosures” establishes a fair value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy 
gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 
measurement) and the lowest priority to unobservable inputs (Level 3 measurement). The Derivatives, Hedging and 
Fair Value Measurements note within KPCo’s 2008 Annual Report should be read in conjunction with this report. 

Exchange traded derivatives, namely futures contracts, are generally fair valued based on unadjusted quoted prices in 
active markets and are cIassified within L,evel 1. Level 2 inputs primarily consist of OTC broker quotes in moderately 
active or less active markets, as well as exchange traded contracts where there is insufficient market liquidity to 
warrant inclusion in Level 1. Where observable inputs are available for substantially the full term of the asset or 
liability, the instrument is categorized in L,evel 2. Certain OTC and bilaterally executed derivative instruments are 
executed in less active markets with a lower availability of pricing information. In addition, long-dated and illiquid 
complex or structured transactions and FTRs can introduce the need for internally developed modeling inputs based 
upon extrapolations and assumptions of observable market data to estimate fair value. When such inputs have a 
significant impact on the measurement of fair value, the instrument is categorized in Level 3. Valuation models 
utilize various inputs that include quoted prices for similar assets or liabilities in active markets, quoted prices for 
identical or similar assets or liabilities in inactive markets, market corroborated inputs (Le. inputs derived principally 
fiom, or correlated to, observable market data) and other observable inputs for the asset or liability. 
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The following tables set forth by level within the fair value hierarchy KE’Co’s financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of September 30, 2009 and December 3 1 2008. As required by the 
accounting guidance for “Fair Value Measurements and Disclosures,” financial assets and liabilities are classified in 
their entirety based on the lowest level of input that is significant to the fair value measurement. Management’s 
assessment of the significance of a particular input to the fair value measurement requires judgment arid may affect 
the valuation of fair value assets and liabilities and their placement within the fair value hierarchy levels. There have 
not been any significant changes in management’s valuation techniques. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of September 30,2009 

Assets: 
- Level 1 Level 2 Level 3 - Other Total 

(in thousands) 

Risk Management Assets 
Risk Management Contracts (a) $ 1,133 $ 132,426 $ 5,556 $ (112,977) $ 26,138 
Cash Flow and Fair Value Hedges (a) 1,326 (638) 688 
Dedesignated Risk Management Contracts (b) 2,024 2,024 
Total Risk Management Assets $ 1,133 $ 133,752 $ 5,556 $ (111,591) $ 28,850 

Liabilities: 

- Risk Management Liabilities I 

Risk Management Contracts (a) $ 1,232 $ 125,398 $ 790 $ (117,639) $ 9,781 
Cash Flow and Fair Value Hedges (a) 1,322 (638) 684 
DETM Assignment (c) 
Total Risk Management Liabilities 

698 698 
$ 1,232 $ 126,720 $ 790 $ (117,579) $ 11,163 

-- 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of December 31,2008 

Assets: 
Level 1 Level 2 Level 3 Other Total 

(in thousands) 

Risk Management Assets - 
Risk Management Contracts (a) $ 3,443 $ 140,387 $ 2,561 $ (125,636) $ 20,755 
Cash Flow and Fair Value Hedges (a) 1,418 (302) 1,116 
Dedesigriated Risk Management Contracts (b) - 2,749- 2,749 
Total Risk Management Assets $ 3,443 $ 141,805 $ 2,561 $ (123,189) $ 24,620 

Liabilities: 

Risk Management Liabilities 
Risk Management Contracts (a) $ 4,021 $ 132,087 $ 848 $ (126,370) $ 10,586 
Cash Flow and Fair Value Hedges (a) 544 (302) 242 

Total Risk Management Liabilities $ 4,021 $ 132,631 $ 848 $ (125,554) $ 11,946 

(a) 

(b) 

DETM Assignment (c) __I 1,118 1,118 

Amounts in “Other” c o l m  primarily represent counterparty netting of risk management contracts and associated cash 
collateral under the accounting guidance for “Derivatives and Hedging.” 
“Dedesignated Risk Management Contracts” are conbacts that were originally MTM but were subsequently elected as 
normal under the accounting guidance for “Derivatives and Hedging.” At the time of the normal election, the MTM value 
was frozen and no longer fair valued. This will be amortized into revenues over the remaining life of the contract. 
See “Natural Gas Contracts with DETM” section of Note 12 in KPCo’s 2008 Annual Report. (c) 
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The following tables set forth a reconciliation of changes in the fair value of net trading derivatives classified as Level 
3 in the fair value hierarchy: 

Three Months Ended September 30,2009 - 
Balance as of July 1,2009 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of September 30,2009 

Assets Still Held at the Reporting Date (a) 

Nine Months Ended September 30,2009 
~ -- 

Balance as of January 1,2009 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (e) 
BaIance as of September 30,2009 

Assets Still Held at the Reporting Date (a) 

Three Months Ended September 30,2008 

Balance as of July 1,2008 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of September 30,2008 

Assets Still Held at the Reporting Date (a) 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ 2,801 

(557) 

468 
2,054 

$ 4.766 

Net Risk 
Management 

Assets 
(Liabilities) __ 

(in thousands) 
$ 1,713 

(1,379) 

(70) 
4,502 

$ 4,766 

Net Risk 
Management 

Assets 

(in thousands) 
___. (Liabilities) 

$ (3,970) 
956 

1,196 
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- Nine Months Ended September 30,2008 

Balance as of January 1,2008 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Net Income (or Changes in Net Assets) Relating to 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in andor out of Level 3 (b) 
Changes in Fair Vaiue Allocated to Regulated Jurisdictions (c) 
Balance as of September 30,2008 

Assets Still Held at the Reporting Date (a) 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
$ (157) 

79 

(a) Included in revenues on KPCo’s Condensed Statements of Income. 
(b) “Transfers in and/or out of Level 3” represent existing assets or liabilities that were either previously 

categorized as a higher level for which the inputs to the model became unobservable or assets and liabilities 
that were previously classified as Level 3 for which the lowest significant input became observable during the 
period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on KPCo’s Condensed Statements of Income. These net gains (losses) are recorded as 
regulatory liabilitieslassets. 

9. INCOME TAXES 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
group. 

KPCo and other AEP subsidiaries are no longer subject to US.  federal examination for years before 2000. KPCo and 
other AFP subsidiaries have completed the exam for the years 2001 through 2006 and have issues that are being 
pursued at the appeals level. The years 2007 and 2008 are currently under examination. Although the outcome of tax 
audits is uncertain, in management’s opinion, adequate provisions for income taxes have been made for potential 
liabilities resulting from such matters. In addition, KPCo accrues interest on these uncertain tax positions. 
Management is not aware of any issues for open tax years that upon final resolution are expected to have a material 
adverse effect on net income. 

KPCo, along with other AEP subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP subsidiaries 
have filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact net income. With few exceptions, KPCo is 
no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

KPCo is changing the tax method of accounting for the definition of a unit of property for generation assets. This 
change will provide a favorable cash flow benefit to KPCo in 2009 and 2010. 



Federal Tax Legislation 

The American Recovery and Reinvestment Act of 2009 was signed into law by the President in February 2009. It 
provided for several new grant programs and expanded tax credits and an extension of the 50% bonus depreciation 
provision enacted in the Economic Stimulus Act of 2008. The enacted provisions are not expected to have a material 
impact on net income or financial condition. However, management forecasts the bonus depreciation provision could 
provide a significant favorable cash flow benefit in 2009. 

10. FINANCING ACTIVITIES 

Long-term Debt 

Long-term debt issued during the first nine months of 2009 were: 

Principal Interest Due 
- Type of Debt Amount Rate Date 

Senior Unsecured Notes $ 40,000 7.25% 202 1 

- 
(in thousands) 

Senior TJnsecured Notes 30,000 8.03% 2029 
Senior Unsecured Notes 60,000 8.13% 2039 

Utility Money Pool - AEP Systein 

The AEP System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
Utility Money Pool operates in accordance with the terms and conditions approved in a regulatory order. The amount 
of outstanding loans (borrowings) tolfrom the Utility Money Pool as of September 30, 2009 and December 3 1, 2008 
are included in Advances to/fiom Affiliates on KPCo’s balance sheets. KPCo’s Utility Money Pool activity and 
corresponding authorized borrowing limits for the nine months ended September 30, 2009 are described in the 
following table: 

Maximum Maximum Average Average Loans Authorized 
Borrowings Loans to Borrowings Loans to to Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool ,, Money Pool Money Pool September 30,2009 Limit 

(in th&kinds) 
$ 174,108 $ 18,403 $ 122,132 $ 8,493 $ 4,197 $ 250,000 

Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the nine months ended September 30,2009 and 2008 are summarized in the following table: 

Maximum 
Interest Rates 

for Funds 
Borrowed from 

the Utility 
Money Pool 

2009 2.28% 
2008 5.37% 

Minimum 
Interest Rates 

for Funds 
Borrowed from 

the Utility 
Money Pool 

0.27% 
2.91% 

Maximum 
Interest Rates 

for Funds 
Loaned to the 
Utility Money 

Pool 
0.63% 

-% 

Minimum 
Interest Rates 

for Funds 
Loaned to the 
Utility Money 

Pool 
0.28% 

-% 

Average Average 
Interest Rate Interest Rate 

for Funds for Funds 
Borrowed from Loaned to the 

the Utility Utility Money 

1.33% 0.50% 
3.24% -% 

Money Pool Pool 

Credit Facilities 

KPCo and certain other companies in the AEP System have a $627 million 3-year credit agreement. Under the 
facility, letters of credit may be issued. As of September 30, 2009, there were no outstanding amounts for KPCo 
under this credit facility. KPCo and certain other companies in the m P  System had a $350 million 364-day credit 
agreement that expired in April 2009. 



Sales of Receivables 

AEP Credit has a sale of receivables agreement with banks and commercial paper conduits. Under the sale of 
receivables agreement, AEP Credit sells an interest in the receivables it acquires frorri affiliated utility subsidiaries to 
the commercial paper conduits and banks and receives cash. 

In July 2009, AEP Credit renewed and increased its sale of receivables agreement. ??le sale of receivables agreement 
provides a commitment of $750 million from bank conduits to purchase receivables. This agreement will expire in 
July 2010. The previous sale of receivables agreement provided a commitment of $700 million. 
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GLOSSARY OF TERMS 

When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Term Meanlng 

AEGCo 
AEP or Parent 
AEP Credit 

AEP East companies 
AEPES 
AEPSC 

AEP System or the System 

AEP Power Pool 

AEP West companies 
AFUDC 
ALJ 
AOCI 
APCo 
ARO 
CAA 
coz 
CSPCo 
csw 

CSW Operating Agreement 

CWIP 
DETM 
EIS 

EITF 
EITF 06-1 0 

ERCOT 
ERISA 
FASB 
Federal EPA 
FERC 
FIN 
FIN 46R 
FIN 48 

FSP 
FSP FIN 39-1 
GAAP 

AEP Generating Company, an AEP electric utility subsidiary. 
American Electric Power Company, Inc. 
AEP Credit, Inc., a subsidiary of AEP which factors accounts receivable and accrued 

utility revenues for affiliated electric utility companies. 
APCo, CSPCo, I&M, KPCo and OPCo. 
AEP Energy Services, Inc., a subsidiary of AEP Resources, Inc. 
American Electric Power Service Corporation, a service subsidiary providing 

management and professional services to AEP and its subsidiaries. 
American Electric Power System, an integrated electric utility system, owned and 

operated by AEP’s electric utility subsidiaries. 
Members are APCo, CSPCo, I&M, KPCo and OPCo. The Pool shares the 

generation, cost of generation and resultant wholesale off-system sales of the 
member companies. 

PSO, SwEPCo, TCC and TNC. 
Allowance for Funds Used During Construction. 
Administrative Law Judge. 
Accumulated Other Comprehensive Income. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Asset Retirement Obligations. 
Clean Air Act. 
Carbon Dioxide. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21, 

2003, the legal name of Central and South West Corporation was changed to 
AEP Utilities, Inc.). 

Agreement, dated January 1, 1997, by and among PSO, SwEPCo, TCC and TNC 
governing generating capacity allocation. This agreement was amended in 
May 2006 to remove TCC and TNC. AEPSC acts as the agent. 

Construction Work in Progress. 
Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Energy Insurance Services, Inc., a protected cell insurance company that AEP 

Financial Accounting Standards Board’s Emerging Issues Task Force. 
EITF Issue No. 06-10 “Accounting for Collateral Assignment Split-Dollar Life 

Electric Reliability Council of Texas. 
Employee Retirement Income Security Act of 1974, as amended. 
Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FIN 46R, “Consolidation of Variable Interest Entities.” 
FIN 48, “Accounting for Uncertainty in Income Taxes” and FASB Staff Position FIN 

FASB Staff Position. 
FSP FIN 39-1, “Amendment of FASB Interpretation No. 39.” 
Accounting Principles Generally Accepted in the United States of America. 

consolidates due to FIN 46. 

Insurance Arrangements.” 

48-1 “Definition of Settlement in FASB Interpretation No. 48.” 
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Term Meaning 
I&M Indiana Michigan Power Company, an AEP electric utility subsidiary. 

IRS Internal Revenue Service. 
KGPCo 
KPCO 
KPSC Kentucky Public Service Commission. 
kV Kilovolt. 
MIS0 
MTM Mark-to-Market . 
m Megawatt. 
NO, Nitrogen oxide. 
NSR New Source Review. 
occ 
OPCO 
OPEB Other Postretirement Benefit Plans. 
OTC Over the counter. 
OVEC 
PJM 
PSO 
Risk Management Contracts 

Rockport Plant 

RTO 

SFAS ’ 

SFAS 71 

SFAS 107 

SFAS 109 

SFAS 133 

SFAS 157 
SFAS 158 

SFAS 141R 

SIA System Integration Agreement. 
SO2 Sulfur Dioxide. 
SPP Southwest Power Pool. 
SWEPCO 
TCC 
TNC 
Utility Money Pool 
WPCO 

Kingsport Power Company, an AEP electric distribution subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 

Midwest Independent Transmission System Operator. 

Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 

Ohio Valley Electric Corporation, which is 43.47% owned by AEP. 
Pennsylvania - New Jersey - Maryland regional transmission organization. 
Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Trading and nontrading derivatives, including those derivatives designated as cash 

A generating plant, consisting of two 1,300 Mw coal-fired generating units near 

Regional Transmission Organization. 

Statement of Financial Accounting Standards issued by the Financial Accounting 

Statement of Financial Accounting Standards No. 71, “Accounting for the Effects of 

Statement of Financial Accounting Standards No. 107, “Disclosures about Fair Value 

Statement of Financial Accounting Standards No. 109, “Accounting for Income 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative 

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements.” 
Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for 

Statement of Financial Accounting Standards No. 141 (revised 2007), “Business 

flow and fair value hedges. 

Rockport, Indiana, owned by AEGCo and I&M. 

_ _  - - - ~- 
- SECA __ __ - -- Seams Elimination Cost Allocation. 

Standards Board. 

Certain Types of Regulation.” 

of Financial Investments.” . *  

Taxes.” 

Instruments and Hedging Activities.” 

Defined Benefit Pension and Other Postretirement Plans.” 

Combinations.” I 

Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
k E P  Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 
Wheeling Power Company, an AEP electric distribution subsidiary. 

- 
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INDEPENDENT AUDITORSt REPORT 

To the Board of Directors and Shareholder of 
Kentucky Power Company: 

We have audited the accompanying balance sheets of Kentucky Power Company (the ”Company”) as of 
December 3 1, 2008 and 2007, and the related statements of income, changes in common shareholder’s 
equity and comprehensive income (loss), and cash flows for each of the three years in the period ended 
December 3 1, 2008. These financial statements are the responsibility of the ’Company’s management. 
Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards as established by the 
Auditing Standards Board (United States) and in accordance with the auditing standards of the Public 
Company Accounting Oversight Board (United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. The Company is not required to have, nor were we engaged to perform, an audit 
of its internal control over financial reporting. Our audits included consideration of internal control over 
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, 
but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control 
over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that ow audits provide a reasonable basis for our 
opinion. 

In our opinion, such financial statements present fairly, in all material respects, the financial position of 
Kentucky Power Company as of December 3 1, 2008 and 2007, and the results of its operations and its 
cash flows for each of the three years in the period ended December 31, 2008 in conformity with 
accounting principles generally accepted in the United States of America. 

As discussed in Note 9 to the financial statements, the Company adopted FASB Interpretation No. 48, 
“Accounting for Uncertainty in Income Taxes,” effective January 1, 2007. As discussed in Note 6 to the 
financial statements, the Company adopted FASB Statement No. 158, “Accounting for Defined Benefit 
Pension and Other Postretirement Plans”, effective December 3 1, 2006. 

Columbus, Ohio 
February 27,2009 
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KENTUCKY POWER COMPANY 
STATEMENTS OF INCOME 

For the Years Ended December 31,2008,2007 and 2006 
(in thousands) 

2008 2007 2006 
REVENUES 

Electric Generation, Transmission and Distribution $ 597.699 $ 526.754 $ 526.432 
Sales to AEP Affiliates 
Other 
TOTAL 

66,249 . 6 0 3  1 58,287 
1,612 695 1,148 

665,560 588,000 585,867 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 
Purchased Electricity for Resale 
Purchased Electricity from AEP Affiliates 
Other Operation 
Maintenance 
Depreciation and Amortization 
Taxes Other Than Income Taxes 
TOTAL 

171,215 147,912 152,335 
26,157 17,786 8,724 

234,379 185,399 192,080 
64,330 66,118 60,674 

48,067 47,193 46,387 
47,92 1 36,880 . 35,430 

9,644 11,872 8,612 
60 1,7 13 513,160 504,242 

OPERATING INCOME 63,847 74,840 8 1,625 

Other Income (Expense): 
Interest Income 2,103 1,992 656 
Allowance for Equity Funds Used During Construction 1,012 260 24 1 

(34,535) (28,635) (28,832) Interest Expense 

INCOME BEFORE INCOME TAX ~-~ EXPENSE - 32,427 48,457 53,690 - - - - - - - 

Income Tax Expense 7,896 15,987 18,655 

NET INCOME $ 24,531 $ 32,470 $ 35,035 

The common stock of KpCo is wholly-owned by AEP. 

See Notes to Financial Statements. 
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KENTUCKY POWER COMPANY 
STATEMENTS OF CHANGES IN COMMON SHAREHOLDER’S 

EQUITY AND COMPREHENSIVE INCOME &OSS) 
For the Years Ended December 31,2008,2007 and 2006 

(in thousands) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 
Stock Capital Earnings Income (Loss) Total 

DECEMBER 31,2005 $ 50,450 $ 208,750 $ 88,864 $ (223) $ 347,841 

Common Stock Dividends 
TOTAL 

(15,000) (15,000) 
332,841 

COMPREHENSIVE INCOME 
Other Comprehensive Income, Net of Taxes: 

Cash Flow Hedges, Net of Tax of $940 1,746 1,746 
Minimum Pension Liability, Net of Tax of $16 29 29 

NET INCOME 35,035 35,035 
TOTAL COMPREHENSIVE INCOME 36,810 

DECEMBER 31,2006 50,450 208,750 108,899 1,552 369,65 1 

FIN 48 Adoption, Net of Tax 
Common Stock Dividends 
TOTAL 

(786) 
(12,000) 

(786) 
(12,000) 
356,865 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 32,470 32,470 
TOTAL COMPREHENSIVE INCOME 30,104 

Cash Flow Hedges, Net of Tax of $1,274 (2,366) (2,366) 

DECEMBER 31,2007 50,450 208,750 128,583 , (814) 386,969 

EITF 06-1 0 Adoption, Net of Tax of $197 
Common Stock Dividends 
TOTAL 

(365) 
(14,000) 

(365) 
(14,000) 
372,604 

COMPREHENSIVE INCOME 
Other Comprehensive Income, Net of Taxes: 

Cash Flow Hedges, Net of Tax of $470 873 873 
NET INCOME 24,53 1 24,53 1 
TOTAL COMPREHENSIVE INCOME 25,404 

DECEMBER 31,2008 $ 50,450 $ 208,750 $ 138,749 $ 59 $ 398,008 

See Notes to Financial Statements. 



KENTUCKY POWER COMPANY 
BALANCE SHEETS 

ASSETS 
December 31,2008 and 2007 

(in thousands) 

CURRENT ASSETS 
Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
Affiliated Companies 
Accrued Unbilled Revenues 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Margin Deposits 
Prepayments and Other 
TOTAL 

PROPERTY, PLANT AND EQUIPMENT 
Electric: 

Production 
Transmission 
Distribution 

Other 
Construction Work in Progress --Total- - __- -- - - - 

Accumulated Depreciation and Amortization 
TOTAL - NET 

OTHER NONCURRENT ASSETS 
Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges and Other 
TOTAL 

TOTAL ASSETS 

2008 2007 

$ 646 $ 727 

21,681. 
6,721 
2,533 

83 

29,874 
29,440 
10,630 
13,760 
9,953 
5,207 

(L14-q 

20,196 
15,984 
2,904 

178 

8,338 
11,758 
12,121 
4,426 
1,940 

5,751 2,084 
105,261 79,585 

533,998 482,653 
431,835 402,259 
528,711 502,486 
65,485 61,665 
46,650 46,439 

1,606,679 - 1.495.502 
_-_ - _ _  

476,568 -4571028 
1,130,111 1,038,474 

179,845 124,828 
10,860 14,826 
41,884 53,708 

232,589 193,362 

$ 1,467,961 $ 1,3 11,421 

See Notes to Financial Statements. 



KENTUCKY POWER COMPANY 
BALANCE SHEETS 

LIABILITIES AND SHAREHOLDER’S EQUITY 
December 31,2008 and 2007 

CURRENT LIABILITIES 
Advances fiom Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Long-term Debt Due Within One Year -Nonaffiliated 
Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Other 
TOTAL 

NONCURRENT LIABILITIES 
Long-term Debt -Nonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred Investment Tax Credits 
Deferred Credits and Other 
TOTAL 

TOTAL LIABILITES 

Commitments and Contingencies (Note 5 )  

COMMON SHAREHOLDER’S EQUITY 
Common Stock - Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL 

TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY 

2008 2007 
(in thousands) 

$ 131,399 $ 19,153 

35,584 32,603 
45,245 29,437 

30,000 
6,316 10,310 

15,985 14,422 
1 1,903 16,875 
29,526 3 1,909 

275,958 184,709 

398,555 3 98,3 73 
20,000 20,000 

5,630 9,699 
259,666 240,858 
46,135 46,434 
64,009 24,379 

793,995 739,743 

1,069,953 924,452 

50,450 50,450 
208,750 208,750 
13 8,749 128,583 

59 (8 14) 
398,008 386,969 

1,467,961 $ 1,311,421 $ 

See Notes to Financial Statements. 



KENTUCKY POWER COMPANY 

For the Years Ended December 31,2008,2007 and 2006 
(in thousands) 

STATEMENTS OF CASH FLOWS 

2008 
OPERATING ACTIVITIES 

Net Income $ 24,53 1 
Adjustments to Reconcile Net Income to Net Cash Flows from 
Operating Activities: 

Depreciation and Amortization 48,067 
Deferred Income Taxes 4,097 
Allowance for Equity Funds Used During Construction (1 YO 12) 
Mark-to-Market of Risk Management Contracts (4,650) 
Change in Other Noncurrent Assets (1 1,298) 
Change in Other Noncurrent Liabilities 2,055 
Changes in Certain Components of Working Capital: 

Accounts Receivable, Net 8,317 
Fuel, Materials and Supplies (18,866) 
Accounts Payable 21,288 

Other Current Assets 
Other Current Liabilities 2,473 

61,322 

Accrued Taxes, Net (4,199) 
(9,48 1 ) 

Net Cash Flows from Operating Activities 

2007 

$ 32,470 

47,193 
5,691 
(260) 

89 
(4,122) 
1 ,oo 1 

2,445 
9,O 15 
1,806 

(1341 0) 
(2,968) 
2,744 

93,694 

2006 

$ 35,035 

46,387 
2,596 
(241) 

(3,917) 
(47497) 
2,621 

11,903 
(6,125) 
(3,436) 
15,547 
6,107 
4,662 

106,642 

INVESTING ACTIVITIES 
Construction Expenditures (129,619) (68,134) (77,848) 

5 
Acquisitions of Assets (3 14) - - 
Proceeds fiom Sales of Assets 

- Change in Other Cash Deposits 

--Net-Gash Flows-Used-for-Investing Activities 

. ,  

FINANCING ACTIVITIES 
Issuance of Long-term Debt -Nonaffiliated 
Change in Advances fiom Affiliates, Net 
Retirement of Long-term Debt - Nonaffiliated 
Retirement of Long-term Debt - Affiliated 
Principal Payments for Capital Lease Obligations 
Dividends Paid on Common Stock 
Other 
Net Cash Flows from (Used for) Financing Activities 

32 1 , 100 - 
112,246 ( 1 1,483) 24,596 
(30,000) (322,964) 

(40,000) 

(14,000) (12,000) (1 5,000) 

67,583 (26,230) (31,579) 

(806) (883) (1,175) 

143 

Net Increase (Decrease) in Cash and Cash Equivalents (81) 25 176 
Cash and Cash Equivalents at Beginning of Period 727 702 526 
Cash and Cash Equivalents at End of Period $ 646 $ 727 $ 702 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 28,602 $ 28,864 $ 27,887 
Net Cash Paid for Income Taxes 3,554 10,477 11,516 
Noncash Acquisitions Under Capital Leases 544 826 648 

Revenue Refund Included in Accounts Payable at December 3 1 , 
Construction Expenditures Included in Accounts Payable at December 3 1, 9,662 12,161 3,357 

18,526 

See Notes to Financial Statements. 
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1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

ORGANIZATION 

As a public utility, KPCo engages in the generation and purchase of electric power, and the subsequent sale, 
transmission and distribution of that power to 176,000 retail customers in its service territory in eastern Kentucky. As 
a member of the AEP Power Pool, KPCo shares the revenues and the costs of the AEP Power Pool’s sales to 
neighboring utilities and power marketers. KPCo also sells power at wholesale to municipalities. 

The cost of the AEP Power Pool’s generating capacity is allocated among its members based on relative peak 
demands and generating reserves through the payment of capacity charges and the receipt of capacity revenues. The 
capacity reserve relationship of the AEP Power Pool members changes as generating assets are added, retired or sold 
and relative peak demand changes. AEP Power Pool members are also compensated for the out-of-pocket costs of 
energy delivered to the AEP Power Pool and charged for energy received from the AEP Power Pool. The AEP Power 
Pool calculates each member’s prior twelve-month peak demand relative to the sum of the peak demands of all 
members as a basis for sharing revenues and costs. The result of this calculation is the member load ratio (MLR), 
which determines each member’s percentage share of revenues and costs. 

Under a unit power agreement with AEGCo, an affiliated company that is not a member of the AEP Power Pool, 
KPCo purchases 15% of the total output of the 2,600 MW Rockport Plant capacity. Therefore, KPCo purchases 390 
MW of Rockport Plant capacity. The unit power agreement expires in December 2022. KPCo pays a demand charge 
for the right to receive the power, which is payable even if the power is not taken. 

Prior to April 1, 2006, under the SIA, AEPSC allocated physical and financial revenues and expenses fi-om 
neighboring utilities, power marketers and other power and gas risk management activities among AEP East 
companies and AEP West companies based on an allocation methodology established at the time of the AEP-CSW 
merger. Sharing in a calendar year was based upon the level of such activities experienced for the twelve months 
ended June 30, 2000, which immediately preceded the merger. This activity resulted in an AEP East companies’ and 
AEP West companies’ allocation of approximately 9 1% and 9%, respectively, for revenues and expenses. Allocation 
percentages in any given calendar year were also based upon the relative generating capacity of the AEP East 

- - companies and AEP West companies in the event the pre-merger activity level was-exceeded; - - - - - - - ~ 

Effective April 1, 2006, under the SIA, AEPSC allocates physical and financial revenues and expenses from 
neighboring utilities, power marketers and other power and gas risk management activities based upon the location of 
such activity, with margins resulting fkom trading and marketing activities originating in PJM and MIS0 generally 
accruing to the benefit of the AEP East companies and trading and marketing activities originating in SPP and 
ERCOT generally accruing to the benefit of PSO and SWEPCo. Margins resulting &om other transactions are 
allocated among the AEP East companies, PSO and SWEPCo in proportion to the marketing realization directly 
assigned to each zone for the current month plus the preceding eleven months. Accordingly, the 2006 net income and 
cash flows reflect nine months of the SIA change. 

AEPSC conducts power, gas, coal and emission allowance risk management activities on KPCo’s behalf. KPCo 
shares in the revenues and expenses associated with these risk management activities, as described in the preceding 
paragraph, with the other AEP East companies, PSO and SWEPCo. Power and gas risk management activities are 
allocated based on the existing power pool agreement and the SIA. KPCo shares in coal and emission allowance risk 
management activities based on its proportion of fossil fuels burned by the AEP System. Risk management activities 
primarily involve the purchase and sale of electricity under physical forward contracts at k e d  and variable prices and 
to a lesser extent gas, coal and emission allowances. The electricity, gas, coal and emission allowance contracts 
include physical transactions, over-the-counter options and financially-settled swaps and exchange-traded futures and 
options. KPCo settles the majority of the physical forward contracts by entering into offsetting contracts. 

To minimize the credit requirements and operating constraints when operating within PJM, the AEP East companies 
as well as KGPCo and WPCo, agreed to a netting of all payment obligations incurred by any of the AEP East 
companies against all balances due to the AEP East companies, and to hold PJM harmless &om actions that any one 
or more AEP East companies may take with respect to PJM. 



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Rates and Service Regulation 

The KPSC approves retail rates and regulates the retail services and operations for the generation and supply of power 
and retail transmission and distribution energy delivery services. KPCo’s affiliated transactions, including AEPSC 
intercompany service billings which are generally at cost, are regulated by the FERC under the 2005 Public Utility 
Holding Company Act, the Federal Power Act and by the KPSC. The FERC also has jurisdiction over the issuances 
and acquisitions of securities of the public utility holding company subsidiaries, such as KPCo, the acquisition or sale 
of certain utility assets and mergers with another electric utility or holding company. A FERC order in 2008 pursuant 
to the Federal Power Act codified that for non-power goods and services, a non-regulated affiliate can bill a public 
utility company no more than market while a public utility must bill the higher of cost or market to a non-regulated 
affiliate. 

The FERC regulates wholesale power markets, wholesale power transactions and wholesale transmission services. 
KPCo’s wholesale power transactions are generally market-based. They are cost-based regulated when KPCo 
negotiates and files a cost-based contract with the FERC or the FERC determines that KPCo has “market power” in 
the region where the transaction occurs. KPCo enters into wholesale power supply contracts with various 
municipalities and cooperatives that are FERC-regulated, cost-based contracts. 

In addition, the FERC regulates the SIA, the Interconnection Agreement, the System Transmission Integration 
Agreement, the Transmission Equalization Agreement and the AEP System Interim Allowance Agreement, all of 
which allocate shared system costs and revenues to the AEP subsidiaries that are parties to each agreement, including 
KPCo. 

The KPSC regulates all of the retail public utility services/operations (generatiodpower supply, transmission and 
distribution operations) and rates for KPCo, which are cost-based. Both the FERC and the KPSC are permitted to 
review and audit the books and records of KPCo. 

Accounting for the Effects of Cost-Based Regulation 

As a cost-based rate-regulated electric public utility company, KPCo’s financial statements reflect the actions of 
regulators that result in the recognition of certain revenues and expenses in different time periods than enterprises that 
are not rate-regulated. In accordance with SFAS 7 1 , regulatory assets (deferred expenses) and regulatory liabilities 
(future revenue reductions or refunds) are recorded to reflect the economic effects of regulation by matching expenses 
with their recovery through regulated revenues and income with its passage to customers through the reduction of 
regulated revenues. 

Use of Estimates 

The preparation of these financial statements in conformity with accounting principles generally accepted in the 
United States of America (GAAP) requires management to make estimates and assumptions that affect the amounts 
reported in the financial statements and accompanying notes. These estimates include but are not limited to inventory 
valuation, allowance for doubtful accounts, long-lived asset impairment, unbilled electricity revenue, valuation of 
long-term energy contracts, the effects of regulation, long-lived asset recovery, the effects of contingencies and 
certain assumptions made in accounting for pension and postretirement benefits. The estimates and assumptions used 
are based upon management’s evaluation of the relevant facts and circumstances as of the date of the financial 
statements. Actual results could ultimately differ from those estimates. 

KPCO-9 



Property, Plant and Equipment and Equity Investments 

Electric utility property, plant and equipment are stated at original purchase cost. Additions, major replacements and 
betterments are added to the plant accounts. Normal and routine retirements from the plant accounts, net of salvage, 
are charged to accumulated depreciation for cost-based rate-regulated operations under the group composite method 
of depreciation. The group composite method of depreciation assumes that on average, asset components are retired 
at the end of their useful lives and thus there is no gain or loss. The equipment in each primary electric plant account 
is identified as a separate group. Under the group composite method of depreciation, continuous interim routine 
replacements of items such as boiler tubes, pumps, motors, etc. result in the original cost, less salvage, being charged 
to accumulated depreciation. The depreciation rates that are established for the generating plants take into account the 
past history of interim capital replacements and the amount of salvage received. These rates and the related lives are 
subject to periodic review. Removal costs are charged to regulatory liabilities. The costs of labor, materials and 
overhead incurred to operate and maintain the plants are included in operating expenses. 

Long-lived assets are required to be tested for impairment when it is determined that the carrying value of the assets 
may no longer be recoverable or when the assets meet the held for sale criteria under SFAS 144, “Accounting for the 
Impairment or Disposal of Long-lived Assets.” Equity investments are required to be tested for impairment when it is 
determined there may be an other than temporary loss in value. 

The fair value of an asset and investment is the amount at which that asset and investment could be bought or sold in a 
current transaction between willing parties, as opposed to a forced or liquidation sale. Quoted market prices in active 
markets are the best evidence of fair value and are used as the basis for the measurement, if available. In the absence 
of quoted prices for identical or similar assets or investments in active markets, fair value is estimated using various 
internal and external valuation methods including cash flow analysis and appraisals. 

Allowance for  Funds Used During Construction (AFUDC) 
I 

AFUDC represents the estimated cost of borrowed and equity funds used to finance construction projects that is 
capitalized and recovered through depreciation over the service life of regulated electric utility plant. 

Valuation of Nonderivative Financial Instruments 

____-.___-__ -- _ _ _  ~~ 

The book values of Cash and Cash Equivalents, Accounts Receivable and Accounts Payable approximate fair value 
because of the short-term maturity of these instruments. 

Cash and Cash Equivalents 

Cash and Cash Equivalents include temporary cash investments with original maturities of three months or less. 

Inventory 

Fossil fuel inventories and materials and supplies inventories are carried at average cost. 

Accounts Receivable 

Customer accounts receivable primarily include receivables from wholesale and retail energy customers, receivables 
from energy contract counterparties related to risk management activities and customer receivables primarily related 
to other revenue-generating activities. 

Revenue is recognized from electric power sales when power is delivered to customers. To the extent that deliveries 
have occurred but a bill has not been issued, KPCo accrues and recognizes, as Accrued Unbilled Revenues, an 
estimate of the revenues for energy delivered since the last billing. 
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AEP Credit factors accounts receivable for KPCo. AEP Credit has a sale of receivables agreement with banks and 
commercial paper conduits. Under the sale of receivables agreement, AEP Credit sells an interest in the receivables it 
acquires to the commercial paper conduits and banks and receives cash. This transaction constitutes a sale of 
receivables in accordance with SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities,” allowing the receivables to be removed from KPCo’s balance sheet (see “Sale of 
Receivables - AEP Credit” section of Note 1 1). 

Concentrations of Credit Risk and Signifcant Customers 

KPCo does not have any significant customers that comprise 10% or more of its Operating Revenues as of December 
3 1 , 2008. 

KPCo monitors credit levels and the financial condition of its customers on a continuing basis to minimize credit risk. 
The KPSC allows recovery in rates for a reasonable level of bad debt costs. Management believes adequate provision 
for credit loss has been made in the accompanying financial statements. 

Deferred Fuel Costs 

The cost of fuel and related emission allowances and emission control chemicals/consumables is charged to Fuel and 
Other Consumables Used for Electric Generation expense when the fuel is burned or the allowance or consumable is 
utilized. In Kentucky, fuel cost over-recoveries (the excess of fuel revenues billed to customers over applicable fuel 
costs incurred) are deferred as current regulatory liabilities and under-recoveries (the excess of applicable fuel costs 
incurred over fuel revenues billed to customers) are deferred as current regulatory assets. These deferrals are 
amortized when refunded or when billed to customers in later months with the regulator’s review and approval. The 
amount of an over-recovery or under-recovery can also be affected by actions of regulators. On a routine basis, the 
KPSC audits fuel cost calculations and deferrals. When a fuel cost disallowance becomes probable, KPCo adjusts its 
deferrals and records provisions for estimated refunds to recognize the probable outcomes. In general, changes in fuel 
costs are reflected in rates in a timely manner through the fuel cost adjustment clause. A portion of profits from off- 
system sales are shared with customers through the fuel clause. 

Revenue Recognition 

Regulatory Accounting 

The financial statements for cost-based rate-regulated operations reflect the actions of regulators that can result in the 
recognition of revenues and expenses in different time periods than enterprises that are not rate-regulated. Regulatory 
assets (deferred expenses) and regulatory liabilities (deferred revenue reductions or refunds) are recorded to reflect the 
economic effects of regulation by, matching expenses with their recovery through regulated revenues in the same 
accounting period and by matching income with its passage to customers in cost-based regulated rates. Regulatory 
liabilities or regulatory assets are also recorded for unrealized MTM gains or losses that occur due to changes in the 
fair value of physical and/or financial contracts that are derivatives and that are subject to the regulated ratemaking 
process when realized. 

When regulatory assets are probable of recovery through regulated rates, KPCo records them as assets on the balance 
sheet. KPCo tests for probability of recovery at each balance sheet date or whenever new events occur. Examples 
include the issuance of a regulatory commission order or passage of new legislation. If it is determined that recovery 
of a regulatory asset is no longer probable, KPCo writes off that regulatory asset as a charge against income. 

Traditional Electricity Supply and Deliveiy Activities 

KPCo recognizes revenues from retail and wholesale electricity sales and electricity transmission and distribution 
delivery services. KPCo recognizes the revenues in the financial statements upon delivery of the energy to the 
customer and includes unbilled as well as billed amounts. 
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Most of the power produced at the generation plants of the AEP East companies is sold to PJM, the RTO operating in 
the east service territory. The AEP East companies purchase power from PJM to supply power to customers. These 
power sales and purchases are reported on a net basis in Revenues in the Statements of Income. 

Physical energy purchases, including those from all RTOs that are identified as non-trading, but excluding PJM 
purchases described in the preceding paragraph, are accounted for on a gross basis in Purchased Electricity for Resale 
in the Statements of Income. 

KPCo records expenses upon receipt of purchased electricity and when expenses are incurred, with the exception of 
certain power purchase contracts that are derivatives and accounted for using MTM accounting. KPCo, which 
operates solely in a jurisdiction where the generation /supply business is subject to cost-based regulation, defers the 
unrealized MTM amounts as regulatory assets (for losses) and regulatory liabilities (for gains). 

0 

Energy Marketing and Risk Management Activities 

AEPSC, on behalf of the AEP East companies, engages in wholesale electricity, natural gas, coal and emission 
allowances marketing and risk management activities focused on wholesale markets where the AEP System owns 
assets and adjacent markets. These activities include the purchase and sale of energy under forward contracts at fixed 
and variable prices and the buying and selling of financial energy contracts which include exchange traded futures and 
options, and over-the-counter options and swaps. Certain energy marketing and risk management transactions are 
with RTOs. 

KPCo recognizes revenues and expenses from wholesale marketing and risk management transactions that are not 
derivatives upon delivery of the commodity. KPCo uses MTM accounting for wholesale marketing and risk 
management transactions that are derivatives unless the derivative is designated in a qualifying cash flow hedge 
relationship or a normal purchase or sale. The realized gains and losses on wholesale marketing and risk management 
transactions are included in Revenues in the Statements of Income on a net basis. The unrealized MTM amounts are 
deferred as regulatory assets (for losses) and regulatory liabilities (for gains). Unrealized MTM gains and losses are 
included on the balance sheets as Risk Management Assets or Liabilities as appropriate. 

- _. - ~- 

Certain qualifying wholesale marketing and risk management transactions are designated as hedges of variability in 
future cash flows as a result of forecasted transactions (cash flow hedge). KPCo initially records the effective portion 
of the cash flow hedge’s gain or loss as a component of AOCI. When the forecasted transaction is realized and affects 
net income, KPCo subsequently reclassifies the gain or loss on the hedge fiom Accumulated Other Comprehensive 
Income into revenues or expenses within the same financial statement line item as the forecasted transaction on its 
Statements of Income. KPCo defers the ineffective portion as regulatory assets (for losses) and regulatory liabilities 
(for gains). See “Cash Flow Hedging Strategies” section of Note 8. 

Maintenance 

Maintenance costs are expensed as incurred. If it becomes probable that KPCo will recover specifically-incurred 
costs through future ratgs, a regulatory asset is established to match the expensing of those maintenance costs with 
their recovery in cost-based regulated revenues. 

Income Taxes and Investment Tax Credits 

KPCo uses the liability method of accounting for income taxes. Under the liability method, deferred income taxes are 
provided for all temporary differences between the book and tax basis of assets and liabilities which will result in a 
f b w e  tax consequence. 

When the flow-through method of accounting for temporary differences is reflected in regulated revenues (that is, 
when deferred taxes are not included in the cost of service for determining regulated rates for electricity), deferred 
income taxes are recorded and related regulatory assets and liabilities are established to match the regulated revenues 
and tax expense. 

- 
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Investment tax credits are accounted for under the flow-through method except where regulatory commissions have 
reflected investment tax credits in the rate-making process on a deferral basis. Investment tax credits that have been 
deferred are amortized over the life of the plant investment. 

KPCo accounts for uncertain tax positions in accordance with FIN 48. Effective with the adoption of FIN 48 
beginning January 1, 2007, KPCo classifies interest expense or income related to uncertain tax positions as interest 
expense or income as appropriate and classifies penalties as Other Operation. 

Excise Taxes 

KPCo, as an agent for some state and local governments, collects from customers certain excise taxes levied by those 
state or local governments on customers. KPCo does not record these taxes as revenue or expense. 

Debt 

Gains and losses from the reacquisition of debt used to finance regulated electric utility plants are deferred and 
amortized over the remaining term of the reacquired debt in accordance with their rate-making treatment unless the 
debt is refinanced. If the reacquired debt associated with the regulated business is refinanced, the reacquisition costs 
attributable to the portions of the business that are subject to cost-based regulatory accounting are generally deferred 
and amortized over the term of the replacement debt consistent with its recovery in rates. 

Debt discount or premium and debt issuance expenses are deferred and amortized generally utilizing the straight-line 
method over the term of the related debt. The straight-line method approximates the effective interest method and is 
consistent with the treatment in rates for regulated operations. The net amortization expense is included in Interest 
Expense. 

Etnission Allowances 

KPCo records emission allowances at cost, including the annual SO2 and NO, emission allowance entitlements 
received at no cost from the Federal EPA and the State of Kentucky, respectively. KPCo follows the inventory model 
for these allowances. Allowances expected to be consumed within one year are reported in Materials and Supplies. 
Allowances with expected consumption beyond one year are included in Other Noncurrent Assets-Deferred Charges 
and Other. These allowances are consumed in the production of energy and are recorded in Fuel and Other 
Consurnables Used for Electric Generation at an average cost. Allowances held for speculation are included in 
Current Assets-Prepayments and Other. The purchases and sales of allowances are reported in the Operating 
Activities section of the Statements of Cash Flows. The net margin on sales of emission allowances is included in 
Electric Generation, Transmission and Distribution Revenues for nonaffiliated transactions and in Sales to AEP 
Affiliates Revenues for affiliated transactions because of its integral nature to the production process of energy and 
KPCo’s revenue optimization strategy for operations. The net margin on sales of emission allowances affects the 
determination of deferred fuel costs and the amortization of regulatory assets. 

Cotnprehensive Income (Loss) 

Comprehensive income (loss) is defined as the change in equity (net assets) of a business enterprise during a period 
from transactions and other events and circumstances from nonowner sources. It includes all changes in equity during 
a period except those resulting from investments by owners and distributions to owners. Comprehensive income 
(loss) has two components: net income (loss) and other comprehensive income (loss). 

Coinponents of Accuinulated Other Coinpreltensive Incoine (Loss) (AOCI) 

AOCI is included on the balance sheets in the common shareholder’s equity section. AOCI for KPCo as of December 
3 1,2008 and 2007 is shown in the following table: 

December 31, 
2008 2007 

Components (in thousands) 
Cash Flow Hedges $ 59 $ (814) 
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Earnings Per Share (EPS) 

KPCo is a wholly-owned subsidiary of AEP. Therefore, KPCo is not required to report EPS. 

Reclassifications 

Certain prior period financial statement items have been reclassified to conform to current period presentation. See 
“FSP FIN 39-1 “Amendment of FASB Interpretation No. 39” section of Note 2 for discussion of changes in netting 
certain balance sheet amounts. These reclassifications had no impact on KPCo’s previously reported net income or 
changes in shareholder’s equity. 

MEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of final pronouncements, management reviews the new accounting literature to determine the 
relevance, if any, to KPCo’s business. The following represents a summary of final pronouncements that 
management has determined relate to KPCo’s operations. 

Pronouncements Adopted in 2008 

The following standards were effective during 2008. Consequently, the financial statements and footnotes reflect 
their impact. 

SFAS 15 7 ‘‘Fair Value Measureinents ’’ (SFAS 15 7) 

KPCo partially adopted SFAS 157 effective January 1 , 2008. The statement defines fair value, establishes a fair value 
measurement framework and expands fair value disclosures. 

In February 2008, the FASB issued FSP SFAS 157-1 “Application of FASB Statement No. 157 to FASB Statement 
No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease 
Classification or Measurement under Statement 13” (SFAS 157-1) which amends SFAS 157 to exclude SFAS 13 

l e a ~ e ~ F l a S s i ~ ~ a ~ i ~ ~ a ~ ~ d ~ S F A S ~ 3 ~ S ~ A ~ 1 5 7 - 1  was effective uponyssuance and had an immaterial 
impact on the financial statements. 

“Accounting for Leases” and other accounting pronouncements that address fair value measurements for purposes of - -  - 

In February 2008, the FASB issued FSP SFAS 157-2 “Effective Date of FASB Statement No. 157” (SFAS 157-2) 
which delays the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial 
assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually). KPCo fully adopted SFAS 157 effective January 1,2009 for items within the 
scope of SFAS 157-2. The adoption of SFAS 157-2 had an immaterial impact on the financial statements. 

In October 2008, the FASB issued FSP SFAS 157-3 “Determining the Fair Value of a Financial Asset When the 
Market for That Asset is Not Active” which clarifies application of SFAS 157 in markets that are not active and 
provides an illustrative example. The FSP was effective upon issuance. The adoption of this standard had no impact 
on the financial statements. 

See “SFAS 157 Fair Value Measurements” Section,of Note 8 for further information. 

SFAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS 159) 

The FASB permitted entities to choose to measure many financial instruments and certain other items at fair value. 
The standard also established presentation and disclosure requirements designed to facilitate comparison between 
entities that choose different measurement attributes for similar types of assets and liabilities. If the fair value option 
is elected, the effect of the first remeasurement to fair value is reported as a cumulative effect adjustment to the 
opening balance of retained earnings. The statement is applied prospectively upon adoption. 

KPCo adopted SFAS 159 effective January 1, 2008. At adoption, KPCo did not elect the fair value option for any 
assets or liabilities. 
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SFAS I62 “The Hierarchy of Generally Accepted Accounting Principles” (SFAS 162) 

In May 2008, the FASB issued SFAS 162, clarifying the sources of generally accepted accounting principles in 
descending order of authority. The statement specifies that the reporting entity, not its auditors, is responsible for its 
compliance with GAAP. 

KPCo adopted SFAS 162 in the fourth quarter of 2008. The adoption of this standard had no impact on the financial 
statements. 

EITF Issue No. 06-1 0 “Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements ” 
(EITF 06-1 0) 

In March 2007, the FASB ratified EITF 06-10, a consensus on collateral assignment split-dollar life insurance 
arrangements in which an employee owns and controls the insurance policy. Under EITF 06-10, an employer should 
recognize a liability for the postretirement benefit related to a collateral assignment split-dollar life insurance 
arrangement if the employer agreed to maintain a life insurance policy during the employee’s retirement or to provide 
the employee with a death benefit based on a substantive arrangement with the employee. In addition, an employer 
should recognize and measure an asset based on the nature and substance of the collateral assignment split-dollar life 
insurance arrangement. EITF 06-10 requires recognition of the effects of its application as either (a) a cumulative 
effect adjustment to retained earnings or other components of equity or net assets in thestatement of financial position 
at the beginning of the year of adoption or (b) retrospective application to all prior periods. KPCo adopted EITF 06- 
10 effective January 1, 2008 with a cumulative effect reduction of $562 thousand, ($365 thousand, net of tax) to 
beginning retained earnings. 

EITF Issue No. 06-11 “Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards” 
(EITF 06-11) 

In June 2007, the FASB addressed the recognition of income tax benefits of dividends on employee share-based 
compensation. Under EITF 06-11, a realized income tax benefit from dividends or dividend equivalents that are 
charged to retained earnings and are paid to employees for equity-classified nonvested equity shares, nonvested equity 
share units and outstanding equity share options should be recognized as an increase to additional paid-in capital. 

KPCo adopted EITF 06-1 1 effective January 1 , 2008. The adoption of this standard will have an immaterial impact 
on the financial statements. 

FSP SFAS 133-1 and FIN 45-4 “Disclosures about Credit Derivatives and Certain Guarantees: An Aniendinent of 
FASB Statement No. 133 and FASB Interpretation No. 45; and Clarification of the Effective Date of 
FASB Statement No. I61 ” (FSP SFAS 133-1 and FIN 45-4) 

In September 2008, the FASB issued FSP SFAS 133-1 and FIN 45-4 amending SFAS 133 and FIN 45 “Guarantor’s 
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” 
Under the SFAS 133 requirements, the seller of a credit derivative shall disclose the following information for each 
derivative, including credit derivatives embedded in a hybrid instrument, even if the likelihood of payment is remote: 

(a) The nature of the credit derivative. 
(b) The maximum potential amount of future payments. 
(c) The fair value of the credit derivative. 
(d) The nature of any recourse provisions and any assets held as collateral or by third parties. 

Further, the standard requires the disclosure of current payment status/performance risk of all FIN 45 guarantees. In 
the event an entity uses internal groupings, the entity shall disclose how those groupings are determined and used for 
managing risk. 

KPCo adopted the standard effective December 31, 2008. The adoption of this standard had no impact on the 
financial statements and footnote disclosures. 



FSP SFAS 140-4 and FIN 46R-8 “Disclosures by Public Entities (Enterprises) about Transfers of Financial Assets 
and Interests in Variable Interest Entities” (FSP SFAS 140-4 and FIN 4612-8) 

In December 2008, the FASB issued FSP SFAS 140-4 and FIN 46R-8 amending SFAS 140 “Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” and FIN 46R “Consolidation of 
Variable Interest Entities.” Under the requirements, the transferor of financial assets in the securitization or asset- 
backed financing arrangement must disclose the following: 

(a) Nature of any restrictions on assets reported by an entity in its balance sheet that relate to a transferred 
financial asset, including the carrying amounts of such assets. 

(b) Method of reporting servicing assets and servicing liabilities. 
(c) If reported as sales and the transferor has continuing involvement with the transferred financial assets and 

the transfers are accounted for as secured borrowings, how the transfer of financial assets affects the 
transferors’ balance sheet, net income and cash flows. 

The FIN 46R amendments contain disclosure requirements for a public enterprise that (a) is the primary beneficiary of 
a variable interest entity (VIE), (b) holds a significant variable interest in a VIE but is not the primary beneficiary or 
(c) is a sponsor that holds a variable interest in a VIE. The principle objectives of the disclosures required by this 
standard are to provide financial statement users an understanding of 

(a) Significant judgments and assumptions made to determine whether to consolidate a variable interest entity 
andor disclose information about involvement with a variable interest entity. 

(b) Nature of the restrictions on a consolidated variable interest entity’s assets reported in the balance sheet, 
including the canying amounts of such assets. 

(c) Nature of, and changes in, risks associated with a company’s involvement with a variable interest entity. 
(d) A variable interest entity’s effect on the balance sheet, net income and cash flows. 
(e) The nature, purpose, size and activities of any variable interest equity, including how it is financed. 

KPCo adopted the standard effective December 31, 2008. The adoption of this standard had no impact on the 

Entities” section of Note 12. 
-financial statements but increased the footnote disclosures for variable interest entities. - See “Variable Interest- I-- 

FSP FIN 39-1 “Amendment of FASB Interpretation No. 39” (FSP FIN 39-I) 

In April 2007, the FASB issued FSP FIN 39-1 amending FIN 39, “Offsetting of Amounts Related to Certain 
Contracts” by replacing the interpretation’s definition of contracts with the definition of derivative instruments per 
SFAS 133. The amendment requires entities that offset fair values of derivatives with the same party under a netting 
agreement to net the fair values (or approximate fair values) of related cash collateral. The entities must disclose 
whether or not they offset fair values of derivatives and related cash collateral and amounts recognized for cash 
collateral payables and receivables at the end of each reporting period. 

KPCo adopted the standard effective January 1,2008. This standard changed the method of netting certain balance 
sheet amounts and reduced assets and liabilities. It requires retrospective application as a change in accounting 
principle. Consequently, KPCo reclassified the following amounts on its December 3 1 , 2007 balance sheet as shown: 

December 2007 10-K 
Balance Sheet FSP FIN 39-1 

Line Description Reclassification 
Current Assets: (in thousands) 
Risk Management Assets $ (359) 
Prepayments and Other (677) 

Long-term Risk Management Assets (530) 

Risk Management Liabilities (664) 
Customer Deposits (890) 

Long-term Risk Management Liabilities (12) 

Current Liabilities: 
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For certain risk management contracts, KPCo is required to post or receive cash collateral based on third party 
contractual agreements and risk profiles. For the December 3 1, 2008 balance sheet, KPCo netted $468 thousand of 
cash collateral received from third parties against short-term and long-term risk management assets and $1.2 million 
of cash collateral paid to third parties against s h o r t - t e ~  and long-term risk management liabilities. 

Pronouncements Adopted During The First Quarter of 2009 

The following standards are effective during the first quarter of 2009. Consequently, their impact will be reflected in 
the first quarter of 2009 financial statements when filed. The following paragraphs discuss their expected impact on 
future financial statement and footnote disclosures. 

SFAS I41 (revised 2007) “Business Combinations” (SFAS 14IR) 

In December 2007, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It established how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. The standard requires disclosure of 
information for a business combination that occurs during the accounting period or prior to the issuance of the 
financial statements for the accounting period. SFAS 141R can affect tax positions on previous acquisitions. KPCo 
does not have any such tax positions that result in adjustments. 

KPCo adopted SFAS 141R effective January 1, 2009. It is effective prospectively for business combinations with an 
acquisition date on or after January 1,2009. KPCo will apply it to any future business combinations. 

SFAS I60 “Noncontrolling Interest in Consolidated Financial Statettients ” (SFAS I60) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. The statement requires noncontrolling interest be reported in equity and establishes 
a new framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiary, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

KPCo adopted SFAS 160 effective January 1,2009. The adoption of this standard had no impact. 

SFAS I61 “Disclosures about Derivative Instruments and Hedging Activities ” (SFAS 16I) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how an entity accounts for derivative instruments and related hedged items and (c) 
how derivative instruments and related hedged items affect an entity’s financial position, financial performance and 
cash flows. The standard requires that objectives for using derivative instruments be disclosed in terms of underlying 
risk and accounting designation. 

KpCo adopted SFAS 16 1 effective January 1, 2009. This standard will increase the disclosure requirements related to 
derivative instruments and hedging activities in future reports. 

EITF Issue No. 08-5 “Issuer’s Accounting for  Liabilities Measured at Fair Value with a Third-party Credit 
Enlzancernent” (EITF 08-5) 

In September 2008, the FASB ratified the consensus on liabilities with third-party credit enhancements when the 
liability is measured and disclosed at fair value. The consensus treats the liability and the credit enhancement as two 
units of accounting. Under the consensus, the fair value measurement of the liability does not include the effect of the 
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third-party credit enhancement. Consequently, changes in the issuer’s credit standing without the support of the credit 
enhancement affect the fair value measurement of the issuer’s liability. Entities will need to provide disclosures about 
the existence of any third-party credit enhancements related to their liabilities. In the period of adoption, entities must 
disclose the valuation method(s) used to measure the fair value of liabilities within its scope and any change in the fair 
value measurement method that occurs as a result of its initial application. 

KPCo adopted EITF 08-5 effective January 1, 2009. It will be applied prospectively with the effect of initial 
application included as a change in fair value of the liability in the period of adoption. The adoption of this standard 
will impact the financial statements in the 2009 Annual Report as KPCo reports fair value of long-term debt annually. 

EITF Issue No. 08-6 “Equity Method Investment Accounting Considerations ” (EITF 08-6) 

In November 2008, the FASB ratified the consensus on equity method investment accounting including initial and 
allocated carrying values and subsequent measurements. It requires initial carrying value be determined using the 
SFAS 141R cost allocation method. When an investee issues shares, the equity method investor should treat the 
transaction as if the investor sold part of its interest. 

KPCo adopted EITF 08-6 effective January 1, 2009 with no impact on the financial statements. It was applied 
prospectively. 

FSP SFAS 142-3 “Detertnination of the Useful Life of Intangible Assets’’ (SFAS 142-3) 

In April 2008, the FASB issued SFAS 142-3 amending factors that should be considered in developing renewal or 
extension assumptions used to determine the useful life of a recognized intangible asset. The standard is expected to 
improve consistency between the useful life of a recognized intangible asset and the period of expected cash flows 
used to measure its fair value. 

KPCo adopted SFAS 142-3 effective January 1, 2009. The guidance is prospectively applied to intangible assets 

assets-as-of J -anTql ;  2009:-TI%ETdoptiEiCf t ~ i ~ s t ~ d ~ d h - a ~ ~ o - ~ p a c o n t h e f i n a n c i a f s t a t e m e n t s .  -_^-- 

acquired after the effective date. The standard’s disclosure requirements are applied prospectively to all intangible - - -  

Pronouncements Effective in the Future 

The following standards will be effective in the future and their impacts disclosed at that time. 

FSP SFAS I32R-I “Employers ’ Disclosures about Postretiretnent Benefit Plan Assets ” (FSP SFAS 132R-I) 

In December 2008, the FASB issued FSP SFAS 132R-1 providing additional disclosure guidance for pension and 
‘OPEB plan assets. The rule requires disclosure of investment policy including target allocations by investment class, 
investment goals, risk management policies and permitted or prohibited investments. It specifies a minimum of 
investment classes by further dividing equity and debt securities by issuer grouping. The standard adds disclosure 
requirements including hierarchical classes for fair value and concentration of risk. 

This standard is effective for fiscal years ending after December 15, 2009. Management expects this standard to 
increase the disclosure requirements related to AEP’s benefit plans. KPCo will adopt the standard effective for the 
2009 Annual Report. 

Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued, management 
cannot determine the impact on the reporting of operations and financial position that may result from any such future 
changes. The FASB is currently working on several projects including revenue recognition, contingencies, liabilities 
and equity, emission allowances, leases, insurance, hedge accounting, trading inventory and related tax impacts. 
Management also expects to see more FASB projects as a result of its desire to converge International Accounting 
Standards with GAAP. The ultimate pronouncements resulting from these and future projects could have an impact 
on future net income and kancial position. 

._ 
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RATE MATTERS 

KPCo is involved in rate and regulatory proceedings at the FERC and the KPSC. This note is a discussion of rate 
matters and industry restructuring related proceedings that could have a material effect on net income and cash flows. 

For discussion of the FERC’s November 2008 order on M P ’ s  allocation of off-system sales, see “Allocation of Off- 
system Sales Margins” section within “FERC Rate Matters”. 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court 
judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside of the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. Both the KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable, KPCo has existing surcharges which are not specifically authorized by 
statute. These include KPCo’s fuel clause surcharge, the annual Rockport Plant capacity surcharge, the merger 
surcredit and the off-system sales credit rider. On an annual basis these surcharges recently ranged from revenues of 
approximately $10 million to a reduction of revenues of $2 million due to the volatility of these surcharges. The 
KPSC asked interested parties to brief the issue in KPCo’s fuel cost proceeding. The AG responded that the KPCo 
fuel clause should be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without 
a full rate case review. The KPSC issued an order stating that it has the authority to provide for surcharges and 
surcredits until the court of appeals rules otherwise. 

In November 2008, the Kentucky Court of Appeals concluded that Duke Energy’s surcharge was illegal. However, 
the order stated that the “decision was premised on the nature of the long-term capital improvements proposed by 
Duke Energy as distinguished from the fuel increases that are fluctuating and unanticipated. The latter have been 
approved by the Kentucky Supreme Court and remain the law”. In February 2009, the Kentucky Court of Appeals 
denied the KPSC request for appeal of the Franklin County Circuit Court decision. Management believes that all of 
KPCo’s variable rate mechanisms are valid and would be upheld if ever challenged. 

2008 Fuel Cost Reconciliation 

In January 2008, KPCo filed its semi-annual fuel cost reconciliation covering the period May 2007 through October 
2007. As part of this filing, KPCo sought recovery of incremental costs associated with transmission line losses billed 
by PJM since June 2007 due to PJM’s implementation of PJM transmission marginal line loss pricing. KPCo 
expensed these incremental PJM costs associated with transmission line losses pending a determination that they are 
recoverable through the Kentucky fuel clause. In June 2008, the KPSC issued an order approving KPCo’s semi- 
annual fuel cost reconciliation filing and recovery of incremental costs associated with transmission line losses billed 
by PJM. For the year ended December 31, 2008, KPCo recorded $20 million of income and the related Regulatory 
Asset for Under-Recovered Fuel Costs for transmission line losses incurred from June 2007 through December 2008 
of which $7 million related to 2007. 
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FERC Rate Matters 

Regional Transinission Rate Proceedings at the FERC 

SECA Revenue Subject to Refind 

Effective December 1 , 2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected at FERC’s direction load-based charges, referred to as RTO SECA, to 
partially mitigate the loss of T&O revenues on a temporary basis through March 3 1 2006. Intervenors objected to the 
temporary SECA rates, raising various issues: As a result, the FERC set SECA rate issues for hearing and ordered 
that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates to other 
utilities at considerably lesser amounts than they collected. If a refund is ordered, the AEP East companies would 
also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized gross 
SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated leaving 
the AEP East companies and ultimately their internal load retail customers to make up the short fall in revenues. 
KPCO’S portion of recognized gross SECA revenues was $17 million. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates must be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes, based on advice of legal 
counsel, that the FERC should reject the ALJ’s initial decision because it contradicts prior related FERC decisions, 
which are presently subject to rehearing. Furthermore, management believes the ALJ’s findings on key issues are 
largely without merit. AEP and SECA ratepayers have engaged in settlement discussions in an effort to settle the 
SECA issue. However, if the ALJ’s initial decision is upheld in its entirety, it could result in a disallowance of a large 

- portion on any unsettled SECA revenues. __ - __ - - - - 

Based on anticipated settlements, the AEP East companies provided reserves for net refunds for current and future 
SECA settlements totaling $39 million and $5 million in 2006 and 2007, respectively, applicable to a total of $220 
million of SECA revenues. KPCo provided reserves of $2.9 million and $400 thousand in 2006 and 2007, 
respectively. 

In December 2008, an additional settlement agreement was approved by the FERC resulting in the completion of a $2 
million settlement applicable to $17 million of SECA revenue. Including this most recent settlement, AEP has 
completed settlements totaling $9 million applicable to $92 million of SECA revenues. The balance in the reserve for 
future settlements as of December 2008 was $35 million. KPCo’s reserve balance at December 31, 2008 was $2.6 
million. In-process settlements total $1 million applicable to $20 million of SECA revenues. In February 2009, the 
FERC approved the in-process settlements resulting in the completion of a $1 million settlement application to $20 
million of SECA revenues. 

, 

If the FERC adopts the ALJ’s decision and/or AEP cannot settle all of the remaining unsettled claims within the 
remaining amount reserved for refund, it will have an adverse effect on future net income and cash flows. Based on 
advice of external FERC counsel, recent settlement experience and the expectation that most of the unsettled SECA 
revenues will be settled, management believes that the available reserve of $34 million is adequate to settle the 
remaining $1 08 million’of contested SECA revenues. However, management cannot predict the ultimate outcome of 
ongoing settlement discussions or future FERC proceedings or court appeals, if any. 

The FERC PJM Renional Transmission Rate Proceedinq 

With the elimination of T&O rates, the expiration of SECA rates and after considerable administrative litigation at the 
FERC in which AEP sought to mitigate the effect of the T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
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AEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 kV and higher voltage 
transmission facilities built in PJM would be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain regulatory approvals for recovery of any costs of new facilities that are assigned to 
them by PJM. In February 2008, AEP filed a Petition for Review of the FERC orders in this case in the United States 
Court of Appeals. Management cannot estimate at this time what effect, if any, this order will have on the AEP East 
companies’ future construction of new transmission facilities, net income and cash flows. 

The AEP East companies filed for and in 2006 obtained increases in their wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. AEP has also sought and received retail rate increases in Ohio, 
Virginia, West Virginia and Kentucky. As a result, AEP is now recovering approximately 80% of the lost T&O 
transmission revenues. The remaining 20% is being incurred by AEP until it can revise its rates in Indiana and 
Michigan to recover these lost revenues. AEP received net SECA transmission revenues of $128 million in 2005. 
I&M requested recovery of its portion of these lost revenues in its Indiana rate filing in January 2008 but does not 
expect to commence recovering the new rates until early 2009. Future net income and cash flows will continue to be 
adversely affected in Indiana and Michigan until the remaining 20% of the lost T&O transmission revenues are 
recovered in retail rates. 

I 

The FERC PJM and MSO Regional Transmission Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PSMMSO region (the Super 
Region) to file, by August 1, 2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1, 2008. All of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to support continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwaybyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argued the use of other PJM and MISO facilities by AEP is 
not as large as the use of AEP transmission by others in PJM and MISO. Therefore, a regional rate design change is 
required to recognize that the provision and use of transmission service in the Super Region is not sufficiently uniform 
between transmission owners and users to justify zonal rates. In January 2008, the FERC denied AEP’s complaint. 
AEP filed a rehearing request with the FERC in March 2008. In December 2008, the FERC denied AEP’s request for 
rehearing. In February 2009, AEP filed an appeal in the U.S. Court of Appeals. If the court appeal is successful, 
earnings could benefit for a certain period of time due to regulatory lag until the AEP East companies reduce future 
retail revenues in their next fuel or base rate proceedings. Management is unable to predict the outcome of this case. 

PJM Transmission Forrriula Rate Filing 

In July 2008, AEP filed an application with the FERC to increase its rates for wholesale transmission service within 
PJM by $63 million annually. The filing seeks to implement a formula rate allowing annual adjustments reflecting 
future changes in AEP’s cost of service. The requested increase would result in a combined increase in annual 
revenues for the AEP East companies of approximately $9 million from nonaffiliated customers within PJM. The 
remaining $54 million requested would be billed to the AEP East companies but would be offset by compensation 
from PJM for use of AEP’s transmission facilities so that retail rates are not affected. AEP requested an effective date 
of October 1, 2008. In September 2008, the FERC issued an order conditionally accepting AEP’s proposed formula 
rate, subject to a compliance filing, suspended the effective date until March 1, 2009 and established a settlement 
proceeding with an ALJ. In October 2008, AEP began settlement discussions and filed the required compliance 
filing. Management is unable to predict the outcome of this filing. 

Allocation of Off-system Sales Margins 

In August 2008, the OCC filed a complaint at the FERC alleging that AEP inappropriately allocated off-system sales 
margins between the AEP East companies and the AEP West companies and did not properly allocate off-system 
sales margins within the AEP West companies. In November 2008, the FERC issued a final order concluding that 
AEP inappropriately deviated from off-system sales margin allocation methods in the AEP SIA and the CSW 
Operating Agreement for the period June 2000 through March 2006. The FERC ordered AEP to recalculate and 
reallocate the off-system sales margins in compliance with the AEP SIA and to have the AEP East companies issue 
refunds to the AEP West companies. Although the FERC determined that AEP deviated from the CSW Operating 
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Agreement, the FERC determined the allocation methodology to be reasonable. The FERC ordered AEP to submit a 
revised CSW Operating Agreement for the period June 2000 to March 2006. In December 2008, AEP filed a motion 
for rehearing and a revised CSW Operating Agreement for the period June 2000 to March 2006. The motion for 
rehearing is still pending. In January 2009, AEP filed a compliance filing with the FERC and refunded approximately 
$250 million from the AEP East companies to the AEP West companies. The AEP West companies were required to 
share a portion of such revenues with their wholesale and retail customers during this period. In December 2008, the 
AEP West companies recorded a provision for refund which had a $97 million unfavorable effect on AEP net income. 

The table below lists the respective amounts the AEP East companies and the AEP West companies recorded in 
December 2008 including the net increase (decrease) to net income for the year ended December 3 1 , 2008: 

Amounts to be 
(Transferred)/ Increase/ 

Received (Decrease) 
Including Interest to Net Income 

AEP East Companies (in millions) 
APCO $ (77) $ (50) 
I&M (48) (32) 
OPCO (62) (40) 
CSPCO (44) (28) 
KPCO (19) (12) 
Total - AEP East Companies (250) (162) 

AEP West Companies 
PSO 72 12 
SWEPCO 85 20 
TCC 68 23 
TNC 25 10 
Total - AEP West Companies 250 65 

- - ___ - - -___ - -  _ _  - - - ____ - _ _ _ _  

Total - AEP Consolidated $ - $  (97) 

The table below shows the vintage year of the associated AEP SL4 refunds: 

For the Twelve Months Ended December 31, 

AEP East Companies 
APCO 
I&M 
OPCO 
CSPCO 
KPCO 
Total - AEP East Companies 

AEP West ComDanies 
PSO 
SWEPCO 
TCC 

62 6 4 
74 6 5 
59 5 4 

TNC 22 2 1 
Total - AEP West Companies 217 19 14 

Total - AEP Consolidated $ - $  - $  - 

Management cannot predict the outcome of the requested FERC rehearing proceeding 
proceedings but believes the provision regarding future regulatory proceedings is adequate. 
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Transmission Equalization Agreement 

Certain transmission equipment placed in service in 1998 in KPCo's service territory was inadvertently excluded from 
the AEP East companies' TEA calculation. As a result, KPCo did not receive a TEA credit from the other TEA 
member companies to equalize its investment in this equipment. Management believes that it is not probable that a 
material retroactive adjustment will result from the omission. However, if a retroactive adjustment is required, it 
could have an effect on future net income, cash flows and financial condition. 

, 4 .  EFFECTS OF REGULATION 

Regulatory assets and liabilities are comprised of the following items: 

Regulatory Assets: 
December 31, 

2008 2007 Notes 

Current Regulatory Asset (in thousands) 
Under-recovered Fuel Costs $ 9,953 $ 4,426 

Noncurrent Regulatory Assets 
SFAS 109 Regulatory Asset, Net (See Note 9) $ 107,953 $ 101,340 
SFAS 158 Regulatory Asset (See Note 6) 61,439 13,573 
Other 10,453 9,9 15 
Total Noncurrent Regulatory Assets $ 179,845 $ 124,828 

Regulatory Liabilities: 

Noncurrent Regulatory Liabilities and 
Deferred Investment Tax Credits 

Asset Removal Costs $ 31,874 $ 33,106 
Unrealized Gain on Forward Commitments 1 1,697 9,592 
Deferred Investment Tax Credits 2,519 3,3 95 
Other 45 341 
Total Noncurrent Regulatory Liabilities and 

Deferred Investment Tax Credits $ 46,135 $ 46,434 

(a) Amount does not earn a return. 
(b) A portion of this amount earns a return. 
(c) The liability for removal costs, which reduces rate base and the resultbt return, 

will be discharged as removal costs are incurred. 
(d) Recoveryhefund period - various periods. 
(e) Recovery/refund period - up to 11 years. 
(f) Recoveryh-efund period - 1 year. 



5. COMMITMENTS, GUARANTEES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, KPCo’s 
business activities are subject to extensive governmental regulation related to public health and the environment. The 
ultimate outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material’adverse effect on the financial statements. 

Insurance and Potential Losses 

KPCo maintains insurance coverage normal and customary for an integrated electric utility, subject to various 
deductibles. The insurance includes coverage for all risks of physical loss or damage to assets, subject to insurance 
policy conditions and exclusions. Covered property generally includes power plants, substations, facilities and 
inventories. Excluded property generally includes transmission and distribution lines, poles and towers. The 
insurance programs also generally provide coverage against loss arising from certain claims made by third parties and 
are in excess of KPCo’s retentions. Coverage is generally provided by a combination of a South Carolina domiciled 
insurance company, EIS, together with and/or in addition to various industry mutual and commercial insurance 
carriers. 

Some potential losses or liabilities may not be insurable or the amount of insurance carried may not be sufficient to 
meet potential losses and liabilities. Future losses or liabilities, if they occur, which are not completely insured, unless 
recovered from customers, could have a material adverse effect on net income, cash flows and financial condition. 

COMMITMENTS 

KPCo has substantial construction commitments to support its operations and environmental investments. In 
managing the overall construction program and in the normal course of business, KPCo contractually commits to 
third-party construction vendors for certain material purchases and other construction services. Budgeted construction 
expenditures for 2009 are $61.9 million. Budgeted construction expenditures are subject to periodic review and 

oppoFtunities, mifketvdlatility, economic trends, weather, legal reviews and the ability to access capital. 
modification and may vary based on the ongoing effects ____-_________- of regulatory constraints, ~ environmental regulations, business -- - - - - 

W C o  purchases fuel, materials, supplies, services and property, plant and equipment under contract as part of its 
normal course of business. Certain supply contracts contain penalty provisions for early termination. Management 
does not expect to incur penalty payments under these provisions that would materially affect net income, cash flows 
or financial condition. 

The following table summarizes KPCo’s actual contractual commitments at December 31,2008: 

Less Than 1 After 
year 2-3 years 4-5 years 5 years Total 

Contractual Commitments (in millions) 
Fuel Purchase Contracts (a) $ 164.4 $ 218.7 $ 58.8 $ - $ 441.9 
Energy and Capacity Purchase Contracts (b) 0.6 1.8 0.3 2.7 
Construction Contracts for Capital Assets (c) 0.3 5.3 9.3 14.9 
Total $ 165.3 $ 225.8 $ 68.4 $ - $ 459.5 

(a) Represents contractual commitments to purchase coal, natural gas and other consumables as fuel for electric generation 
along with related transportation of the fuel. The longest contract extends to the year 2012. The contracts provide for 
periodic price adjustments and contain various clauses that would release KPCo from its commitments under certain 
conditions. 
Represents contractual commitments for energy and capacity purchase contracts. 
Represents only capital assets that are contractual commitments. 

(b) 
(c) 



GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to 
third parties. 

Indemnifications and Other Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to December 3 1 , 
2008, KPCo entered into sale agreements including indemnifications with a maximum exposure that was not 
significant. There are no material liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SwEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SWEPCo related to purchase power and sale 
activity conducted pursuant to the SIA. 

Lease Obligations 

KPCo leases certain equipment under master lease agreements. See “Master Lease Agreements” section of Note 10 
for disclosure of lease residual value guarantees. 

CONTINGENCIES 

Environmental Settlement 

In 1999, the Federal EPA, a number of states and certain special interest groups filed complaints alleging that certain 
of KPCo’s affiliates including APCo, CSPCo, I&M and OPCo modified units at certain of their coal-fired generating 
plants in violation of the New Source Review (NSR) requirements of the CAA. 

As part of a global consent decree covering all coal-fired units in the five eastern states of the AEP System to resolve 
all past NSR allegations and secure a covenant not to sue for future claims from the Federal EPA, KPCo agreed to 
complete previously announced flue gas desulfurization emissions control equipment (scrubbers) on Unit 2 of the Big 
Sandy Plant by December 2015. The obligation to pay a $15 million civil penalty and provide $36 million for 
environmental mitigation projects coordinated with the federal government and $24 million to the states for 
environmental mitigation was shared by members of the AEP Power Pool. Under the consent decree, KPCo recorded 
its share of the costs of $5.2 million in Other Operation during the third quarter of 2007. 

Management believes KPCo can recover any capital and operating costs of additional pollution control equipment that 
may be required as a result of the consent decree through regulated rates or market prices of electricity. If KPCo is 
unable to recover such costs, it would adversely affect KPCo’s future net income, cash flows and possibly financial 
condition. 

Carbon Dioxide Public Nuisance Claims 

In 2004, eight states and the City of New York filed an action in federal district court for the Southern District of New 
York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. The 
Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against the 
same defendants. The actions allege that CO:! emissions from the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments from the defendants. The dismissal of the lawsuit was appealed to the 
Second Circuit Court of Appeals. Briefing and oral argument concluded in 2006. In April 2007, the U.S. Supreme 
Court issued a decision holding that the Federal EPA has authority to regulate emissions of CO:! and other greenhouse 
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gases under the CAA, which may impact the Second Circuit’s analysis of these issues. The Second Circuit requested 
supplemental briefs addressing the impact of the Supreme Court’s decision on this case which were provided in 2007. 
Management believes the actions are without merit and intends to defend against the claims. 

Alaskan Villages ’ Claims 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in federal court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil & gas 
companies, a coal company, and other electric generating companies. The complaint alleges that the defendants’ 
emissions of COz contribute to global warming and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global warming will require the relocation of the village at an alleged cost of 
$95 million to $400 million. The defendants filed motions to dismiss the action. The motions are pending before the 
court. Management believes the action is without merit and intends to defend against the claims. 

TIze Comprehensive Environmental Response Compensation and Liability Act (Superfund) and State Remediation 

By-products from the generation of electricity include materials such as ash, slag and sludge. Coal combustion by- 
products, which constitute the overwhelming percentage of these materials, are typically treated and deposited in 
captive disposal facilities or are beneficially utilized. In addition, the generating plants and transmission and 
distribution facilities have used asbestos, polychlorinated biphenyls (PCBs) and other hazardous and nonhazardous 
materials. KPCo currently incurs costs to safely dispose of these substances. 

Superfimd addresses clean-up of hazardous substances that have been released to the environment. The Federal EPA 
administers the clean-up programs. Several states have enacted similar laws. At December 3 1, 2008, there is one site 
for which KPCo has received an information request which could lead to a Potentially Responsible Party designation. 
In the instance where KPCo has been named a defendant, disposal or recycling activities were in accordance with the 
then-applicable laws and regulations. Superfund does not recognize compliance as a defense, but imposes strict 
liability on parties who falL_withidtstsbroadstatutor,-categories.- Liability-has -been-resolved-for a number of-sites- 
with no significant effect on net income. 

- - - 

Management evaluates the potential liability for each Superflmd site separately, but several general statements can be 
made regarding potential kture liability. Disposal of materials at a particular site is often unsubstantiated and the 
quantity of materials deposited at a site was small and often nonhazardous. Although Superfund liability has been 
interpreted by the courts as joint and several, typically many parties are named for each site and several of the parties 
are financially sound enterprises. At present, management’s estimates do not anticipate material cleanup costs for 
identified sites. 

FERC Long-term Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.” The complaint alleged that KPCo and 
certain other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was 
allegedly dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, 
the U.S. Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for 
further proceedings. That decision was appealed to the U.S. Supreme Court. In June 2008, the U.S. Supreme Court 
affirmed the validity of contractually-agreed rates except in cases of serious harm to the public. The U.S. Supreme 
Court affirmed the Ninth Circuit’s remand on two issues, market manipulation and excessive burden on consumers. 
The FERC initiated remand procedures and gave the parties time to attempt to settle the issues. Management believes 
a provision recorded in 2008 should be sufficient. Management asserted claims against certain companies that sold 
power to KPCo and certain other AEP subsidiaries, which was resold to the Nevada utilities, seeking to recover a 
portion of any amounts that may be owed to the Nevada utilities. Management is unable to predict the ultimate 
outcome of these proceedings or their impact on future net income and cash flows. 
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6. BENEFIT PLANS 

KPCo participates in AEP sponsored qualified pension plans (merged at December 31, 2008) and unfunded 
nonqualified pension plans. A substantial majority of employees are covered by either one qualified plan or both a 
qualified and a nonqualified pension plan. KPCo participates in OPEB plans sponsored by AEP to provide medical 
and life insurance benefits for retired employees. 

KPCo adopted SFAS 158 in December 2006 and recognized the obligations associated with defined benefit pension 
plans and OPEB plans in its balance sheets. KpCo recognizes an asset for a plan’s overfbnded status or a liability for 
a plan’s underfunded status and recognizes as a component of other comprehensive income, the changes in the funded 
status of the plan that arise during the year that are not recognized as a component of net periodic benefit cost. KPCo 
records a SFAS 71 regulatory asset for qualifying SFAS 158 costs of regulated operations that for ratemaking 
purposes are deferred for future recovery. The effect of this standard on the 2006 financial statements was a pretax 
AOCI adjustment that was fully offset by a SFAS 71 regulatory asset. 

SFAS 158 requires adjustment of pretax AOCI at the end of each year, for both underfunded and overfunded defined 
benefit pension and OPEB plans, to an amount equal to the remaining unrecognized deferrals for unamortized 
actuarial losses or gains, prior service costs and transition obligations, such that remaining deferred costs result in an 
AOCI equity reduction and deferred gains result in an AOCI equity addition. The year-end AOCI measure can be 
volatile based on fluctuating market conditions, investment returns and discount rates. 

The following tables provide a reconciliation of the changes in projected benefit obligations and fair value of assets 
for AEP’s plans over the two-year period ending at the plan’s measurement date of December 31, 2008, and their 
funded status as of December 3 1 for each year: 

Projected Plan Obligations, Plan Assets, Funded Status as of December 31,2008 and 2007 

Other Postretirement 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in millions) 

Change in Projected Benefit Obligation 
Projected Obligation at January 1 
Service Cost 
Interest Cost 
Actuarial Loss (Gain) 
Plan Amendments 
Benefit Payments 
Participant Contributions 
Medicare Subsidy 
Projected Obligation at December 31 

$ 4,109 
100 
249 
139 

$ 4,301 

$ 4,108 
96 

23 5 

I8  
(64) 

(284) 

$ 4,109 

$ 1,773 $ 1,818 
,‘ 42 42 

113 104 
2 (91) 

(120) (130) 
24 22 

9 8 ” 

$ 1,843 $ 1,773 

Change in Fair Value of Plan Assets 
Fair Value of Plan Assets at January 1 $ 4,504 $ 4,346 $ 1,400 $ 1,302 
Actual Gain (Loss) on Plan Assets 
Company Contributions 
Participant Contributions 
Benefit Payments 
Fair Value of Plan Assets at December 31 

(1,054) 43 5 (368) 115 
7 7 82 91 

24 22 - 
(296) (284) (120) (130) 

$ 3,161 $ 4,504 $ 1,018 $ 1,400 

Funded (Underfunded) Status at December 31 $ (1,140) $ 395 $ (825) $ (373) 

AEP has significant investments in several trust funds to provide for future pension and OPEB payments. All of the 
trust funds’ investments are diversified and managed in compliance with all laws and regulations. The value of the 
investments in these trusts declined substantially in 2008 due to decreases in domestic and international equity 
markets. Although the asset values are lower, this decline has not affected the funds’ ability to make their required 
payments. 
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Amounts Recognized on AEP’s Balance Sheets as of December 311,2008 and 2007 
Other Postretirement 

Pension Plans Benefit Plans 
2008 2007 2008 2007 

(in millions) 
Employee Benefits and Pension Assets - Prepaid 

Other Current Liabilities - Accrued Short-term 

Employee Benefits and Pension Obligations - 

Funded (Underfunded) Status $ (1,140) $ 395 $ (825) $ (373) 

SFAS I58 Amounts Recognized in AEP’s Accumulated Other Comprehensive Income (AOCI) as of December 3I, 
2008,2007 and 2006 

Benefit Costs $ - $  482 $ - $  

Benefit Liability (9) (8) (4) (4) 

Accrued Long-term Benefit Liability (1,131) (79) (82 1 ) (369) 

Other Postretirement 
Pension Plans Benefit Plans 

2008 2007 2006 2008 2007 2006 
Components (in millions) 

Net Actuarial Loss $ 2,024 $ 534 $ 759 $ 715 $ 231 $ 354 

Transition Obligation 70 97 124 
Pretax AOCI $ 2,037 $ 548 $ 754 $ 788 $ 332 $ 482 

Prior Service Cost (Credit) 13 14 ( 5 )  3 4 4 

Recorded as 
Regulatory Assets $ 1,660 $ 453 $ 582 $ 502 $ 204 $ 293 
Deferred Income Taxes 132 33 60 100 45 66 
Net of Tax AOCI 
Pretax AOCI 

245 62 112 186 83 123 
$ 2,037 $ 548 $ 754 $ 788 $ 332 $ 482 

Components of the Change in AEP’s Plan Assets and Benefit Obligations Recognized in Pretax AOCI during the 
years ended December 3 1,2008 and 2007 are as follows: 

Other Postretirement 
Pensions Plans Benefit Plans 

2008 2007 2008 2007 
Components (in millions) 

Actuarial Loss (Gain) During the Year $ 1,527 $ (166) $ 492 $ (111) 
Amortization of Actuarial Loss (37) (59) (9) (12) 
Prior Service Cost (Credit) (1) 19 . _  

Amortization of Transition Obligation (27) (27) 
Total Pretax AOCI Change for the Year $ 1,489 $ (206) $ 456 $ (150) 

Pension and Other Postretirement Plans’ Assets 

The asset allocations for AEP’s pension plans at the end of 2008 and 2007, and the target allocation for 2009, by asset 
category, are as follows: 

Target Percentage of Plan Assets at 
Allocation Year End 

2009 2008 2007 
Asset Category 

Equity Securities 55% 47% 57% 
Real Estate 5% 6% 6% 
Debt Securities 3 9% 42% 36% 
Cash and Cash Equivalents 1 Yo 5 yo 1% 
Total 100% 100% 100% 
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The asset allocations for AEP’s OPEB plans at the end of 2008 and 2007, and target allocation for 2009, by asset 
category, are as follows: 

Target Percentage of Plan Assets at - 
mocition Year End 

2009 2008 
Asset Category 

Equity Securities 65% 53% 62% 
Debt Securities 34% 43% 35% 
Cash and Cash Equivalents 1% 4% 3% 
Total 100% 100% 100% 

AEP’s investment strategy for the employee benefit trust funds is to use a diversified portfolio of investments to 
achieve an acceptable rate of return while managing the interest rate sensitivity of the plans’ assets relative to the 
plans’ liabilities. To minimize investment risk, AEP’s employee benefit trust funds are broadly diversified among 
classes of assets, investment strategies and investment managers. AEP regularly reviews the actual asset allocation 
and periodically rebalances the investments to AEP’s targeted allocation when considered appropriate. AEP’s 
investment policies and guidelines allow investment managers in approved strategies to use financial derivatives to 
obtain or manage market exposures and to hedge assets and liabilities. AEP’s investment policies prohibit the benefit 
trust finds from purchasing AEP securities (with the exception of proportionate and immaterial holdings of AEP 
securities in passive index strategies). However, AEP’s investment policies do not preclude the benefit trust funds 
from receiving contributions in the form of AEP securities, provided that the AEP securities acquired by each plan 
may not exceed the limitations imposed by law, including the Employee Retirement Income Security Act (ERISA). 

The value of the pension plans’ assets decreased substantially to $3.2 billion at December 31, 2008 from $4.5 billion 
at December 31, 2007. The qualified plans paid $289 million in benefits to plan participants during 2008 
(nonqualified plans paid $7 million in benefits). The value of AEP’s OPEB plans’ assets decreased substantially to $1 
billion at December 3 1, 2008 from $1.4 billion at December 3 1,2007. The OPEB plans paid $120 million in benefits 
to plan participants d d g  2008. 

AEP bases the determination of pension expense or income on a market-related valuation of assets which reduces 
year-to-year volatility. This market-related valuation recognizes investment gains or losses over a five-year period 
from the year in which they occur. Investment gains or losses for this purpose are the difference between the 
expected return calculated using the market-related value of assets and the actual return based on the market-related 
value of assets. Since the market-related value of assets recognizes gains or losses over a five-year period, the future 
value of assets will be impacted as previously deferred gains or losses are recorded. 

December 31, 
2008 2007 

Accumulated Benefit Obligation (in millions) 
Qualified Pension Plans $ 4,119 $ 3,914 

Total $ 4,199 $ 3,991 
Nonqualified Pension Plans 80 77 

For the underfunded pension plans that had an accumulated benefit obligation in excess of plan assets, the projected 
benefit obligation, accumulated benefit obligation, and fair value of plan assets of these plans at December 3 1, 2008 
and 2007 were as follows: 

Underfunded Pension Plans 
December 31, 

2008 2007 
(in millions) 

$ 4,301 $ 81 

$ 4,199 $ 77 

$ 1,038 $ 77 
3,161 

Projected Benefit Obligation 

Accumulated Benefit Obligation 
Fair Value of Plan Assets 
Underfunded Accumulated Benefit Obligation 
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Actuarial Assumptions for Bemefit Obligations 

The weighted-average assumptions as of December 3 1, used in the measurement of AEP’s benefit obligations are 
shown in the following tables: 

Other Postretirement 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
Assumptions 

Discount Rate 6.00% 6.00% 6.10% 6.20% 
1 Rate of Compensation Increase 5.90%(a) 5.90%(a) NIA N/A 

Rates are for base pay only. In addition, an amount is added to reflect target incentive compensation for exempt 
employees and overtime and incentive pay for nonexempt employees. 

(a) 

N/A =Not Applicable 

To determine a discount rate, AEP uses a duration-based method by constructing a hypothetical portfolio of high 
quality corporate bonds similar to those included in the Moody’s Aa bond inaex with a duration matching the benefit 
plan liability. The composite yield on the hypothetical bond portfolio is used as the discount rate for the plan. 

For 2008, the rate of compensation increase assumed varies with the age of the employee, ranging from 5% per year 
to 11.5% per year, with an average increase of 5.9%. 

Estimated Future Benefit Payments and Contributions 

Information about the 2009 expected cash flows for the pension (qualified and nonqualified) and OPEB plans is as 
follows: 

Other 
Postretirement 

Pension Plans Benefit Plans 
Employer Contributions _ ~ - _ _ _ _ ~ ~  (in millions) ~ - - -~ 

Required Contribu&oG (a) $ 9 $  4 
Additional Discretionary Contributions 158 

(a) Contribution required to meet minimum funding requirement under ERISA plus 
direct payments for unfunded benefits. 

The contribution to the pension plans is based on the minimum amount required by ERISA plus the amount to pay 
h d e d  nonqualified benefits. The contribution to the OPEB plans is generally based on the amount of the OPEB 
plans’ periodic benefit cost for accounting purposes as provided for in agreements with state regulatory authorities, 
plus the additional discretionary contribution of AEP’s Medicare subsidy receipts. 



The table below reflects the total benefits expected to be paid fi-om the plan or from the employer’s assets, including 
both the employer’s share of the benefit cost and the participants’ share of the cost, which is funded by participant 
contributions to the plan. Medicare subsidy receipts are shown in the year of the corresponding benefit payments, 
even though actual cash receipts are expected early in the following year. Future benefit payments are dependent on 
the number of employees retiring, whether the retiring employees elect to receive pension benefits as annuities or as 
lump sum distributions, future integration of the benefit plans with changes to. Medicare and other legislation, future 
levels of interest rates, and variances in actuarial results. The estimated payments for AEP’s pension benefits and 
OPEB are as follows: 

2009 
2010 
201 1 
2012 
2013 
Years 2014 to 2018, in Total 

Pension Plans 
Pension 

Payments 

$ 378 
379 
377 
378 
384 

1,920 

Other Postretirement Benefit Plans 

Payments Receipts 
(in millions) 

Benefit Medicare Subsidy 

$ 116 $ * (10) 
126 (1 1) 
136 (12) 
143 (13) 
151 (14) 
876 (87) 

Components of Net Periodic Benefit Cost 

The following table provides the components of AEP’s net periodic benefit cost for the plans for the years ended 
December 3 1,2008,2007 and 2006: 

Service Cost 
Interest Cost 
Expected Return on Plan Assets 
Amortization of Transition Obligation 
Amortization of Prior Service Cost (Credit) 
Amortization of Net Actuarial Loss 
Net Periodic Benefit Cost 
Capitalized Portion 
Net Periodic Benefit Cost Recognized as 

Expense 

Other Postretirement 
Pension Plans Benefit Plans 

Years Ended December 31, 
2008 2007 2006 2008 2007 2006 

(in millions) 
$ 100 $ 96 $ 97 $ 42 $ 42 $ 39 

249 235 23 1 113 104 102 
(335) (1 11) (104) (94) 

27 27 27 
(336) (340) 

1 (1) 
37 59 79 9 12 22 
51 50 71 80 81 96 

$ 35 $ 36 $ 50 $ 55 $ 56 $ , 69 

Estimated amounts expected to be amortized to net periodic benefit costs for AFiP’s plans during 2009 are shown in 
the following table: 

Other 
Postretirement 

Pension Plans Benefit Plans 
Components (in millions) 

Net Actuarial Loss $ 56 $ 46 
Prior Service Cost 1 1 
Transition Obligation 27 
Total Estimated 2009 Pretax AOCI Amortization $ 57 $ 74 

Expected to be Recorded as 
Regulatory Asset $ 46 $ 48 
Deferred Income Taxes 4 9 

‘ 

Net of Tax AOCI 
Total 

7 17 
$ 57 $ 74 



The following table provides KPCo’s net periodic benefit cost for the plans for the years ended December 3 1 , 2008, 
2007 and 2006: 

Other Postretirement 
Pension Plans Benefit Plans 

Years Ended December 31, 
2008 2007 2006 2008 2007 2006 

(in thousands) 
Benefit Costs $ 995 $ 1,018 $ 1,435 $ 1,618 $ 1,706 $ 2,050 

Actuarial Assumptions for Net Periodic Benefit Costs 

The weighted-average assumptions as of January 1, used in the measurement of AEP’s benefit costs are shown in the 
following tables: 

Other Postretirement 
Pension Plans Benefit Plans 

2008 2007 2006 2008 2007 2006 
Discount Rate 6.00% 5.75% 5.50% 6.20% 5.85% 5.65% 
Expected Retum on Plan Assets 8.00% 8.50% 8.50% 8.00% 8.00% 8.00% 
Rate of Compensation Increase 5.90% 5.90% 5.90% NIA NIA NIA 

NIA = Not Applicable 

The expected return on plan assets for 2008 was determined by evaluating historical returns, the current investment 
climate (yield on fixed income securities and other recent investment market indicators), rate of inflation, and current 
prospects for economic growth. 

The health care trend rate assumptions as of January 1, used for OPEB plans measurement purposes are shown below: 

Health Care Trend Rates 2008 2007 
Initial 7.0% 7.5% 

5.0% Ultimate 5.0% 
Year Ultimate Reached --- ~ 2012 - 2012 - __ _______- 

Assumed health care cost trend rates have a significant effect on the amounts reported for the OPEB health care plans. 
A 1% change in assumed health care cost trend rates would have the following effects: 

- 

1% Increase 1% Decrease 
(in miliions) 

Effect on Total Service and Interest Cost 
Components of Net Periodic Postretirement 
Health Care Benefit Cost $ 20 $ (16) 

Effect on the Health Care Component of the 
Accupulated Postretirement Benefit Obligation 196 ’ (163) 

American Electric Power System Retirement Savings Plan 

KPCo participates in an AEP sponsored defined contribution retirement savings plan, the American Electric Power 
System Retirement Savings Plan, for substantially all employees. This qualified plan offers participants an 
opportunity to contribute a portion of their pay, includes features under Section 401(k) of the Internal Revenue Code 
and provides for company matching contributions. The matching contributions to the plan was 75% of the first 6% of 
eligible compensation contributed by the employee in 2008. Effective January 1,2009, the match is 100% of the first 
1% of eligible employee contributions and 70% of the next 5% of contributions. The cost for contributions to the plan 
totaled $1.6 million in 2008, $1.4 million in 2007 and $1.3 million in 2006. 

7. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 
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8. DERIVATIVES. HEDGING AM) FAIR VALUE NIEASUREMENTS 

DERIVATIVES AND HEDGING 

SFAS 133 requires recognition of all qualifying derivative instruments as either assets or liabilities in the statement of 
financial position at fair value. The fair values of derivative instruments accounted for using MTM accounting or 
hedge accounting are based on exchange prices and broker quotes. If a’quoted market price is not available, the 
estimate of fair value is based on the best information available including valuation models that estimate future energy 
prices based on existing market and broker quotes and supply and demand market data and assumptions. The fair 
values determined are reduced by the appropriate valuation adjustments for items such as discounting, liquidity and 
credit quality. Credit risk is the risk that the counterparty to the contract will fail to perform or fail to pay amounts 
due. Liquidity risk represents the risk that imperfections in the market will cause the price to be less than or more 
than what the price should be based purely on supply and demand. Since energy markets are imperfect and volatile, 
there are inherent risks related to the underlying assumptions in models used to fair value risk management contracts. 
Unforeseen events can and will cause reasonable price curves to differ from actual prices throughout a contract’s term 
and at the time a contract settles. Therefore, there could be significant adverse or favorable effects on future net 
income and cash flows if market prices are not consistent with management’s approach at estimating current market 
consensus for forward prices in the current period. This is particularly true for long-term contracts. 

Certain qualifying derivative instruments have been designated as normal purchases or normal sales contracts, as 
provided in SFAS 133. Derivative contracts that have been designated as normal purchases or normal sales under 
SFAS 133 are not subject to MTM accounting treatment and are recognized in the Statements of Income on an accrual 
basis. 

KPCo’s accounting for the changes in the fair value of a derivative instrument depends on whether it qualifies for and 
has been designated as part of a hedging relationship and further, on the type of hedging relationship. Depending on 
the exposure, KPCo designates a hedging instrument as a fair value hedge or cash flow hedge. For fair value hedges 
(Le. hedging the exposure to changes in the fair value of an asset, liability or an identified portion thereof that is 
attributable to a particular risk), KPCo recognizes the gain or loss on the derivative instrument as well as the offsetting 
loss or gain on the hedged item associated with the hedged risk in net income during the period of change. For cash 
flow hedges (i.e. hedging the exposure to variability in expected future cash flows that is attributable to a particular 
risk), KPCo initially reports the effective portion of the gain or loss on the derivative instrument as a component of 
Accumulated Other Comprehensive Income (Loss) until the period the hedged item affects net income during the 
period of change. KPCo recognizes any hedge ineffectiveness as a regulatory asset (for losses) or a regulatory 
liability (for gains). 

For contracts that have not been designated as part of a hedging relationship, the accounting for changes in fair value 
depends on whether the derivative instrument is held for trading purposes. Realized gains and losses on derivative 
instruments held for trading purposes are included in Revenues on a net basis in KPCo’s Statements of Income. 
Realized gains and losses on derivative instruments not held for trading purposes are included in Revenues or 
Expenses on the Statements of Income depending on the relevant facts and circumstances. Unrealized MTM gains 
and losses are recorded as regulatory assets (for losses) and regulatory liabilities (for gains). 

Fair Value Hedging Strategies 

At certain times, KPCo enters into interest rate derivative transactions in order to manage existing fixed interest rate 
risk exposure. These interest rate derivative transactions effectively modify exposure to interest rate risk by 
converting a portion of fured-rate debt to a floating rate. KPCo records gains or losses on swaps that qualify for fair 
value hedge accounting treatment, as well as offsetting changes in the fair value of the debt being hedged, in Interest 
Expense on the Statements of Income. During 2008, 2007 and 2006, KPCo recognized no hedge ineffectiveness 
related to these derivative transactions. 

. 
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Cash Flow Hedging Strategies 

KPCo enters into, and designates as cash flow hedges, certain derivative transactions for the purchase and sale of 
electricity and natural gas in order to manage the variable price risk related to the forecasted purchase and sale of 
these commodities. Management closely monitors the potential impacts of commodity price changes, and where 
appropriate, enters into derivative transactions to protect margins for a portion of future electricity sales and fuel 
purchases. Realized gains and losses on these derivatives designated as cash flow hedges are included in Revenues, 
Fuel and Other Consumables Used for Electric Generation or Purchased Electricity for Resale on the Statements of 
Income, depending on the specific nature of the risk being hedged. KPCo does not hedge all variable price risk 
exposure related to energy commodities. At various times during 2008, 2007 and 2006, KPCo designated cash flow 
hedge relationships using these commodities and recognized immaterial amounts related to hedge ineffectiveness. 
However, there was no earnings impact because KPCo operates in a regulated jurisdiction. 

KPCo enters into a variety of interest rate derivative transactions in order to manage interest rate risk exposure. KPCo 
enters into various derivative instruments to manage interest rate exposure related to anticipated borrowings of fixed- 
rate debt. The anticipated debt offerings have a high probability of occurrence because the proceeds will be used to 
fund existing debt maturities as well as fund projected capital expenditures. KPCo reclassifies gains and losses on the 
hedges from Accumulated Other Comprehensive Income (Loss) into Interest Expense in those periods in which the 
interest payments being hedged occur. At various times during 2007 and 2006, KPCo designated interest rate 
derivatives as cash flow hedges and recognized immaterial amounts related to hedge ineffectiveness, However, there 
was no earnings impact because KPCo operates in a regulated jurisdiction. 

The following table represents the activity in Accumulated Other Comprehensive Income (Loss) for derivative 
contracts that qualify as cash flow hedges at December 3 1 , 2008: 

Balance at December 31,2005 
Effective Portion of Changes in Fair Value 
Impact Due to Changes in SIA 
RElasses from AOCI to Net Income 
Balance at December 31,2006 
Effective Portion of Changes in Fair Value 
Reclasses from AOCI to Net Income 
Balance at December 31,2007 
Effective Portion of Changes in Fair Value 
Reclasses from AOCI to Net Income 
Balance at December 31,2008 

__ ___ - 

(in thousands) 

1,496 

356 
1,552 

(1,061) 
(1,305) 

(814) 
553 
320 

$ 59 

$ (194) 

- (106) - -- - 

The following table approximates net loss (gain) from cash flow hedges in Accumulated Other Comprehensive 
Income (Loss) at December 3 1 , 2008 that are expected to be reclassified to net income in the next twelve months as 
the items being hedged settle. In addition, the following table summarizes the maximum length of time that the 
variability of future cash flows is being hedged. The actual amounts reclassified from AOCI to Net Income can differ 
as a result of market price changes. 

Portion 
Expected to be Maximum 
Reclassified to Term for 

Net Income Exposure to 
During the Variability of 

Next Twelve Future Cash 
Months Flows 

(in thousands) (in months) 
$ 502 $ 24 



Credit Risk 

Credit risk is the risk of financial loss if counterparties fail to perform their contractual obligations. KPCo limits its 
credit risk by maintaining stringent credit policies whereby KPCo assesses a counterparty’s creditworthiness prior to 
transacting with them and continue to assess their creditworthiness on an ongoing basis. KPCo employees the use of 
standardized master agreements which may include collateral requirements. These master agreements facilitate the 
netting of cash flows associated with a single counterparty. Cash, letters of credit, and parentaUaffi1iate guarantees 
may be obtained as security from counterparties in order to mitigate credit risk. The collateral agreements require a 
counterparty to post cash or letters of credit in the event an exposure is exceeded in excess of an established threshold. 
The threshold represents an unsecured credit limit which may be supported by a parental/affiliate guaranty, as 
determined in accordance with AIEP’s credit policy. In addition, collateral agreements also provide that the failure or 
inability to post collateral is sufficient cause for termination and liquidation of all positions. 

FAIR VALUE MEASUREMENTS 

SFAS 10 7 Fair Value Measurernents 

The fair values of Long-term Debt are based on quoted market prices for the same or similar issues and the current 
interest rates offered for instruments with similar maturities. These instruments are not marked-to-market. The 
estimates presented are not necessarily indicative of the amounts that could be realized in a current market exchange. 

The book values and fair values of Long-term Debt for KPCo at December 3 1,2008 and 2007 are summarized in the 
following table: 

December 31, 
2008 2007 

Book Value Fair Value Book Value Fair Value 
(in thousands) 

Long-term Debt $ 418,555 $ ,366,108 $ 448,373 $ 442,090 

SFAS 157 Fair Value Measurements 

As described in Note 2, KPCo completed the adoption of SFAS 157 effective January 1,2009. The statement defines 
fair value, establishes a fair value measurement framework and expands fair value disclosures. The adoption of SFAS 
157 had an h a t e r i a l  impact on the financial statements. The provisions of SFAS 157 are applied prospectively, 
except for a) changes in fair value measurements of existing derivative financial instruments measured initially using 
the transaction price under EITF Issue No. 02-3 “Issues Involved in Accounting for Derivative Contracts Held for 
Trading Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (EITF 02-3), b) 
existing hybrid financial instruments measured initially at fair value using the transaction price and c) blockage 
discount factors. Although the statement is applied prospectively upon adoption, in accordarice with the provisions of 
SFAS 157 related to EITF 02-3, amounts for transition adjustment are recorded to beginning retained earnings. The 
impact of considering ~ P ’ s  own credit risk when measuring the fair value of liabilities, including derivatives, had an 
immaterial impact on KPCo‘s fair value measurements upon adoption. 

In accordance with SFAS 157, assets and liabilities are classified based on the inputs utilized in the fair value 
measurement. SFAS 157 provides definitions for two types of inputs: observable and unobservable. Observable 
inputs are valuation inputs that reflect the assumptions market participants would use in pricing the asset or liability 
developed based on market data obtained from sources independent of the reporting entity. Unobservable inputs are 
valuation inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would 
use in pricing the asset or liability developed based on the best information in the circumstances. 

As defined in SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date (exit price). SFAS 157 establishes a fair 
value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest priority to 
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the lowest 
priority to unobservable inputs (level 3 measurement). 



Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting 
entity has the ability to access at the measurement date. Level 1 inputs primarily consist of exchange traded contracts, 
listed equities and US.  government treasury securities that exhibit sufficient frequency and volume to provide pricing 
information on an ongoing basis. 

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, 
either directly or indirectly. If the asset or liability has a specified (contractual) term, a Level 2 input must be 
observable for substantially the full term of the asset or liability. Level 2 inputs primarily consist of OTC broker 
quotes in moderately active or less active markets, exchange traded contracts where there was not sufficient market 
activity to warrant inclusion in level 1, OTC broker quotes that are corroborated by the same or similar transactions 
that have occurred in the market and certain non-exchange-traded debt securities. 

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to measure fair 
value to the extent that the observable inputs are not available, thereby allowing for situations in which there is little, 
if any, market activity for the asset or liability at the measurement date. Level 3 inputs primarily consist of 
unobservable market data or are valued based on models andor assumptions. 

Risk Management Contracts include exchange traded, OTC and bilaterally executed derivative contracts. Exchange 
traded derivatives, namely futures contracts, are generally fair valued based on unadjusted quoted prices in active 
markets and are classified within level 1. Other actively traded derivative fair values are verified using broker or 
dealer quotations, similar observable market transactions in either the listed or OTC markets, or valued using pricing 
models where significant valuation inputs are directly or indirectly observable in active markets. Derivative 
instruments, primarily swaps, forwards, and options that meet these characteristics are classified within level 2. 
Bilaterally executed agreements are derivative contracts entered into directly with third parties, and at times these 
instruments may be complex structured transactions that are tailored to meet the specific customer’s energy 
requirements. Structured transactions utilize pricing models that are widely accepted in the energy industry to 
measure fair value. Management uses a consistent modeling approach to value similar instruments. Valuation models 
utilize various inputs that include quoted prices for similar assets or liabilities in active markets, quoted prices for 
identical or similar assets or liabilities in markets that are not active, market corroborated inputs (i.e. inputs derived 
principally l%om, or correlated to, observable maiket data), Gid ozer  observable inputs fGr &e asset or liability. 
Where observable inputs are available for substantially the full term of the asset or liability, the instrument is 
categorized in level 2. Certain OTC and bilaterally executed derivative instruments are executed in less active 
markets with a lower availability of pricing information. In addition, long-dated and illiquid complex or structured 
transactions or FTRs can iktroduce the need for internally developed modeling inputs based upon extrapolations and 
assumptions of observable market data to estimate fair value. When such inputs have a significant impact on the 
measurement of fair value, the instrument is categorized in level 3 .  In certain instances, the fair values of the 
transactions included in level 3 that use internally developed model inputs are offset partially or in full, by 
transactions included in level 2 where observable market data exists for the offsetting transaction. 

-____ ____________ -- -- 
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The following table sets forth by level within the fair value hierarchy KpCo’s financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of December 31, 2008. As required by SFAS 157, financial assets 
and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value 
measurement. Management’s assessment of the significance of a particular input to the fair value measurement 
requires judgment, and may affect the valuation of fair value assets and liabilities and their placement within the fair 
value hierarchy levels. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of December 31,2008 

Level 1 Level 2 Level 3 Other Total 
Assets: (in thousands) 

Risk Management Assets 
Risk Management Contracts (a) $ 3,443 $ 140,387 $ 2,561 $ (125,636) $ 20,755 
Cash Flow and Fair Value Hedges (a) 1,418 (302) 1,116 
Dedesignated Risk Management Contracts (b) 2,749 2,749 
Total Risk Management Assets $ 3,443 $ 141,805 $ 2,561 $ (123,189) $ 24,620 

Liabilities: 

Risk Management Liabilities 
Risk Management Contracts (a) $ 4,021 $ 132,087 $ 848 $ (126,370) $ 10,586 
Cash Flow and Fair Value Hedges (a) 544 (302) 242 
DETM Assignment (c) 1,118 1,118 
Total Risk Management Liabilities $ 4,021 $ 132,631 $ 848 $ (125,554) $ 11,946 

(a) 

(b) 

Amounts in “Other” column primarily represent counterparty netting of risk management contracts and associated cash 
collateral under FSP FIN 39-1. 
“Dedesignated Risk Management Contracts” are contracts that were originally MTM but were subsequently elected as 
normal under SFAS 133. At the time of the normal election, the MTM value was frozen and no longer fair valued. This 
will be amortized into revenues over the remaining life of the contract. 
See “Natural Gas Contracts with DETM” section of Note 12. (c) 
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The following tables set forth a reconciliation of changes in the fair value of net trading derivatives classified as level 
3 in the fair value hierarchy: 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 

95 
Unrealized Gain 0 . 0 s ~ )  Included in Net Income (or Changes in Net Assets) Relating to Assets 
Still Held at the Reporting Date (a) - 
Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income - 
Purchases, Issuances and Settlements - 

Changes in Fair Value Allocated to Regulated Jurisdictions (c) 1,967 
Balance as of December 31,2008 $ 1,713 

(a) Included in revenues on KPCo’s Statements of Income. 
(b) “Transfers in and/or out of Level 3” represent existing assets or liabilities that were either previously 

categorized as a higher level for which the inputs to the model became unobservable or assets and liabilities 
that were previously classified as level 3 for which the lowest significant input became observable during the 
period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on the Statements of Income. These net gains (losses) are recorded as regulatory 
assetsAiabilities. 

Balance as of January 1,2008 $ (157) 
Realized (Gain) Loss Included in Net Income (or Changes in Net Assets) (a) 

Transfers in and/or out of Level 3 (b) (192) 

9. INCOMXTAXES 

The details of income taxes as reported are as follows: 
Years Ended December 31, 

(in thousands) 
-- _-__ ___ ___ ___ - ____ _ _  - __ --- _2008-_ _-2007- - - 2006 - __ ___ _- __ - 

Income Tax Expense (Credit): 
Current $ 4,674 $ 11,258 $ 17,203 
Deferred 4,097 5,691 2,596 

Total Income Tax $ 7,896 $ 15,987 $ 18,655 
Deferred Investment Tax Credits (875) (962) (1,144) 

Shown below is a reconciliation of the difference between the amount of federal income taxes computed by 
multiplying book income before income taxes by the federal statutory rate and the amount of income taxes reported. 

Net Income 
Income Taxes 
Pretax Income 

Years Ended December 31, 
2008 2007 2006 

(in thousands) 
$ 24,531 $ 32,470 $ 35,035 

7,896 15I987 18;655 
$ 32,427 $ 48,457 $ 53,690 

Income Tax on Pretax Income at Statutory Rate (35%) $ 11,349 $ 16,960 $ 18,791 
Increase (Decrease) in Income Tax resulting from the following items: 

Depreciation 1,169 1,223 1,669 
Allowance for Funds Used During Construction (872) (661) (606) 
Removal Costs (4,110) (1,766) (1,361) 
Investment Tax Credits, Net (875) (962) (1,144) 
State and Local Income Taxes 1,072 736 1,070 
Other 

Total Income Taxes 

Effective Income Tax Rate 

163 45 7 236 
$ 7,896 $ 15,987 $ 18,655 
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The following table shows the elements of the net deferred tax liability and the significant temporary differences: 

Deferred Tax Assets 
Deferred Tax Liabilities 
Net Deferred Tax Liabilities 

December 31, 
2008 2007 

(in thousands) 
$ 56.519 $ 35.037 

(312,433) (280,667) 
$ (255,914) $ (245,630) 

Property Related Temporary Differences $ (203,951) $ (188,213) 
Amounts Due From Customers For Fume Federal Income Taxes (27,299) (25,794) 
Deferred State Income Taxes (29,694) (27,325) 
Deferred Income Taxes on Other Comprehensive Loss (32) 43 8 
Deferred Fuel and Purchased Power 54 (1,617) 
Accrued Pensions 8,959 (3 3 2  1 1 
All Other, Net 
Net Deferred Tax Liabilities 

(3,951) 402 
$ (255,914) $ (245,630) 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
gr0UP. 

f, 

W C o  and other AEP Subsidiaries are no longer subject to U.S. federal examination for years before 2000. KPCo and 
other AEP Subsidiaries have completed the exam for the years 2001 through 2003 and have issues that are being 
pursued at the appeals level. The returns for the years 2004 through 2006 are presently under audit by the IRS. 
Although the outcome of tax audits is uncertain, in management’s opinion, adequate provisions for income taxes have 
been made for potential liabilities resulting from such matters. In addition, KPCo accrues interest on these uncertain 
tax positions. Management is not aware of any issues for open tax years that upon final resolution are expected to 
have a material adverse effect on net income. 

WCo, along with other AEP Subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP Subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP Subsidiaries 
have filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact net income. With few exceptions, W C o  is 
no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

Prior to the adoption of FIN 48, KPCo recorded interest and penalty expense related to uncertain tax positions in tax 
expense accounts. With the adoption of FIN 48 on January 1,2007, KPCo began recognizing interest accruals related 
to uncertain tax positions in interest income or expense as applicable, and penalties in Other Operation. The impact of 
this interpretation was an unfavorable adjustment to the 2007 opening balance of retained earnings of $786 thousand. 
In 2008, KPCo reported $303 thousand of interest expense and $1.9 million of interest income. In 2007, KPCo 
reported $55 thousand of interest expense and reversed $926 thousand of prior period interest expense. KPCo had 
approximately $1.7 million for the receipt of interest accrued at December 31, 2008 and $788 thousand and $1.3 
million for the payment of interest and penalties accrued at December 31,2008 and 2007, respectively. 



The reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows: 

Balance at January 1, 

2008 2007 
(in thousands) 

$ 2,205 $ 3,413 

- Increase - Tax Positions Taken During a Prior Period 
Decrease - Tax Positions Taken During a Prior Period 

Decrease - Tax Positions Taken During the Current Year 

1 

1,301 587 
(1 13) (1,796) 

(144) 
Increase - Tax Positions Taken During the Current Year 

Increase - Settlements with Taxing Authorities 
Decrease - Lapse of the Applicable Statute of Limitations - - 

Balance at December 31, $ 3,345 $ 2,205 

- 
96 

The total amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate is $881 thousand 
and $936 thousand in 2008 and 2007, respectively. Management believes there will be no significant net increase or 
decrease in unrecognized tax benefits within 12 months of the reporting date. 

Federal Tax Legislation 

Several tax bills and other legislation with tax-related sections were enacted in 2006 and 2007, including the Pension 
Protection Act of 2006, the Tax Relief and Health Care Act of 2006, the Tax Technical Corrections Act of 2007, the 
Tax Increase Prevention Act of 2007 and the Energy Independence and Security Act of 2007. The tax law changes 
enacted in 2006 and 2007 did not materially affect KPCo’s net income, cash flows or financial condition. 

The Economic Stimulus Act of 2008 was signed into law by the President in February 2008. It provided enhanced 
expensing provisions for certain assets placed in service in 2008 and a 50% bonus depreciation provision similar to 
the one in effect in 2003 through 2004 for assets placed in service in 2008. The enacted provisions did not have a 
matenal impact on net income or financial condition, but provided a material favorable cash flow benefit of 
approximately $8 million. 

In October 2008, the Emergency Economic Stabilization Act of 2008 (the 2008 Act) was signed into law. The 2008 
Act extended several expiring tax provisions and added new energy incentive provisions. The legislation impacted 
the availability of research credits, accelerated depreciation of smart meters, production tax credits, and energy 
efficient commercial building deductions. Management has evaluated the impact of the law change and the 
application of the law change will not materially impact KPCo’s net income, cash flows or financial condition. 

. ~ ~ _ _ ~ _ _ _ _ _  __ - - - -  - 
~ .__.___ ___-  _-- . - ~ ~  ___- 

In February 2009, the American Recovery and Reinvestment Tax Act of 2009 (the 2009 Act) was signed into law. 
The 2009 Act extended the bonus depreciation deduction for one year and provides for a long-term extension of the 
renewable production tax credit for wind energy and other properties. The 2009 Act also establishes a new 
investment tax credit for the manufacture of advanced energy property as well as appropriations for advanced energy 
research projects, carbon capture and storage and gridSMART technology. Management has evaluated the impact of 
the law change and the application of the law change will not materially impact net income or financial condition, but 
is expected to have a positive material impact on cash flows. 

State Tax Legislation 

In July 2007, the Governor of Michigan signed Michigan Senate Bill 0094 (MBT Act) and related companion bills 
into law providing a comprehensive restructuring of Michigan’s principal business tax. The new law is effective 
January 1, 2008 and replaces the Michigan Single Business Tax that expired at the end of 2007. The MBT Act is 
composed of a new tax which will be calculated based upon two components: (a) a business income tax (BIT) 
imposed at a rate of 4.95% and (b) a modified gross receipts tax (GRT) imposed at a rate of 0.80%, which will 
collectively be referred to as the BIT/GRT tax calculation. The new law also includes significant credits for engaging 
in Michigan-based activity. 
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In September 2007, the Governor of Michigan signed House Bill 5198 which amends the MBT Act to provide for a 
new deduction on the BIT and GRT tax returns equal to the book-tax basis differences triggered as a result of the 
enactment of the MBT Act. This new state-only temporary difference will be deducted over a 15-year period on the 
MBT Act tax returns starting in 2015. The purpose of the new MBT Act state deduction was to provide companies 
relief from the recordation of the SFAS 109 Income Tax Liability. Management has evaluated the impact of the MBT 
Act and the application of the MBT Act will not materially affect KPCO’S net income, cash flows or financial 
condition. . 

In March 2008, the Governor of West Virginia signed legislation providing for, among other things, a reduction in the 
West Virginia corporate income tax rate from 8.75% to 8.5% beginning in 2009. The corporate income tax rate could 
also be reduced to 7.75% in 2012 and 7% in 2013 contingent upon the state government achieving certain minimum 
levels of shortfall reserve funds. Management has evaluated the impact of the law change and the application of the 
law change will not materially impact KPCo’s net income, cash flows or financial condition. 

10. LEASES 

Leases of property, plant and equipment are for periods up to 20 years and require payments of related property taxes, 
maintenance and operating costs. The majority of the leases have purchase or renewal options and will be renewed or 
replaced by other leases. 

Lease rentals for both operating and capital leases are generally charged to Other Operation and Maintenance expense 
in accordance with rate-making treatment for regulated operations. The components of rental costs are as follows: 

Years Ended December 31, 
2008 2007 2006 

Lease Rental Costs (in thousands) 
Net Lease Expense on Operating Leases $ 2,250 $ 2,405 $ 2,079 
Amortization of Capital Leases 97 1 1,141 1,207 
Interest on Capital Leases 102 140 116 
Total Lease Rental Costs $ 3,323 $ 3,686 $ 3,402 

The following table shows the*property, plant and equipment under capital leases and related obligations recorded on 
KPCo’s Balance Sheets. Capital lease obligations are included in Current Liabilities - Other and Noncurrent 
Liabilities - Deferred Credits and Other on KPCo’s Balance Sheets. 

December 31, 
2008 2007 

(in thousands) 
Property, Plant and Equipment Under Capital Leases 

Production $ - $  22 
Other 3,974 5,261 
Total Property, Plant and Equipment Under Capital Leases 3,974 5,283 
Accumulated Amortization 2,152 3,039 
Net Property, Plant and Equipment Under Capital Leases $ 1,822 $ 2,244 

Obligations Under Capital Leases 
Noncurrent Liability $ 1,045 $ 1,272 
Liability Due Within One Year 
Total Obligations Under Capital Leases 

777 972 
$ 1,822 $ 2,244 
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Future minimum lease payments consisted of the following at December 3 1,2008: 

Noncancelable 
Capital Leases Operating Leases 

(in thousands) 
2009 $ 804 $ 2,032 
2010 588 1,803 
2011 446 7,45 1 
2012 15 98 
2013 15 98 
Later Years 18 432 
Total Future Minimum Lease Payments $ 1,886 $ 11,914 
Less Estimated Interest Element 64 
Estimated Present Value of Future Minimum Lease Payments $ 1,822 

Future Minimum Lease Payments 

Master Lease Agreements 

KPCo leases certain equipment under master lease agreements. GE Capital Commercial Inc. (GE) notified 
management in November 2008 that they elected to terminate the Master Leasing Agreements in accordance with the 
termination rights specified within the contract. In 201 1, KPCo will be required to purchase all equipment under the 
lease and pay GE an amount equal to the unamortized value of all equipment then leased. As a result, the 
unamortized value of this equipment of $6 million is reflected in KPCo’s future minimum lease payments for 201 1. 
In December 2008, management signed new master lease agreements with one-year commitment periods that include 
lease terms of up to 10 years. Management expects to enter into replacement leasing arrangements for the equipment 
affected by this notification prior to the termination date of 201 1. 

For equipment under the GE master lease agreements that expire prior to 201 1 , the lessor is guaranteed receipt of up 
to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of the leased 
equipment is below the unamortized balance at the end of the lease term, KPCo is committed to pay the difference 
between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of the 

-u.ri-amo3ized-bXlance. WKdEi%mmXtFlease  agreements, thFlesSor isguanteed-ZEipt of up to 68% of the 
unamortized balance at the end of the lease term. If the actual fair market value of the leased equipment is below the 
unamortized balance at the end of the lease term, KPCo is committed to pay the difference between the actual fair 
market value and unamortized balance, with the total guarantee not to exceed 68% of the unamortized balance. At 
December 31, 2008, the maximum potential loss for these lease agreements was approximately $613 thousand 
assuming the fair market value of the equipment is zero at the end of the lease term. Historically, at the end of the 
lease term the fair market value has been in excess of the unamortized balance. 

__ --- _- - -  



11. FINANCING ACTIVITIES 

Long-term Debt 

There are certain limitations on establishing liens against KPCo’s assets under its indentures. None of the long-term 
debt obligations of KPCo have been guaranteed or secured by AEP or any of its affiliates. 

The following details long-term debt outstanding as of December 3 1 , 2008 and 2007: 

Type of Debt 

Senior Unsecured Notes 
Notes Payable - Affiliated 
Unamortized Discount 
Total Long-term Debt 
Less: Long-term Debt Due 

Within One Year 
Long-term Debt 

Weighted Average 
Interest Rate at Interest Rate Ranges at Outstanding at 
December 31, December 31, December 31, 

(in thousands) 
Maturity 2008 2008 2007 2008 2007 

2008-2032 5.93% 5.625%-6.00% 5.625%-6.45% $ 400,000 $ 430,000 
2015 5.25% 5.25% 5.25% 20,000 20,000 

(1,445) (1,627) 
418,555 448,373 

30,000 
$ 418,555 $ 418,373 

At December 3 1,2008 future annual long-term debt payments are as follows: 

After 
2009 2010 2011 2012 2013 2013 Total 

(in thousands) 
Principal Amount $ - $  - $  - $  - $  - $ 420,000 $ 420,000 
Unamortized Discount (1,445) 
Total Long-term Debt $ 418,555 

Utility Money Pool - AEP System 

The AEP System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
corporate borrowing program operates in accordance with the terms and conditions approved in a regulatory order. 
The amount of outstanding borrowings fi-om the Utility Money Pool as of December 3 1,2008 and 2007 are included 
in Advances ffom Affiliates on KPCo’s balance sheets. KPCo’s Utility Money Pool activity and corresponding 
authorized borrowing limits for the years ended December 3 1 , 2008 and 2007 are described in the following table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool Money Pool Money Pool December 31, Limit 

Year (in thousands) 
2008 $ 142,416 $ - $  54,536 $ - $  131,399 $ 250,000 
2007 164,913 181,970 59,104 115,727 19,153 250,000 

, 
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Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the years ended December 3 1 , 2008,2007 and 2006 are summarized in the following table: 

Maximum Minimum Maximum Minimum Average Average 
Interest Rates Interest Rates Interest Rates Interest Rates Interest Rates Interest Rates 

for Funds for Funds for Funds for Funds for Funds for Funds 
Borrowed from Borrowed from Loaned to the Loaned to the Borrowed from Loaned to the 

the Utility the Utility Utility Money Utility Money the Utility Utility Money 
Year Ended Money Pool Money Pool Pool Pool Money Pool Pool 

December 31, 
2008 5.47% 2.28% -% -% 3.42% -% 
2007 5.92% 5.29% 5.94% 5.16% 5.50% 5.58% 
2006 5.41% 3 32% 5.12% 4.19% 4.14% 4.97% 

Interest expense and interest income related to the Utility Money Pool are included in Interest Expense and Interest 
Income, respectively, in KpCo’s Statements of Income. For amounts borrowed from and advanced to the Utility 
Money Pool, KPCo incurred the following amounts of interest expense and earned the following amounts of interest 
income, respectively, for the years ended December 3 1 , 2008,2007 and 2006: 

Years Ended December 31, 
2008 2007 2006 

(in thousands) 
Interest Expense $ 1,893 $ 2,494 $ 1,065 
Interest Income 1,614 30 

Dividend Restrictions 

Under the Federal Power Act, KPCo is restricted from paying dividends out of stated capital. 

Credit Facilities 

-4-April-2008, KPCo and certain other companies in the AEP System entered into a-$650 million 3-year credit 
agreement and a $350 million 364-day credit agreement which were reduced by Lehman Brothers Holdings Inc.’s 
commitment amount of $23 million and $12 million, respectively, following its bankruptcy. Under the facilities, 
letters of credit may be issued. As of December 3 1 , 2008, there were no outstanding amounts for KPCo under either 
facility. 

- 

Sale of Receivables - AEP Credit 

AEP Credit has a sale of receivables agreement with banks and commercial paper conduits. Under the sale of 
receivables agreement, AEP Credit sells an interest in the receivables it acquires from affiliated utility subsidiaries to 
the commercial paper conduits and banks and receives cash. This transaction constitutes a sale of receivables in 
accordance with SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishment of 
Liabilities,” allowing the receivables to be taken off of AEP Credit’s balance sheet and allowing AEP Credit to repay 
any debt obligations. AEP has no ownership interest in the commercial paper conduits and is not required to 
consolidate these entities in accordance with GAAP. AEP Credit continues to service the receivables. This off- 
balance sheet transaction was entered into to allow U P  Credit to repay its outstanding debt obligations, continue to 
purchase the AEP operating companies’ receivables, and accelerate AEP Credit’s cash collections. 

In October 2008, AEP renewed AEP Credit’s sale of receivables agreement. The sale of receivables agreement 
provides a commitment of $700 million from banks and commercial paper conduits to purchase receivables from AEP 
Credit. This agreement will expire in October 2009. AEP intends to extend or replace the sale of receivables 
agreement. The previous sale of receivables agreement, which expired in October 2008 and was extended until 
October 2009, provided a commitment of $650 million from banks and commercial paper conduits to purchase 
receivables from AEP Credit. Under the previous sale of receivable agreement, the commitment increased to $700 
million for the months of August and September to accommodate seasonal demand. At December 31, 2008, $650 
million of commitments to purchase accounts receivable were outstanding under the receivables agreement. AEP 
Credit maintains a retained interest in the receivables sold and this bterest is pledged as collateral for the collection of - 

KPCO-44 



receivables sold. The fair value of the retained interest is based on book value due to the short-term nature of the 
accounts receivable less an allowance for anticipated uncollectible accounts. AEP Credit purchases accounts 
receivable through a purchase agreement with KPCo. 

Comparative accounts receivable information for AEP Credit is as follows: 

Years Ended December 31, 
2008 2007 2006 

(% in millions) 
Proceeds from Sale of Accounts Receivable $ 7,717 $ 6,970 $ 6,849 
Loss on Sale of Accounts Receivable $ 20 $ 33 $ 31 
Average Variable Discount Rate 3.19% 5.39% 5.02% 

December 31, 
2008 2007 

(in millions) 
Accounts Receivable Retained Interest and Pledged as Collateral 
Less Uncollectible Accounts $ 118 $ 71 

116 68 
114 66 

Deferred Revenue from Servicing Accounts Receivable 1 1 
Retained Interest if 10% Adverse Change in Uncollectible Accounts 
Retained Interest if 20% Adverse Change in Uncollectible Accounts 

Historical loss and delinquency amounts for the AEP System’s customer accounts receivable managed portfolio is as 
follows: 

Customer Accounts Receivable Retained 
Accrued Unbilled Revenues Retained 
Miscellaneous Accounts Receivable Retained 
Allowance for Uncollectible Accounts Retained 
Total Net Balance Sheet Accounts Receivable 
Customer Accounts Receivable Securitized 
Total Accounts Receivable Managed 

December 31, 
2008 2007 

(in millions) 
$ 569 $ 730 

449 379 
90 60 

(42) 
1,066 

(52) 
1,117 

650 507 
$ 1,716 $ 1,624 

Net Uncollectible Accounts Written Off $ 37 $ 24 

Customer accounts receivable retained and securitized for the electric operating companies are managed by AEP 
Credit. Miscellaneous accounts receivable have been fully retained and not securitized. 

Delinquent customer accounts receivable for the electric utility affiliates that AEP Credit currently factors were 
$22 million and $30 million at December 31, 2008 and 2007, respectively. AEP Credit’s delinquent customer 
accounts receivable represents accounts greater than 30 days past due. 

Under the factoring arrangement, KPCo sells, without recourse, certain of its customer accounts receivable and 
accrued unbilled revenue balances to AEP Credit and is charged a fee based on AEP Credit financing costs, its 
uncollectible accounts experience receivables and administrative costs. The costs of factoring customer accounts 
receivable are reported in Other Operation of the KPCO’S Statements of Income. 

KPCo’s factored accounts receivable and accrued unbilled revenues were $55.8 million and $41.4 million as of 
December 3 1 , 2008 and 2007, respectively. 

KPCo paid fees to AEP Credit for factoring customer accounts receivable of $3.2 million, $3.8 million and $3.4 
million for the years ended December 3 1 , 2008,2007 and 2006, respectively. 
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12. RELATED PARTY TRANSACTIONS 

For other related party transactions, also see “Utility Money Pool - AEP System” and “Sale of Receivables - AEP 
Credit” sections of Note 11. 

AEP Power Pool 

APCo, CSPCo, I&M, KPCo and OPCo are parties to the Interconnection Agreement, dated July 6, 195 1 , as amended 
(the Interconnection Agreement), defining how they share the costs and benefits associated with their generating 
plants. This sharing is based upon each company’s member load ratio, which is calculated monthly on the basis of 
each compaf~y’s maximum peak demand in relation to the sum of the maximum peak demands of all five companies 
during the preceding 12 months. In addition, since 1995, APCo, CSPCo, I&M, KPCo and OPCo have been parties to 
the AEP System Interim Allowance Agreement, which provides, among other things, for the transfer of SO2 
allowances associated with the transactions under the Interconnection Agreement. 

Power, gas and risk management activities are conducted by AEPSC and profitshosses are allocated under the SIA to 
AEP Power Pool members, PSO and SWEPCo. Risk management activities involve the purchase and sale of 
electricity and gas under physical forward contracts at fixed and variable prices. In addition, the risk management of 
electricity, and to a lesser extent gas contracts, includes exchange traded futures and options and OTC options and 
swaps. The majority of these transactions represent physical forward contracts in the AEP System’s traditional 
marketing area and are typically settled by entering into offsetting contracts. In addition, AEPSC enters into 
transactions for the purchase and sale of electricity and gas options, htures and swaps, and for the forward purchase 
and sale of electricity outside of the AEP System’s traditional marketing area. 

System Integration Agreement (SL4) 

The SIA provides for the integration and coordination of AEP East companies and AEP West companies zones. This 
includes joint dispatch of generation within the AEP System, and the distribution, between the two zones, of costs and 
benefits associated with the transfers of power between the two zones (including sales to third parties and risk 
management and trading activities). It is designed to function as an umbrella agreement in addition to the 
Interconnection-Agreement-and-the-eS W-Operating-Agreement;-each-of-which-controls-the-distribution-ofcosts a d  -- - - 

benefits within a zone. 

In November 2005, AEP filed with the FERC a proposed amendment to the SIA to change the method of allocating 
profits from off-system electricity sales between the East and West zones. The proposed method causes such profits 
to be allocated generally on ‘the basis of the zone in which the underlying transactions occur or originate. The filing 
was made in accordance with a provision of the agreement that called for a re-evaluation of the allocation method 
effective January 1,2006 and was approved as filed effective April 1,2006. 

Power generated, allocated or provided under the Interconnection Agreement or CSW Operating Agreement is 
primarily sold to customers at rates approved by the public utility commission in the jurisdiction of sale. 

Under both the Interconnection Agreement and CSW Operating Agreement, power generated that is not needed to 
serve the AEP System’s native load is sold in the wholesale market by AEPSC on behalf of the generating subsidiary. 

Affiliated Revenues and Purchases 

The following table shows the revenues derived from sales to the pools, direct sales to affiliates, natural gas contracts 
with AEPES, and other revenues for the years ended December 3 1 , 2008,2007 and 2006: 

Years Ended December 31, 
2008 2007 2006 

Related Party Revenues (in thousands) 
Sales to AEP Power Pool $ 62,642 $ 56,708 $ 57,921 
Direct Sales to West Affiliates 3,521 3,738 4,801 

Other 219 302 263 
Total Revenues $ 66,249 $ 60,551 $ 58,287 

Natural Gas Contracts with AEPES (133) (197) (47698) 
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The following table shows the purchased power expense incurred from purchases from the pools and affiliates for the 
years ended December 3 1,2008,2007 and 2006: 

Years Ended December 31, 
2008 2007 2006 

Related Party Purchases (in thousands) 
Purchases from AEP Power Pool $ 127,669 $ 96,997 $ 99,166 
Direct Purchases from East Affiliates 106,256 88,051 92,881 
Direct Purchases from West Affiliates 454 35 1 33 
Total Purchases $ 234,379 $ 185,399 $ 192,080 

The above summarized related party revenues and expenses are reported as Sales to AEP Affiliates and Purchased 
Electricity from AEP Affiliates on KPCO’S Statements of Income. 

AEP System Transmission Pool 

AEP’s System Transmission Integration Agreement provides for the integration and coordination of the planning, 
operation and maintenance of the transmission facilities of AEP East companies and AEP West companies zones. 
Similar to the SIA, the System Transmission Integration Agreement functions as an umbrella agreement in addition to 
the Transmission Equalization Agreement (TEA) and the Transmission Coordination Agreement (TCA). The System 
Transmission Integration Agreement contains two service schedules that govern: 

e The allocation of transmission costs and revenues and 
e The allocation of third-party transmission costs and revenues and AEP System dispatch costs. 

The Transmission Integration Agreement anticipates that additional service schedules may be added as circumstances 
warrant. 

APCo, CSPCo, I&M, KPCo and OPCo are parties to the TEA, dated April 1, 1984, as amended, defining how they 
share the costs associated with their relative ownership of the extra-high-voltage transmission system (facilities rated 
345 kV and above) and certain facilities operated at lower voltages (138 kV and above). Like the Interconnection 
Agreement, this sharing is based upon each company’s member load ratio. 

KPCo’s net credits as allocated under the TEA during the years ended December 31, 2008, 2007 and 2006 were $2 
million, $800 thousand and $2 million, respectively, and were recorded in Other Operation on KPCo’s Statements of 
Income. 

PSO, SWEPCo, TCC, TNC and AEPSC are parties to the TCA, originally dated January 1, 1997. The TCA has been 
approved by the FERC and establishes a coordinating committee, which is charged with overseeing the coordinated 
planning of the transmission facilities of the AEP West companies. 

Natural Gas Contracts with DETM 

Effective October 31, 2003, AEPES assigned to AEPSC, as agent for the AEP East companies, approximately $97 
million (negative value) associated with its natural gas contracts with DETM. The assignment was executed in order 
to consolidate DETM positions within AEP. Beginning in 2007, PSO and SWEPCo were allocated a portion of the 
DETM assignment based on the SIA methodology of sharing trading and marketing margins between the AEP East 
companies and PSO and SWEPCo. Concurrently, in order to ensure that there would be no fmancial impact to the 
AEP East companies, PSO or SWEPCo as a result of the assignment, AEPES and AEPSC entered into agreements 
requiring AEPES to reimburse AEPSC for any related cash settlements and all income related to the assigned 
contracts. KPCO’S risk management liabilities related to DETM at december 31, 2008 and 2007 were $1.1 million 
and $1.9 million, respectively. 



Fuel Agreement between OPCo and AEPES 

OPCo and National Power Cooperative, Inc (NPC) have an agreement whereby OPCo operates a 500 h4W gas plant 
owned by NPC (Mone Plant). AEPES entered into a fuel management agreement with those two parties to manage 
and procure he1 for the Mone Plant. The gas purchased by AEPES and used in generation is first sold to OPCo then 
allocated to the AEP East companies, who have an agreement to purchase 100% of the available generating capacity 
from the plant through May 2012. KPCo’s related purchases of gas managed by AEPES were $257 thousand, $930 
thousand and $398 thousand for the years ended December 3 1 , 2008,2007 and 2006, respectively. These purchases 
are reflected in Purchased Electricity for Resale on KPCo’s Statements of Income. 

Unit Power Agreements (UPA) 

A unit power agreement between AEGCo and I&M (the I&M Power Agreement) provides for the sale by AEGCo to 
I&M of all the power (and the energy associated therewith) available to AEGCo at the Rockport Plant unless it is sold 
to another utility. I&M is obligated, whether or not power is available from AEGCo, to pay as a demand charge for 
the right to receive such power (and as an energy charge for any associated energy taken by I&M) net of amounts 
received by AEGCo from any other sources, sufficient to enable AEGCo to pay all its operating and other expenses, 
including a rate of return on the common equity of AEGCo as approved by the FERC. The I&M Power Agreement 
will continue in effect until the expiration of the lease term of Unit 2 of the Rockport Plant unless extended in 
specified circumstances. 

Pursuant to an assignment between I&M and KPCo, and a unit power agreement between KPCo and AEGCo, 
AEGCo sells KPCo 30% of the power (and the energy associated therewith) available to AEGCo &om both units of 
the Rockport Plant. KPCo has agreed to pay to AEGCo in consideration for the right to receive such power the same 
amounts which I&M would have paid AEGCo under the terms of the I&M Power Agreement for such entitlement. 
The KPCo unit power agreement ends in December 2022. See “Affiliated Revenues and Purchases” section of this 
note. 

I&M Barging, Urea Transloading and Other Services 

I&M provides barging, urea transloading and other transportation services to affiliates. Urea is a chemical used to 
control NO, emissions at certain generation plants in the AEP System. KPCo recorded costs of $9 thousand, $80 
thousand and $68 thousand in 2008, 2007 and 2006, respectively, for urea transloading provided by I&M. These 
costs were recorded as fuel expense or operation expense. 

Central Machine Shop 

APCo operates a facility which repairs and rebuilds specialized components for the generation plants across the AEP 
System. APCo defers on its balance sheet the cost of performing the services, then transfers the cost to the affiliate 
for reimbursement. KPCo recorded these billings as capital or maintenance expense depending on the nature of the 
services received. These billings are recoverable &om customers. KPCo’s billed amounts were $1.2 million, $167 
thousand and $18 1 thousand for the years ended December 3 1 , 2008,2007 and 2006, respectively. 

A fJiliate Railcar Agreement 

KPCo has an agreement providing for the use of affiliate’s leased or owned railcars when available. The agreement 
specifies that the company using the railcar will be billed, at cost, by the company fimishing the railcar. KPCo 
records these costs or reimbursements as costs or reduction of costs, respectively, in Fuel on its Balance Sheets and 
such costs are recoverable from customers. The following table shows the net effect of the railcar agreement on 
KPCo’s Balance Sheets: 

December 31, 
2008 2007 

Billing Company (in thousands) 
APCo $ 274 $ 90 
OPCo 332 183 

- 
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AEP Power Pool Purchases from OVEC 

Beginning in 2006, the AEP Power Pool began purchasing power from OVEC as part of wholesale marketing and risk 
management activity. These purchases are reflected in Electric Generation, Transmission and Distribution revenues 
in KPCo’s Statements of Income. The agreement expired in May 2008 and subsequently ended in December 2008. 
KPCo recorded $4 million and $2 million for the years ended December 3 1 , 2008 and 2007, respectively. 

Sales and Purchases of Property 

KPCo had affiliated sales and purchases of electric property individually amounting to $100 thousand or more for the 
years ended December 3 1 , 2008,2007 and 2006 as shown in the following table: 

Years Ended Decernbor 31, 
2008 2007 2006 

Companies (in thousands) 
I&M to KPCo $ 444 $ - $  
KPCo to A P C O  191 
OPCO to KPCo 133 

In addition, KPCo had aggregate affiliated sales and purchases of meters and transformers for the years ended 
December 3 1 , 2008,2007 and 2006 as shown in the following table: 

APCO CSPCo I&M KGPCo OPCo PSO SwEPCo TCC WPCo Total --- -~ 
Sales (in thousands) 

2008 $ 354 $ 11 $ 16 $ 6 $ 121 $ - $  2 $  3 3 $  - $ 543 
2007 345 38 21 10 124 85 7 66 696 
2006 2,178 75 40 11 254 28 3 9 2,598 

Purchases 
2008 $ 112 $ - $  1 5 s  - $  9 5 $  - $  - $  - $  - $ 222 
2007 518 6 4 1 197 5 73 1 
2006 3,206 1 18 - 504 3 3,732 

The amounts above are recorded in Property, Plant and Equipment. Transfers are performed at cost. 

Global Borrowing Notes 

AEP issued long-term debt, a portion of which was loaned to KPCo. The debt is reflected in Long-term Debt - 
Affiliated on KPCo’s Balance Sheets. AEP pays the interest on the global notes, but W C o  accrues interest for its 
share of the global borrowing and remits the interest to AEP. The accrued interest is reflected in Other in the Current 
Liabilities section of KPCo’s balance sheets. KPCo participated in the global borrowing arrangement during the 
reporting periods. 

Intercompany Billings 

KPCo performs certain utility services for other AEP subsidiaries when necessary or practical. The costs of these 
services are billed on a direct-charge basis, whenever possible, or on reasonable bases of proration for services that 
benefit multiple companies. The billings for services are made at cost and include no compensation for the use of 
equity capital. Billings are capitalized or expensed depending on the nature of the services rendered. 
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Variable Interest Entities 

FIN 46R is a consolidation model that considers risk absorption of a variable interest entity (VIE), also referred to as 
variability. Entities are required to consolidate a VIE when it is determined that they are the primary beneficiary of 
that VIE, as defined by FIN 46R. In determining whether KPCo is the primary beneficiary of a VIE, management 
considers factors such as equity at risk, the amount of variability of the VIE KPCo absorbs, guarantees of 
indebtedness, voting rights including kick-out rights, the power to direct the VIE and other factors. Management 
believes that the significant assumptions and judgments were applied consistently and that there are no other 
reasonable judgments or assumptions that would result in a different conclusion. There have been no changes to the 
reporting of VIES in the financial statements where it is concluded that KPCo is the primary beneficiary. In addition, 
KPCo has not provided financial or other support that was not previously contractually required to any VIE. 

As of December 31, 2008, KPCo holds a significant variable interest in AEPSC and AEGCo. AEPSC provides 
certain managerial and professional services to KPCo. AEP is the sole equity owner of AEPSC. The costs of the 
services are based on a direct charge or on a prorated basis and billed to KPCo at AEPSC’s cost. KPCo has not 
provided frnancial or other support outside the reimbursement of costs for services rendered. The cost reimbursement 
nature of AEPSC finances its operations. There are no other terms or arrangements between AEPSC and KPCo that 
could require additional financial support from KPCo or expose them to losses outside of the normal course of 
business. AEPSC and its billings are subject to regulation by the FERC. KPCo is exposed to losses to the extent it 
cannot recover the costs of AEPSC through its normal business operations. KPCo is considered to have a significant 
interest in the variability of AEPSC due to its activity in AEPSC’s cost reimbursement structure. AEPSC is 
consolidated by AEP. In the event AEPSC would require financing or other support outside the cost reimbursement 
billings, this financing would be provided by AEP. Total billings fiom AEPSC for the years ended December 31, 
2008 and 2007 were $46.4 million and $35.3 million, respectively. The carrying amount of liabilities associated with 
AEPSC for the years ended December 31, 2008 and 2007 were $4.7 million and $5.1 million, respectively. 
Management estimates the maximum exposure of loss to be equal to the amount of such liability. 

AEGCo, a wholly-owned subsidiary of AEP, is consolidated by AEP. AEGCo owns a 50% ownership interest in 
Rockport Plant Unit 1, leases a 50% interest in Rockport Plant Unit 2 and owns 100% of the Lawrenceburg 

-- Generating Station. AEGCo sells all the output from-the Rockport Plant to I&M and--KPCo. KPCC-hTs iiG 
involvement with AEGCo’s interest in the Lawrenceburg Generating Station. AEP guarantees all the debt obligations 
of AEGCo. KPCo is considered to have a significant interest in AEGCo due to its transactions. KPCo is exposed to 
losses to the extent it cannot recover the costs of AEGCo through its normal business operations. Due to the nature of 
the m P  Power Pool, there is a sharing of the cost of Rockport Plant such that no member of the AEP Power Pool is 
the primary beneficiary of AEGCo’s Rockport Plant. In the event AEGCo would require financing or other support 
outside the billings to KPCo, this financing would be provided by AEP. Total billings from AEGCo for the years 
ended December 31, 2008 and 2007 were $106.3 million and $88.8 million, respectively. The carrying amount of 
liabilities associated with AEGCo for the years ended December 31, 2008 and 2007 were $9.4 million and $7.7 
million, respectively. Management estimates the maximum exposure of loss to be equal to the amount of such 
liability. 

- 
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13. PROPERTY, PLANT AND EOUIPMENT 

Depreciation 

KPCo provides for depreciation of Property, Plant and Equipment on a straight-line basis over the estimated useful 
lives of property, generally using composite rates by functional class. The following table provides the annual 
composite depreciation rates by functional class: 

2008 Regulated Nonregulated 

Functional 
Class of 
Property 

Production 
Transmission 
Distribution 
CWIP 
Other 
Total 

Property, 
Plant and Accumulated 

Equipment Depreciation 
(in thousands) 

$ 533,998 $ 177,679 
431,835 135,955 
528,711 146,009 
46,650 (7,936) 
59,994 24,684 

$ 1,601,188 $ 476,391 

Annual 
Composite 

Depreciation 
Rate 

3.5% 
1.6% 
3.4% 
N.M. 
8.1% 

Property, 
Depreciable Plant and Accumulated 
Life Ranges Equipment Depreciation 

(in years) (in thousands) 
' 40-50 $ - $  

25-75 
11-75 
N.M. 
N.M. 5,491 177 

$ 5,491 $ 177 

Annual 
Composite 

Depreciation 
Rate 

N.M. 

Depreciable 
Life Ranges 
(in years) 

N.M. 

2007 Regulated Nonregulated 

Functional 
Class of 
Property 

Production 
Transmission 
Distribution 
CWIP 
Other 
Total 

Property, 
Plant and Accumulated 

Equipment Depreciation 
(in thousands) 

$ 482,653 $ 168,806 
402,259 131,115 
502,486 136,528 
46,439 (1,463) 
56,173 21,867 

$ 1,490,010 $ 456,853 

Annual 
Composite 

Depreciation 
Rate 

3.8% 
1.7% 
3.4% 
N.M. 
8.7% 

Property, 
Depreciable Plant and Accumulated 
Life Ranges Equipment Depreciation 
(in years) (in thousands) 

40-50 $ - $  
25-75 
11-75 
N.M. 
N.M. 5,492 175 

$ 5,492 $ 175 

Annual 
Composite 

Depreciation 
Rate 

N.M. 

Depreciable 
Life Ranges 

(in years) 

N.M. 

2006 Regulated Nonregulated 

Annual 
Composite 

Depreciation Rate Depreciable Life 
Functional Class of Property Ranges Ranges 

(in years) 
Production 3.8% 40-50 
Transmission 1.7% 25-75 
Distribution 3.4% 1 1-75 
Other 9.6% N.M. 

Annual Composite 
Depreciation Rate Depreciable Life 

Ranges Ranges 
(in years) 

N.M. N.M. 

N.M. =Not Meaningful 

The composite depreciation rate generally includes a component for nonasset retirement obligation (non-ARO) 
removal costs, which is credited to Accumulated Depreciation and Amortization. Actual removal costs incurred are 
charged to Accumulated Depreciation and Amortization. Any excess of accrued non-ARO removal costs over actual 
removal costs incurred is reclassified from Accumulated Depreciation and Amortization and reflected as a regulatory 
liability. 



Asset Retirement Obligations (ARO) 

KPCo records ARO in accordance with SFAS 143 “Aocounting for Asset Retirement Obligations” and FIN 47 
“Accounting for Conditional Asset Retirement Obligations” for the retirement of ash ponds and asbestos removal. 
KPCo has identified, but not recognized, ARO liabilities related to electric transmission and distribution assets, as a 
result of certain easements on property on which assets are owned. Generally, such easements are perpetual and 
require only the retirement and removal of assets upon the cessation of the property’s use. The retirement obligation 
is not estimable for such easements since KPCo plans to use its facilities indefinitely. The retirement obligation 
would only be recognized if and when KPCo abandons or ceases the use of specific easements, which is not expected. 

The following is a reconciliation of the 2008 and 2007 aggregate carrying amounts of ARO for KPCo: 

Revisions in 
ARO at Accretion Liabilities Liabilities Cash Flow ARO at 

January 1, Expense Incurred Settled Estimates December 31, 

2008 $ 944 $ 52 $ - $  (590) $ 2,869 $ 3,275 
- 944 

Year (in thousands) 

2007 1,175 63 (294) 

Allowance for Funds Used During Construction (AFUDC) 

KPCo’s amounts of allowance for borrowed and equity funds used during construction are summarized in the 
following table: 

Years Ended December 31, 
2008 2007 2006 

(in thousands) 
Allowance for Equity Funds Used During Construction $ 1,012 $ 260 $ 241 
Allowance for Borrowed Funds Used During Construction 1,701 595 656 

In management’s opinion, the unaudited quarterly information reflects all normal and recurring accruals and 
adjustments necessary for a fair presentation of the results of operations for interim periods. Quarterly results are not 
necessarily indicative of a full year’s operations because of various factors. KPCo’s unaudited quarterly financial 
information is as follows: 

2008 Quarterly Periods Ended 

(in thousands) 
March 31 June 30 September 30 December 31 

Revenues $ 167,290 $ 147,051 $ 188,872 $ 162,347 (a) 
Operating Income 21,557 21,528 16,770 3,992 (a) 
Net Income (Loss) 11,144 10,930 7,45 1 (4,994)(4 

2007 Quarterly Periods Ended 

(in thousands) 
March 31 June 30 September 30 December 31 

Revenues $ 154,096 $ 134,530 $ 152,200 $ 147,174 
Operating Income 30,535 7,702 16,815 19,788 
Net Income 15,211 1,230 6,485 9,544 

(a) See “Allocation of Off-system Sales Margins” section of Note 3 for discussion of the financial statement 
impact of the FERC’s November 2008 order related to the SIA. 

There were no significant events in the fourth quarter of 2007 

- 
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GLOSSARY OF TERMS 
When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Term 

AEP or Parent 
AEP East companies 
AEP System or the System 

AEP West companies 
AEPSC 

ALJ 
APCo 
CAA 
CSPCO 
csw 
DETM 
EITF 
EITF 06-10 

FASB 
Federal EPA 
FERC 
FIN 
FIN 48 

GAAP 
IRS 
I&M 
KPCO 
KPSC 
MIS0 
MTM 
OPCO 
OTC 
PJM 
PSO 
Risk Management Contracts 

RTO 
SECA 
SFAS 

SFAS 133 

SFAS 157 

I 

Meaning 

American Electric Power Company, Inc. 
APCo, CSPCo, I&M, KPCo and OPCo. 
American Electric Power System, an integrated electric utility system, owned and operated by 

PSO, SWEPCo, TCC and TNC. 
American Electric Power Service Corporation, a service subsidiary providing management and 

Administrative Law Judge. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Clean Air Act. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21,2003, the legal 

Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
EITF Issue No. 06-1 0 “Accounting for Collateral Assignment Split-Dollar Life Insurance 

Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FIN 48, “Accounting for Uncertainty in Income Taxes” and FASB Staff Position FIN 48-1 

AEP’s electric utility subsidiaries. 

professional services to AEP and its subsidiaries. 

name of Central and South West Corporation was changed to AEP Utilities, Inc.). 

Arrangements.” 

“Definition of Settlement in FASB Interpretation No. 48.” 
Accounting Principles Generally Acceptedin the United States of America. --- ___ . - - 

Internal Revenue Service. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Commission. 
Midwest Independent Transmission System Operator. 
Mark-to-Market. 
Ohio Power Company, an AEP electric utility subsidiary. 
Over the counter. 
Pennsylvania -New Jersey - Maryland regional transmission organization. 
Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Trading and nontrading derivatives, including those derivatives designated as cash flow and fair 

Regional Transmission Organization. 
Seams Elimination Cost Allocation. 
Statement of Financial Accounting Standards issued by the Financial Accounting Standards 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments 

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements.” 

value hedges. 

Board. 

and Hedging Activities.” 
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Term 

SFAS 159 

SL4 
SWEPCO 
TCC 
TNC 
Utility Money Pool 

Meaning 

Statement of Financial Accounting Standards No. 159, “The Fair Value Option for Financial 

System Integration Agreement. 
Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 

Assets and Financial Liabilities.” 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF INCOME 

For the Three Months Ended March 31,2008 and 2007 
(in thousands) 
(Unaudited) 

2008 
REVENUES 

Electric Generation, Transmission and Distribution $ 147,059 
Sales to AEP Affiliates 
Other 
TOTAL 

20,053 
178 

167,290 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 49,211 
Purchased Electricity for Resale 3,766 
Purchased Electricity from AEP Affiliates 54,190 
Other Operation 15,508 
Maintenance 9,920 
Depreciation and Amortization 11,958 
Taxes Other Than Income Taxes 
TOTAL 

1,180 
145.733 

OPERATING INCOME 21,557 

2007 

$ 140,486 
13,461 

149 
154,096 

38,304 
3,305 

43,257 
15,886 
8,210 

11,796 
2,803 

123.56 1 

30,535 

Other Income (Expense): 
Interest Income 
Allowance for Equity Funds Used During Construction 

~- -Interest-Expense- - -  

1,288 112 
344 14 

- (6,8559 - - --(-7,011) 

INCOME BEFORE INCOME TAX EXPENSE 16,334 23,650 

Income Tax Expense 

NET INCOME 

The common stock of KPCo is wholly-owned by AEP. 

See Condensed Notes to Condensed Financial Statements. 

5,190 

$ 11,144 

8,439 

$ 15,211 



KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CHANGES IN COMMON S-HOLDER’S 

EQUITY AND COMPREHENSIVE INCOME (LOSS) 
For the Three Months Ended March 31,2008 and 2007 

(in thousands) 
(Unaudited) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 
Stock Capital Earnings Income (Loss) Total 

DECEMBER 31,2006 $ 50,450 $ 208,750 $ 108,899 % 1,552 $ 369,651 

FIN 48 Adoption, Net of Tax 
Common Stock Dividends 
TOTAL 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 15,211 15,211 
TOTAL COMPREHENSIVE INCOME 13,169 

Cash Flow Hedges, Net of Tax of $1,100 (2,042) (2,042) 

MARCH 31,2007 $ 50,450 $ 208,750 $ 118,324 $ (490) $ 377,034 

DECEMBER 31,2007 $ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

EITF 06-10 Adoption, Net of Tax of $197 
Common Stock Dividends 
TOTAL 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 11,144 11,144 
TOTAL COMPREHENSIVE INCOME 8,809 

MARCH 31,2008 $ 50,450 $ 208,750 $ 136,862 $ (3,149) $ 392,913 

Cash Flow Hedges, Net of Tax of $1,258 (2,335) (2,335) 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SEEETS 

ASSETS 
March 31,2008 and December 31,2007 

(in thousands) 
(Unaudited) 

2008 2007 
CURRENT ASSETS 

Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
Affiliated Companies 
Accrued Unbilled Revenues 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Prepayments and Other 
TOTAL 

PROPERTY, PLANT AND EQUIPMENT 
Electric: 

Production 
Transmission 
Distribution 

Other 

Total 
Accumulated Depreciation and Amortization 

__  Construc.tion-W-oxk in Progress - -  - 

TOTAL - NET 

OTEER NONCURRENT ASSETS 
Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges and Other 
TOTAL 

TOTAL ASSETS 

$ 889 $ 727 

21,974 
8,436 
5,195 

3 83 
(1,089) 
34,899 
13,997 
11,762 

r29,OOO 

4,930 
95,477 

20,196 
15,984 
2,904 

178 
(1,071) 
38,191 
8,338 

11,758 
12,121 
4,426 
4,024 

79,585 

483,590 482,653 
402,644 402,259 
508,684 502,486 
63,088 61,665 

___ __ - - __ ___ 55,348 - 46,439 
1,5 13,354 1,495,502 

462,93 1 457,028 
1,050,423 1,038,474 

126,862 124,828 
15.846 14,826 
521634 531708 

195,342 193,362 

$ 1,341,242 $ 1,3 11,421 

See Condensed Notes to Condensed Financial Statements. 



KENTUCKY POWER COMPANY 
CONDENSED BALANCE SFlEETS 

LIABILITIES AND SHAREHOLDER’S EQUITY 
March 31,2008 and December 31,2007 

(Unaudited) 

CURRENT LIABILITIES 
Advances from Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Long-term Debt Due Within One Year - Nonaffiliated 
Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Regulatory Liability for Over-Recovered Fuel Costs 
Other 
TOTAL 

NONCURRENT LIABILITIES 
Long-term Debt - Nonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred Investment Tax Credits 
Deferred Credits and Other 
TOTAL 

TOTAL LZABILITIES 

Commitments and Contingencies (Note 4) 

COMMON SHAREHOLDER’S EQUITY 
Common Stock- Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL 

TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY 

2008 2007 
(in thousands) 

$ 40,305 $ 19,153 

32,155 
19,451 
30,000 
30,089 
14,954 
16,915 
1,299 

18,342 
203.510 

32,603 
29,437 
30,000 
10,310 
14,422 
16,875 

3 1,909 
184,709 

398,419 398,373 
20,000 20,000 
11,159 9,699 

244,087 240,858 
45,943 46,434 
25,211 24,379 

744,819 739,743 

948,329 924,452 

50,450 50,450 
208,750 208,750 
136,862 128,583 

392,913 386,969 
(3,149) (814) 

$ 1,341,242 $ 1,311,421 

See Condensed Notes to Condensed Financial Statements. 



KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CASH FLOWS 

For the Three Months Ended March 31,2008 and 2007 
(in thousands) 
(Unaudited) 

2008 2007 
OPERATING ACTMTIES 

Net Income $ 11,144 $ 15,211 
Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 
Deferred Income Taxes 
Allowance for Equity Funds Used During Construction 
Mark-to-Market of Risk Management Contracts 
Change in Other Noncurrent Assets 
Change in Other Noncurrent Liabilities 
Changes in Certain Components of Working Capital: 

Accounts Receivable, Net 
Fuel, Materials and Supplies 
Accounts Payable 
Customer Deposits 
Accrued Taxes, Net 
Other Current Assets 
Other Current Liabilities 

Net Cash Flows from Operating Activities 

11,958 
(979) 
(344) 
(749) 
(888) 
246 

3,292 
(5,663) 
(5,119) 

532 
81 1 

2,748 

9,371 
(7,618) 

11,796 
956 

313 
994 

(14) 

(78) 

(1,350) 
3,609 

(235 57 
395 

1,447 
574 

(3,348) 
27,948 

INVESTING ACTIVITIES 
Construction Expenditures (27,784) (13,001) 
Proceeds from Sales of Assets 
Net Cash Flows Used for Investing Activities 

- _  --- - _ _ _  ______-_  ___ __ 

129 23 1 

- _ _ _ _  
(27,655) (12,770) 

- - -___~- -  

JTUWNCING ACTMTIES 
Change in Advances from Affiiates, Net 21,152 (9,867) 
Principal Payments for Capital Lease Obligations (206) (238) 
Dividends Paid on Common Stock (2,500) (5,000) 
Net Cash Flows from (Used for) Financing Activities 18,446 . (15,105) 

Net Increase in Cash and Cash Equivalents 
Cash and Cash Equivalents at  Beginning of Period 
Cash and Cash Equivalents at  End of Period 

162 73 
727 702 

!x 889 !x 775 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 10,934 $ 5,371 
Net Cash Paid (Received) for Income Taxes (354) 73 8 
Noncash Acquisitions Under Capital Leases 84 139 
Construction Expenditures Included in Accounts Payable at March 3 1, 6,846 2,257 

See Condensed Notes to Condensed Financial Statements. 



CONDENSED NOTES TO CONDENSED FINANCIAL STATEMENTS 

1. Significant Accounting Matters 

2. New Accounting Pronouncements 

3. Rate Matters 

4. Commitments, Guarantees and Contingencies 

5. Benefit Plans 

6.  Business Segments 

7. Income Taxes 

8. Financing Activities 
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1. SIGNIFICANT ACCOUNTING MATTERS 

General 

The accompanpg unaudited condensed financial statements and footnotes were prepared in accordance with GAAP 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by 
GAAP for complete annual financial statements. 

In the opinion of management, the unaudited condensed interim financial statements reflect all normal and recurring 
accruals and adjustments necessary for a fair presentation of the results of operations, financial position and cash 
flows for the interim periods. The results of operations for the three months ended March 3 1,2008 are not necessarily 
indicative of results that may be expected for the year ending December 31, 2008. The accompanying condensed 
financial statements are unaudited and should be read in conjunction with the audited 2007 financial statements and 
notes thereto, which are included in KPCo’s 2007 Annual Report. 

Reclassijications 

Certain prior period financial statement items have been reclassified to conform to current period presentation. See 
“FASB Staff Position FIN 39-1 Amendment of FASB Interpretation No. 39” section of Note 2 for discussion of 
changes in netting certain balance sheet amounts. These revisions had no impact on KPCo’s previously reported 
results of operations or changes in shareholder’s equity. 

, 

2. NEW ACCOUNTING PRONOUNCEJMENTS 

Upon issuance of final pronouncements, management thoroughly reviews the new accounting literature to determine 
the relevance, if any, to KPCo’s business. The following represents a summary of new pronouncements issued or 
implemented in 2008 and standards issued but not implemented that management has determined relate to KPCo’s 
operations. 

- -  - _ _ _  SFAS 141 (revised 2007) “Business-Combinarions? (SFM 1423) __ 

In December 2007, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It establishes how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. SFAS 141R requires disclosure of information 
for a business combination that occurs during the accounting period or prior to the issuance of the financial statements 
for the accounting period. 

SFAS 141R is effective prospectively for business combinations with an acquisition date on or after the beginning of 
the first annual reporting period after December 15,2008. Early adoption is prohibited. KPCo will adopt SFAS 141R 
effective January 1 , 2009 and apply it to any business combinations on or after that date. 

SFAS 157 “Fair Value Measurements” (SFAS 157) 

In September 2006, the FASB issued SFAS 157, enhancing existing guidance for fair value measurement of assets 
and liabilities and instruments measured at fair value that are classified in shareholder’s equity. The statement defines 
fair value, establishes a fair value measurement framework and expands fair value disclosures. It emphasizes that fair 
value is market-based with the highest measurement hierarchy level being market prices in active markets. The 
standard requires fair value measurements be disclosed by hierarchy level, an entity include its own credit standing in 
the measurement of its liabilities and modifies the transaction price presumption. The standard also nullifies the 
consensus reached in EITF Issue No. 02-3 “Issues Involved in Accounting for Derivative Contracts Held for Trading 
Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (EITF 02-3) that prohibited the 
recognition of trading gains or losses at the inception of a derivative contract, unless the fair value of such derivative 
is supported by observable market data. 



In February 2008, the FASB issued FASB Staff Position (FSP) FAS 157-1 “Application of FASB Statement No. 157 
to FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for 
Purposes of Lease Classification or Measurement under Statement 13” which amends SFAS 157 to exclude SFAS 13 
“Accounting for Leases” and other accounting pronouncements that address fair value measurements for purposes of 
lease classification or measurement under SFAS 13. 

In February 2008, the FASB issued FSP FAS 157-2 “Effective Date of FASB Statement No. 157” which delays the 
effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial assets and 
nonfinancial liabilities, except those that are recognized or disclosed at fair value in the fmancial statements on a 
recurring basis (at least annually). 

KPCo partially adopted SFAS 157 effective January 1, 2008. KPCo will fully adopt SFAS 157 effective January 1, 
2009 for items within the scope of FSP FAS 157-2. The provisions of SFAS 157 are applied prospectively, except for 
a) changes in fair value measurements of existing derivative financial instruments measured initially using the 
transaction price under EITF 02-3, b) existing hybrid financial instruments measured initially at fair value using the 
transaction price and c) blockage discount factors. Although the statement is applied prospectively upon adoption, in 
accordance with the provisions of SFAS 157 related to EITF 02-3, amounts for transition adjustment are recorded to 
beginning retained earnings. The impact of considering AEP’s own credit risk when measuring the fair value of 
liabilities, including derivatives, had an immaterial impact on KPCo’s fair value measurements upon adoption. 

In accordance with SFAS 157, assets and liabilities are classified based on the inputs utilized in the fair value 
measurement. SFAS 157 provides definitions for two types of inputs: observable and unobservable. Observable 
inputs are valuation inputs that reflect the assumptions market participants would use in pricing the asset or liability 
developed based on market data obtained from sources independent of the reporting entity. Unobservable inputs are 
valuation inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would 
use in pricing the asset or liability developed based on the best information in the circumstances. 

As defined in SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date (exit price). SFAS 157 establishes a fair 
value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest priority to 
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the lowest 
priority to unobservable inputs (level 3 measurement). 

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting 
entity has the ability to access at the measurement date. Level 1 inputs primarily consist of exchange traded contracts, 
listed equities and US. govemment treasury securities that exhibit sufficient fiequency and volume to provide pricing 
information on an ongoing basis. 

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, 
either directly or indirectly. If the asset or liability has a specified (contractual) term, a Level 2 input must be 
observable for substantially the full term of the asset or liability. Level 2 inputs primarily consist of OTC broker 
quotes in moderately active or less active markets, exchange traded contracts where there was not sufficient market 
activity to warrant inclusion in Level 1, OTC broker quotes that are corroborated by the same or similar transactions 
that have occurred in the market and certain non-exchange-traded debt securities. 

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to measure fair 
value to the extent that the observable inputs are not available, thereby allowing for situations in which there is little, 
if any, market activity for the asset or liability at the measurement date. Level 3 inputs primarily consist of 
unobservable market data or are valued based on models and/or assumptions. 

Risk Management Contracts include exchange traded, OTC and bilaterally executed derivative contracts. Exchange 
traded derivatives, namely futures contracts, are generally fair valued based on unadjusted quoted prices in active 
markets and are classified within level 1. Other actively traded derivatives are valued using broker or dealer 
quotations, similar observable market transactions in either the listed or OTC markets, or through pricing models 
where significant valuation inputs are directly or indirectly observable in active markets. Derivative instruments, 
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primarily swaps, forwards, and options that meet these characteristics are classified within level 2. Bilaterally 
executed agreements are derivative contracts entered into directly with thud parties, and at times these instruments 
may be complex structured transactions that are tailored to meet the specific customer’s energy requirements. 
Structured transactions utilize pricing models that are widely accepted in the energy industry to measure fair value. 
Generally, management uses a consistent modeling approach to value similar instmments. Valuation models utilize 
various inputs that include quoted prices for similar assets or liabilities in active markets, quoted prices for identical or 
similar assets or liabilities in markets that are not active, market corroborated inputs (i.e. inputs derived principally 
.from, or correlated to, observable market data), and other observable inputs for the asset or liability. Where 
observable inputs are available for substantially the full term of the asset or liability, the instrument is categorized in 
level 2. Certain OTC and bilaterally executed derivative instruments are executed in less active markets with a lower 
availability of pricing information. In addition, long-dated and illiquid complex or structured transactions can 
introduce the need for internally developed modeling inputs based upon extrapolations and assumptions of observable 
market data to estimate fair value. When such inputs have a significant impact on the measurement of fair value, the 
instrument is categorized in level 3. In certain instances, the fair values of the transactions that use internally 
developed model inputs, classified as level 3 are offset partially or in full, by transactions included in level 2 where 
observable market data exists for the offsetting transaction. 

The following table sets forth, by level within the fair value hierarchy, KPCo’s financial assets and liabilities that 
were accounted for at fair value on a recurring basis as of March 3 1,2008. As required by SFAS 157, financial assets 
and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value 
measurement. Management’s assessment of the significance of a particular input to the fair value measurement 
requires judgment, and may affect the valuation of fair value assets and liabilities and their placement within the fair 
value hierarchy levels. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of March 31,2008 

Level 1 Level 2 Level 3 
- -  Assets: - (in thousands) - -  

Risk Management Assets: 
Risk Management Contracts (a) $ 3,131 $ 141,881 $ 2,102 
Cash Flow and Fair Value Hedges (a) 
Dedesignated Risk Management Contracts (b) 

1,261 

Total Risk Management Assets 

Liabilities: 

Risk Management Liabilities: 
Risk Management Contracts (a) 
Cash Flow and Fair Value Hedges (a) 
DETM Assignment (c) 
Total Risk Management Liabilities 

$ 3,131 $ 143,142 $ 2,102 

$ 4,085 $ 135,492 $ 2,307 
5,562 

$ 4,085 $ 141,054 $ 2,307 

Other Total 

$ (106,376) $ 40,738 
(598 1 663 

3,445 3,445 
$ (103,529) $ 44,846 

$ (107,319) $ 34,565 
(598) 4,964 

1,719 1,719 
$ (106,198) $ 41,248 

(a) 

(b) 

Amounts in “Other” column primarily represent counterparty netting of risk management contracts and associated cash 
collateral under FIN 39-1. 
‘’Dedesignated Risk Management Contracts” are contracts that were originally MTM but were subsequently elected as normal 
under SFAS 133. At the time of the normal election the MTM value was frozen and no longer fair valued. This will be 
amortized into revenues over the remaining life of the contract. 
See “Natural Gas Contracts with DETM’ section of Note 16 in the 2007 Annual Report. (c) 
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The following table sets forth a reconciliation primarily of changes in the fair value of net trading derivatives and 
other investments classified as level 3 in the fair value hierarchy: 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
Balance as of January 1,2008 !§ (157) 
Realized (Gain) Loss Included in Earnings (or Changes in Net Assets) (a) (131 1 
Unrealized Gain (Loss) Included in Earnings (or Changes in Net Assets) Relating to Assets Still 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 

Changes in Fair Value Allocated to Regulated Jurisdictions (c) 

Held at the Reporting Date (a) 

Transfers in andor out of Level 3 (b) (210) 

Balance as of March 31,2008 !§ (20.5 1 
293 

(a) Included in revenues on KPCo’s Condensed Statement of Income for the Three Months Ended March 3 1,2008. 
(b) “Transfers in andor out of Level 3” represent existing assets or liabilities that were either previously categorized 

as a higher level for which the inputs to the model became unobservable or assets and liabilities that were 
previously classified as level 3 for which the lowest significant input became observable during the period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on the Condensed Statements of Income. These net gains (losses) are recorded as regulatory 
assetshiabilities. 

SFAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS 159) 

In February 2007, the FASB issued SFAS 159, permitting entities to choose to measure many financial instnunents 
and certain other items at fair value. The standard also establishes presentation and disclosure requirements designed 
to facilitate comparison between entities that choose different measurement attributes for similar types of assets and 
liabilities. If the fair value option is elected, the effect of the first remeasurement to fair value is reported as a 
cumulative effect adjustment to the opening balance of retained earnings. The statement is applied prospectively 
upon adoption. 

KPCo adopted SFAS 159 effective January 1, 2008. At adoption, KPCo did not elect the fair value option for any 
assets or liabilities. 

SFAS 160 “Noncontrolling Interest in Consolidated Financial Statements” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiary, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

SFAS 160 is effective for interim and annual periods in fiscal years beginning after December 15, 2008. The 
statement is applied prospectively upon adoption. Early adoption is prohibited. Upon adoption, prior period financial 
statements will be restated for the presentation of the noncontrolling interest for comparability. Although 
management has not completed its analysis, management expects that the adoption of this standard will have an 
immaterial impact on the financial statements. KPCo will adopt SFAS 160 effective January 1,2009. 
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SFAS I61 “Disclosures about Derivative Instruments and Hedging Activities ’’ (SFAS 161) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how derivative instruments and related hedged items are accounted for under SFAS 
133 and its related interpretations, and (c) how derivative instruments and related hedged items affect an entity’s 
financial position, financial performance and cash flows. SFAS 161 requires that objectives for using derivative 
instruments be disclosed in terms of underlying risk and accounting designation. This standard is intended to improve 
upon the existing disclosure -framework in SFAS 133. 

SFAS 161 is effective for fiscal years and interim periods beginning after November 15,2008. Management expects 
this standard to increase the disclosure requirements related to derivative instruments and hedging activities. It 
encourages retrospective application to comparative disclosure for earlier periods presented. KPCo will adopt SFAS 
161 effective January 1,2009. 

EITF Issue No. 06-1 0 “Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements” 
(EITF 06-10) 

In March 2007, the FASB ratified EITF 06-10, a consensus on collateral assignment split-dollar life insurance 
arrangements in which an employee owns and controls the insurance policy. Under EITF 06-10, an employer should 
recognize a liability for the postretirement benefit related to a collateral assignment split-dollar life insurance 
arrangement in accordance with SFAS 106 “Employers’ Accounting for Postretirement Benefits Other Than Pension” 
or Accounting Principles Board Opinion No. 12 “Omnibus Opinion - 1967” if the employer has agreed to maintain a 
life insurance policy during the employee’s retirement or to provide the employee with a death benefit based on a 
substantive arrangement with the employee. In addition, an employer should recognize and measure an asset based 
on the nature and substance of the collateral assignment split-dollar life insurance arrangement. EITF 06-10 requires 
recognition of the effects of its application as either (a) a change in accounting principle through a cumulative effect 
adjustment to retained earnings or other components of equity or net assets in the statement of financial position at the 
beginning of the year of adoption or (b) a change in accounting principle through retrospective application to all prior 
perio‘ds.-KPCo-adopted-E~-06-1O-effective-January--l~~OO8-with-a- cumulative-effect-reduction-of- $365 -thousand -- --- - -- 

(net of tax of $197 thousand) to beginning earnings. 
-- _ _ _  

EITF Issue No. 06-11 ‘%Accounting for Income Tax BeneJts of Dividends on Share-Based Payment Awards” 
(EITF 06-11) 

In June 2007, the FASB ratified the EITF consensus on the treatment of income tax benefits of dividends on employee 
share-based compensation. The issue is how a company should recognize the income tax benefit received on 
dividends that are paid to employees holding equity-classified nonvested shares, equity-classified nonvested share 
units or equity-classified outstanding share options and charged to retained earnings under SFAS 123R, “Share-Based 
Payments.” Under EITF 06-1 1, a realized income tax benefit from dividends or dividend equivalents that are charged 
to retained earnings and are paid to employees for equity-classified nonvested equity shares, nonvested equity share 
units and outstanding equity share options should be recognized as an increase to additional paid-in capital. 

KPCo adopted EITF 06-1 1 effective January 1,2008. EITF 06-1 1 is applied prospectively to the income tax benefits 
of dividends on equity-classified employee share-based payment awards that are declared in fiscal years after 
September 15,2007. The adoption of this standard had an immaterial impact on the financial statements. 

FASB Staff Position FIN 39-1 “Amendment of FASB Interpretation No. 39” (FlN 39-1) 

In April 2007, the FASB issued FIN 39-1. It amends FASB Interpretation No. 39, “Offsetting of Amounts Related to 
Certain Contracts” by replacing the interpretation’s definition of contracts with the definition of derivative 
instruments per SFAS 133. It also requires entities that offset fair values of derivatives with the same party under a 
netting agreement to also net the fair values (or approximate fair values) of related cash collateral. The entities must 
disclose whether or not they offset fair values of derivatives and related cash collateral and amounts recognized for 
cash collateral payables and receivables at the end of each reporting period. 

KPCO-11 - 



KPCo adopted FIN 39-1 effective January 1,2008. This standard changed the method of netting certain balance sheet 
amounts and reduced assets and liabilities. It requires retrospective application as a change in accounting principle. 
Consequently, KPCo reclassified the following amounts on its December 3 1,2007 balance sheet as shown: 

As Reported for 
Balance Sheet the December 2007 FIN 39-1 the March 2008 

As Reported for 

Line Description 10-K Reclassification 10-Q 
Current Assets: (in thousands) 
Risk Management Assets $ 12,480 $ (359) $ 12,121 
Prepayments and Other 4,701 (677) 4,024 

Long-term Risk Management Assets 15,356 (530) 14,826 

Current Liabilities: 
10,310 
14,422 

Long-term Risk Management Liabilities 9,711 (12) 9,699 

Risk Management Liabilities 10,974 (664) 
Customer Deposits 15,312 (890) 

For certain risk management contracts, KPCo is required to post or receive cash collateral based on third party 
contractual agreements and risk profiles. For the March 31, 2008 balance sheet, KPCo netted $1.8 million of cash 
collateral received from third parties against short-term and long-term risk management assets and $2.7 million of 
cash collateral paid to third parties against short-term and long-term risk management liabilities. 

Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and financial position that may result from 
any such future changes. The FASB is currently working on several projects including revenue recognition, liabilities 
and equity, emission allowances, leases, insurance, subsequent events and related tax impacts. Management also 
expects to see more FASB projects as a result of its desire to converge International Accounting Standards with 
GAAP. The ultimate pronouncements resulting from these and future projects could have an impact on future results 
of operations and financial position. 

3. RATEMATTERS 

As discussed in KPCo’s 2007 Annual Report, KPCo is involved in rate and regulatory proceedings at the FERC and 
the KPSC. The Rate Matters note within the 2007 Annual Report should be read in conjunction with this report to 
gain a complete understanding of material rate matters still pending that could impact results of operations, cash flows 
and possibly financial condition. The following discusses ratemaking developments in 2008 and updates the 2007 
Annual Report. 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court 
judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside of the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. The KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable to KPCo, it is possible that the AG or another intervenor could challenge 
KPCo’s existing surcharges, which are not specifically authorized by statute. These include KPCo’s fuel clause 
surcharge, annual Rockport Plant capacity surcharge, merger surcredit and off-system sales credit rider. These 
surcharges are currently producing net annual revenues of approximately $10 million. The KPSC has asked interested 
parties to brief the issue in KPCo’s outstanding fuel cost proceeding. The AG stated that the KPCo fuel clause should 
be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without a full rate case 
review. The KPSC issued an order stating that it has the authority to provide for surcharges and surcredits until the 
Court of Appeals rules. The appeals process could take up to two years to complete. The AG agreed to stay its 
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challenge during that time. KPCo’s exposure is indeterminable at this time since it is not known whether a final 
adverse appeal could result in a refund of prior amounts collected, which would have an adverse effect on future 
results of operations and cash flows. 

2008 Fuel Cost Reconciliation 

In January 2008, KPCo filed its semi-annual fuel cost reconciliation covering the period May 2007 through October 
2007. As part of this filing, KPCo sought recovery of incremental costs associated with transmission line losses billed 
by PJM since June 2007 due to the implementation of marginal loss pricing. KPCo expensed these incremental PJM 
costs associated with transmission line losses pending a determination that they are recoverable through the Kentucky 
fuel clause back to June 2007. If recovery of the incremental PJM costs through the fuel clause is denied, future 
results of operations and cash flows would be adversely affected. A decision is expected in May 2008. 

FERC Rate Matters 

Transmission Rate Proceedings at the FERC 

SECA Revenue Subiect to Refund 

Effective December 1 , 2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected at FERC’s direction load-based charges, referred to as RTO SECA, to 
partially mitigate the loss of T&O revenues on a temporary basis through March 31,2006. Intervenors objected to the 
temporary SECA rates, raising various issues. As a result, the FERC set SECA rate issues for hearing and ordered 
that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates to other 
utilities at considerably lesser amounts than they collected. If a refund is ordered, the AEP East companies would 
also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized gross 
SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated leaving 
AEP and ultimately its internal load customers to make up the short fall in revenues. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates must be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes that the FERC should reject 
the ALJ’s initial decision because it contradicts prior related FERC decisions, which are presently subject to 
rehearing. Furthermore, management believes the ALJ’s findings on key issues are largely without merit. As a result, 
SECA ratepayers have been willing to engage with AEP in settlement discussions. AEP has been engaged in 
settlement discussions in an effort to settle the SECA issue. However, if the ALJ’s initial decision is upheld in its 
entirety, it could result in a disallowance of a large portion on any unsettled SECA revenues. 

During 2006, the AEP East companies provided reserves of $37 million for net refunds for current and future SECA 
settlements. After reviewing existing settlements, the AEP East companies increased their reserves by an additional 
$5 million in December 2007. KPCo provided reserves of $3 million and $400 thousand in 2006 and 2007, 
respectively. 

- _ _  - _  - __ _ _ -  

Completed and in-process settlements cover $105 million of the $220 million of SECA revenues and will consume 
about $7 million of the reserve for refund, leaving approximately $1 15 million of contested SECA revenues and $35 
million of refund reserves. 
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If the FERC adopts the ALJ’s decision and/or AEP cannot settle the remaining unsettled claims within the amount 
reserved for refunds, it will have an adverse effect on future results of operations and cash flows. Based on advice of 
external FERC counsel, recent settlement experience and the expectation that most of the unsettled SECA revenues 
will be settled, management believes that the remaining reserve of $35 million is adequate to cover all remaining 
settlements. KPCo’s portion of the reserve is $3 million. However, management cannot predict the ultimate outcome 
of ongoing settlement discussions or future FERC proceedings or court appeals, if such are necessary. 

The FERC PJM Renional Transmission Rate Proceeding 

With the elimination of T&O rates and the expiration of SECA rates and after considerable administrative litigation at 
the FERC in which AEP sought to mitigate the effect of T&O rate elimination, .the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 kV and higher voltage 
transmission facilities built in PJM would be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain regulatory approvals for recovery of any costs of new facilities that are assigned to 
them. AEP had requested rehearing of this order, which the FERC denied. AEP filed a Petition for Review of the 
FERC orders in this case in February 2008 in the United States Court of Appeals. Management cannot estimate at 
this time what effect, if any, this order will have on the AEP East companies’ future construction of new transmission 
facilities, results of operations and cash flows. 

The AEP East companies filed for and in 2006 obtained increases in its wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. AEP has also sought and received retail rate increases in Ohio, 
Virginia, West Virginia and Kentucky to recover lost T&O revenues previously applied to reduce retail rates. As a 
result, AEP is now recovering approximately 85% of the lost T&O transmission revenues. AEP received net SECA 
transmission revenues of $128 million in 2005. 

- 

The FERC PJM and MISO Renional Transmission Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PJM/MISO region (the Super 
Region) to file, by August 1, 2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1,2008. All of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to support continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwayhyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argues the use of other PJM and MISO facilities by AEP is 
not as large as the use of AEP transmission by others in PJM and MISO. Therefore, a regional rate design change is 
required to recognize that the provision and use of transmission service in the Super Region is not sufficiently uniform 
between transmission owners and users to justify zonal rates. In January 2008, the FERC denied AEP’s complaint. 
AEP filed a rehearing request with the FERC in March 2008. Should this effort be successful, KPCo would reduce 
future retail revenues in their next fuel or base rate proceedings. Management is unable to predict the outcome of this 
case. 

4. COMMITMENTS, GUARAN’IXES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, business 
activities are subject to extensive governmental regulation related to public health and the environment. The ultimate 
outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material adverse effect on the fmancial statements. The Commitments, Guarantees and Contingencies note within 
the 2007 Annual Report should be read in conjunction with this report. 
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GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to 
third parties. 

Indemnifications and Other Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to March 3 1,2008, 
KPCo entered into sale agreements including indemnifications with a maximum exposure that was not significant. 
There are no material liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SWPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SWEPCo related to power purchase and sale 
activity conducted pursuant to the SIA. 

Master Oueratinn Lease 

KPCo leases certain equipment under a master operating lease. Under the lease agreement, the lessor is guaranteed to 
receive up to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of 
the leased equipment is below the unamortized balance at the end of the lease term, KPCo has committed to pay the 
difference between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of 
the unamortized balance. Historically, at the end of the lease term the fair market value has been in excess of the 
unamortized balance. Assuming the fair market value of the equipment is zero at the end of the lease term, the 
maximum potential loss for these lease agreements was approximately $2 million as of March 3 1,2008. 

- _- -_ _ _  - _ _  - - CONTINGENCIES- - -- 

Carbon Dioxide (COj Public Nuisance Claim 

In 2004, eight states and the City of New York filed an action in federal district court for the Southern District of New 
York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. The 
Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against the 
same defendants. The actions allege that COz emissions fiom the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments fi-om the defendants. The dismissal of this lawsuit was appealed to the 
Second Circuit Court of Appeals. Briefing and oral argument have concluded. On April 2,2007, the U.S. Supreme 
Court issued a decision holding that the Federal EPA has authority to regulate emissions of COz and other greenhouse 
gases under the CAA, which may impact the Second Circuit’s analysis of these issues. The Second Circuit requested 
supplemental briefs addressing the impact of the Supreme Court’s decision on this case. Management believes the 
actions are without merit and intends to defend against the claims. 

Alaskan Villages’ Claims 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in federal court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil & gas 
companies, a coal company, and other electric generating companies. The complaint alleges that the defendants‘ 
emissions of COz contribute to global warming and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global warming will require the relocation of the village at an alleged cost of 
$95 million to $400 million. Management believes the action is without merit and intends to defend against the 
claims. 
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FERC Long-term Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 200 1 
California energy price spike which the customers alleged were “high-priced.” The complaint alleged that KPCo and 
other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was allegedly 
dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, the US. 
Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for further 
proceedings. That decision was appealed and argued before the US. Supreme Court in February 2008. Management 
is unable to predict the outcome of these proceedings or their impact on future results of operations and cash flows. 
Management asserted claims against certain companies that sold power to KPCo and other AEP subsidiaries, which 
was resold to the Nevada utilities, seeking to recover a portion of any amounts that may be owed to the Nevada 
utilities. 

5. BENEFITPLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majority 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. In 
addition, KPCo participates in other postretirement benefit plans sponsored by AEP to provide medical and death 
benefits for retired employees. 

Coinpoizents of Net Periodic Benefit Cost 

The following table provides the components of AEP’s net periodic benefit cost for the plans for the three months 
ended March 3 1,2008 and 2007: 

Other Postretirement 

Three Months Ended March 31, 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in millions) 

Three Months Ended March 31, 

Service Cost $ 25 $ 24 $ 10 $ 10 
Interest Cost 63 59 28 26 

(85) (28) (26) 
7 7 

Expected Return on Plan Assets (84) 
Amortization of Transition Obligation - 
Amortization of Net Actuarial Loss 9 15 3 3 
Net Periodic Benefit Cost $ 13 $ 13 $ 20 $ 20 

The following table provides KPCo’s net periodic benefit cost for the plans for the three months ended March 31, 
2008 and 2007: 

Other Postretirement 

Three Months Ended March 31, 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in thousands) 

Three Months Ended March 31, 

Net Periodic Benefit Cost $ 249 $ 255 $ 401 $ 426 

6. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, trmsmission and distribution business. 
KPCo’s other activities are insignificant. 
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7. INCOMETAXES 

KPCo adopted FIN 48 as of January 1, 2007. As a result, KPCo recognized an increase in the liabilities for 
unrecognized tax benefits, as well as related interest expense and penalties, which was accounted for as a reduction to 
the January 1 , 2007 balance of retained earnings. 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
group. 

KPCo and other AEP subsidiaries are no longer subject to U.S. federal examination for years before 2000. However, 
KPCo and other AEP subsidiaries have filed refund claims with the IRS for years 1997 through 2000 for the CSW 
pre-merger tax period, which are currently being reviewed. KPCo and other AEP subsidiaries have completed the 
exam for the years 2001 through 2003 and have issues that will be pursued at the appeals level. The returns for the 
years 2004 through 2006 are presently under audit by the IRS. Although the outcome of tax audits is uncertain, in 
management’s opinion, adequate provisions for income taxes have been made for potential liabilities resulting from 
such matters. In addition, KPCo accrues interest on these uncertain tax positions. Management is not aware of any 
issues for open tax years that upon final resolution are expected to have a material adverse effect on results of 
operations. 

KPCo, along with other AEP subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP subsidiaries have 
filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact results of operations. With few exceptions, 
KPCo is no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

State Tax Legislation 

In March 2008, the Governor of West Virginia signed legislation providing for, among other things, a reduction in the 
West Virgmia corporate income tax rate from 8.75% to 8.5% beginning in 2009. The corporate income tax rate could 
also be reduced to 7.75% in 2012 and 7% in 2013 contingent upon the state govemment achieving certain minimum 
levels of shortfall reserve funds. Management continues to evaluate the impact of the law change, but does not expect 
the law change to have a material impact on results of operations, cash flows or financial condition. 

On July 12, 2007, the Governor of Michigan signed Michigan Senate Bill 0094 (MBT Act) and related companion 
bills into law providing a comprehensive restructuring of Michigan’s principal business tax. The new law was 
effective January 1,2008 and replaced the Michigan Single Business Tax that expired at the end of 2007. The MBT 
Act is composed of a new tax which will be calculated based upon two components: (a) a business income tax (BIT) 
imposed at a rate of 4.95% and (b) a modified gross receipts tax (GRT) imposed at a rate of 0.80%, which will 
collectively be referred to as the BIT/GRT tax calculation. The new law also includes significant credits for engaging 
in Michigan-based activity. 

- - _ _ _  - __ _ _ _  _ _  - --  - ._ 

On September 30, 2007, the Governor of Michigan signed House Bill 5 198, which amends the MBT Act to provide 
for a new deduction on the BIT and GRT tax returns equal to the book-tax basis difference triggered as a result of the 
enactment of the MBT Act. This new state-only temporary difference will be deducted over a 15- year period on the 
MBT Act tax returns starting in 2015. The purpose of the new MBT Act state deduction was to provide companies 
relief from the recordation of the SFAS 109 Income Tax Liability. Management has evaluated the impact of the MBT 
Act and the application of the MBT Act will not materially affect results of operations, cash flows or financial 
condition. 



8. FINANCING ACTIVITIES 

Lines of Credit 

The AEP System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
corporate borrowing program operates in accordance with the terms and conditions approved in a regulatory order. 
The amount of outstanding borrowings from the Utility Money Pool as of March 3 1 2008 and December 3 1,2007 are 
included in Advances from Affiliates on KPCo’s balance sheets. KPCo’s Utility Money Pool activity and 
corresponding authorized borrowing limits for the three months ended March 3 1,2008 are described in the following 
table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool Money Pool Money Pool March 31,2008 Limit 

(in thousands) 
$ 40,595 !$ - $ 20,944 $ - $  40,305 $ 250,000 

Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the three months ended March 3 1,2008 and 2007 are summarized in the following table: 

Maximum Minimum Maximum Minimum Average Average 
Interest Rates Interest Rates Interest Rates Interest Rates Interest Rate Interest Rate 

for Funds for Funds for Funds For Funds for Funds for Funds 
Borrowed from Borrowed from Loaned to the Loaned to the Borrowed from Loaned to the 

the Utility the Utility Utility Money Utility Money the Utility Utility Money 
Money Pool Money Pool Pool Pool Money Pool Pool 

2008 5.37% 3.39% -% -% 4.09% -% 
2007 5.43% 5.30% -% -% 5.34% -% 

Credit Facilities 

In April 2008, the Parent, the AEP East companies and the AEP West companies entered into a $650 million 3-year 
credit agreement with a third party. Concurrently, the Parent, the AEP East companies and the AEP West companies 
also entered into a $350 million 364-day credit agreement with a third party. 
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GLOSSARY OF TERMS 
When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Term 

AEP or Parent 
AEP East companies 
AEP System or the System 

AEP West companies 
AEPSC 

ALJ 
APCO 
CAA 
CSPCO 
csw 
DETM 
EITF 
EITF 06-10 

FASB 
Federal EPA 
FERC 
FIN 
FIN 48 

- -FSP 
FTR 
GAAP 
IRS 
I&M 
KPCO 
KPSC 
MIS0 
MTM 
NO, 
NSR 
occ 
OPCO 
OTC 
PUCT 
PJM 
PSO 
Risk Management Contracts 

RTO 
SECA 
SFAS 

SFAS 133 

SFAS 157 

.__- 

Meaning 

American Electric Power Company, Inc. 
APCo, CSPCo, I&M, KPCo and OPCo. 
American Electric Power System, an integrated electric utility system, owned and operated by 

PSO, SWEPCo, TCC and TNC. 
American Electric Power Service Corporation, a service subsidiary providing management and 

Administrative Law Judge. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Clean Air Act. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21,2003, the legal 

name of Central and South West Corporation was changed to AEP Utilities, Inc.). 
Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
EITF Issue No. 06-10 “Accounting for Collateral Assignment Split-Dollar Life Insurance 

Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FIN 48, “Accounting for Uncertainty in Income Taxes” and FASB Staff Position FIN 48-1 

FASB Staff-Position. __ 

Financial Transmission Right. 
Accounting Principles Generally Accepted in the United States of America. 
Internal Revenue Service. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Commission. 
Midwest Independent Transmission System Operator. 
Mark-to-Market. 
Nitrogen Oxide. 
New Source Review. 
Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 
Over-the-counter. 
Public Utility Commission of Texas. 
Pennsylvania - New Jersey - Maryland regional transmission organization. 
Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Trading and nontrading derivatives, including those derivatives designated as cash flow and fair 

Regional Transmission Organization. 
Seams Elimination Cost Allocation. 
Statement of Financial Accounting Standards issued by the Financial Accounting Standards 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments 

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements.” 

AEP’s electric utility subsidiaries. 

professional services to AEP and its subsidiaries. 

Arrangements.” 

“Definition of Settlement in FASB Interpretation No. 48.” 
- - _ _  __ - .  ~- 

value hedges. 

Board. 

and Hedging Activities.” 
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Term 

SFAS 159 

SIA 
so2 
SWEPCO 
TCC 
TNC 
Utility Money Pool 

Meaning 

Statement of Financial Accounting Standards No. 159, “The Fair Value Option for Financial 

System Integration Agreement. 
Sulfur Dioxide. 
Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 

Assets and Financial Liabilities.” 
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JiENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF INCOME 

For the Three and Six Months Ended June 30,2008 and 2007 
(in thousands) 
(Unaudited) 

REVENUES 
Electric Generation, Transmission and Distribution 
Sales to AEP Affiliates 
Other 
TOTAL 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 
Purchased Electricity for Resale 
Purchased Electricity from AEP Affiliates 
Other Operation 
Maintenance 
Depreciation and Amortization 
Taxes Other Than Income Taxes 
TOTAL 

OPERATING INCOME 

Other Income (Expense): 
Interest Income 
Allowance for Equity Funds Used During Construction 
Interest Expense 

INCOME BEFORE INCOME TAX EXPENSE 
(CREDIT) 

Income Tax Expense (Credit) 

NET INCOME 

Three Months Ended 
2008 2007 2008 2007 

Six Months Ended 

$ 128,152 $ 123,280 $ 275,211 $ 263,766 
18,729 11,162 38,782 24,623 

170 88 348 237 
147,051 134,530 314,341 288,626 

14,262 40,121 63,473 78,425 
5,706 3,457 9,472 6,762 

60,262 43,578 114,452 86,835 
13,877 14,632 29,385 30,5 18 
16,603 10,337 26,523 18,547 
11,941 11,730 23,899 23,526 
2,872 2,973 4,052 5,776 

125,523 126,828 271,256 250,389 

21,528 7,702 43,085 38,237 

553 72 1,841 184 
333 24 677 38 

(7,496) (7,201) (14,35 1) (14,212) 

14,918 597 3 1,252 24,247 

3,988 (633) 9,178 7,806 

The common stock of KPCo is wholly-owned by AEP. 

See Condensed Notes to Condensed Financial Statements. 

$ 10,930 $ 1,230 $ 22,074 $ 16,441 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF C W G E S  IN COMMON SlIAREHOLDER'S 

EQUITY AND COMI'REI3ENSIVE INCOME (LOSS) 
For the Six Months Ended June 30,2008 and 2007 

(in thousands) 
(Unaudited) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 

DECEMBER 31,2006 
Stock Capital Earnings Income (Loss) Total 

$ 50,450 $ 208,750 $ 108,899 $ 1,552 $ 369,651 

FIN 48 Adoption, Net of Tax (786) 
Common Stock Dividends 
TOTAL 

COMPREHENSIVE INCOME 
Other Comprehensive Income, Net of Taxes: 

Cash Flow Hedges, Net of Tax of $1,758 

(8,999) 

3,265 3,265 
NET INCOME 16,441 16,44 1 
TOTAL COMPREHENSIVE INCOME 19,706 

JUNE 30,2007 $ 50,450 $ 208,750 $ 115,555 $ 4,817 $ 379,572 

DECEMBER 31,2007 $ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

EITF 06-10 Adoption, Net of Tax of $197 
Common Stock Dividends 
TOTAL 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 22,074 22,074 
TOTAL COMPREHENSIVE INCOME 18,738 

JUNE 30,2008 $ 50,450 $ 208,750 $ 145,292 $ (4,150) $ 400,342 

Cash Flow Hedges, Net of Tax of $1,796 (3,336) (3,336) 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

ASSETS 
June 30,2008 and December 31,2007 

(in thousands) 
(Unaudited) 

2008 2007 
CURRENT ASSETS 

Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
Affiliated Companies 
Accrued Unbilled Revenues 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Prepayments and Other 
TOTAL 

PROPERTY, PLANT AND EQWMENT 
Electric: 

Production 
Transmission 
Distribution 

Other 
Construction Work in Progress 
Total 
Accumulated Depreciation and Amortization 

_ _  __ - - -__ 

TOTAL - NET 

OTHER NONCURRENT ASSETS 
Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges and Other 
TOTAL 

TOTAL ASSETS 

See Condensed Notes to Condensed Financial Statements. 

$ 600 $ 727 

25,089 
5,794 
2,267 

108 
(1,108) 
32,150 
11,119 
1 1,939 
41,852 
12,613 
6,3 6 1 

116,634 

20,196 
15,984 
2,904 

178 
(1,071) 
38,191 
8,338 

11,758 
12,121 
4,426 
4,024 

79,585 

483,686 482,653 
404,962 402,259 
513,872 502,486 
63,145 61,665 
78,064 46,439 

1,543,729- 1,495,502------ -- 

471,008 457,028 
1,072,721 1,038,474 

129,180 124,828 
22,738 14,826 
5 1,203 53,708 

203,121 193,362 

$ 1,392,476 $ 1,3 11,421 



KENTUCKY POWER COMPANY 
CONDENSED BALANCE SEIEETS 

LL4LBILITlES AND SHAREHOLDER’S EQUITY 
June 30,2008 and December 31,2007 

(Unaudited) 

CURRENT LIABILITIES 
Advances from Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Long-term Debt Due Within One Year - Nonaffiliated 
Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Other 
TOTAL 

NONCURRENT LIABILITIES 
Long-term Debt - Nonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred hvestment Tax Credits 
Deferred Credits and Other 
TOTAL 

TOTAL LIABILITIES 

Commitments and Contingencies (Note 4) 

COMMON SHAREHOLDER’S EQUITY 
Common Stock - Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL 

TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY 

2008 2007 

$ 48,435 $ 19,153 
’ (in thousands) 

33,119 32,603 
24,870 29,437 
30,000 30,000 
48,746 10,310 
15,686 14,422 
10,692 16,875 
27,677 3 1,909 

239,225 184,709 

398,465 398,373 
20,000 20,000 
17,880 9,699 

250,750 240,858 
4 1,009 46,434 
24,805 24,379 

752,909 739,743 

992,134 924,452 

50,450 50,450 
208,750 208,750 
145,292 128,583 

(4,1501 (814) 
400,342 386,969 

$8 1,392,476 $ 1,311,421 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CASH FLOWS 
For the Six Months Ended June 30,2008 and 2007 

(in thousands) 
(Unaudited) 

2008 
OPERATING ACTIVITIES 

Net Income $ 22,074 
Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 23,899 
Deferred Income Taxes 7,866 

Mark-to-Market of Risk Management Contracts 3,309 
Allowance for Equity Funds Used During Construction 

Change in Other Noncurrent Assets 
Change in Other Noncurrent Liabilities 

(677) 

(2,106) 
(1,599) 

Fuel, Materials and Supplies (2,962) 

Accrued Taxes, Net (5,369) 
Fuel OverMnder-Recovery, Net (8,187) 
Other Current Assets (3,1501 
Other Current Liabilities (3,373) 

Changes in Certain Components of Working Capital: 
' Accounts Receivable, Net 6,041 

Accounts Payable 1,462 

Net Cash Flows from Operating Activities 37,228 

2007 

$ 1 6,44 1 

4,650 

(1 1,273) 
1,673 
7,642 

283 
(2,398) 
37,533 

(3,346) 

INVESTING ACTIVITIES 
Construction Expenditures (61,434) (27,771) 
Proceeds from Sales of Assets 202 361 

- Net Cash Flows Used for Investing Activities (61,232) __ (27,410) - -  _ _ _ _ _ _ ~  ______________ ~ ~ _ _  ____ 

FTNANCING ACTIVITIES 
Change in Advances from Affiliates, Net 29,282 (917) 
Principal Payments for Capital Lease Obligations (405) (443) 
Dividends Paid on Common Stock (5,000) (8,999) 

Net Decrease in Cash and Cash Equivalents ( 127) (236) 

Net Cash Flows from (Used for) Financing Activities 23,877 (10,359) 

Cash and Cash Equivalents at  Beginning of Period 727 702 
Cash and Cash Equivalents at  End of Period $ 600 $ 466 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 14,536 $ 14,388 

603 821 
126 394 

Net Cash Paid for Income Taxes 
Noncash Acquisitions Under Capital Leases 
Construction Expenditures Included in Accounts Payable at June 30, 6,648 3,419 

See Condensed Notes to Condensed Financial Statements. 



CONDENSED NOTES TO CONDENSED FINANCIAL STATEMENTS 

1. Significant Accounting Matters 

2. New Accounting Pronouncements 

3. Rate Matters 

4. Commitments, Guarantees and Contingencies 

5 .  Benefit Plans 

6 .  Business Segments 

7. IncomeTaxes 

8. Financing Activities 
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1. SIGNLFICANT ACCOUNTING MATTERS 

General 

The accompanying unaudited condensed financial statements and footnotes were prepared in accordance with GAAP 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by 
GAAP for complete annual financial statements. 

In the opinion of management, the unaudited condensed interim financial statements reflect all normal and recurring 
accruals and adjustments necessary for a fair presentation of the results of operations, financial position and cash 
flows for the interim periods. The results of operations for the three and six months ended June 30, 2008 are not 
necessarily indicative of results that may be expected for the year ending December 3 1 , 2008. The accompanying 
condensed financial statements are unaudited and should be read in conjunction with the audited 2007 financial 
statements and notes thereto, which are included in KPCo’s 2007 Annual Report. 

Reclassiflcations 

Certain prior period financial statement items have been reclassified to conform to current period presentation. See 
“FSP FIN 39-1 Amendment of FASB Interpretation No. 39” section of Note 2 for discussion of changes in netting 
certain balance sheet amounts. These revisions had no impact on KPCo’s previously reported results of operations or 
changes in shareholder’s equity. 

2. NEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of final pronouncements, management thoroughly reviews the new accounting literature to determine 
the relevance, if any, to KPCo’s business. The following represents a summary of new pronouncements issued or 
implemented in 2008 and standards issued but not implemented that management has determined relate to KPCo’s 
operations. 

__ SFAS141 (revised 2007) “Business Combitiations? (SFAS 141R) _ _  _ _  - ~ - 

In December 2007, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It establishes how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. SFAS 141R requires disclosure of information 
for a business combination that occurs during the accounting period or prior to the issuance of the financial statements 
for the accounting period. 

SFAS 141R is effective prospectively for business combinations with an acquisition date on or after the beginning of 
the first annual reporting period after December 15,2008. Early adoption is prohibited. KPCo will adopt SFAS 141R 
effective January 1,2009 and apply it to any business combinations on or after that date. 

SFAS 157 ‘‘Fair Value Measurements” (SFAS 157) 

In September 2006, the FASB issued SFAS 157, enhancing existing guidance for fair value measurement of assets 
and liabilities and instruments measured at fair value that are classified in shareholder’s equity. The statement defines 
fair value, establishes a fair value measurement framework and expands fair value disclosures. It emphasizes that fair 
value is market-based with the highest measurement hierarchy level being market prices in active markets. The 
standard requires fair value measurements be disclosed by hierarchy level, an entity includes its own credit standing in 
the measurement of its liabilities and modifies the transaction price presumption. The standard also nullifies the 
consensus reached in EITF Issue No. 02-3 “Issues Involved in Accounting for Derivative Contracts Held for Trading 
Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (EITF 02-3) that prohbited the 
recognition of trading gains or losses at the inception of a derivative contract, unless the fair value of such derivative 
is supported by observable market data. 



In February 2008, the FASB issued FSP SFAS 157-1 “Application of FASB Statement No. 157 to FASB Statement 
No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease 
Classification or Measurement under Statement 13” (SFAS 157-1) which amends SFAS 157 to exclude SFAS 13 
“Accounting for Leases” (SFAS 13) and other accounting pronouncements that address fair value measurements for 
purposes of lease classification or measurement under SFAS 13. 

In February 2008, the FASB issued FSP SFAS 157-2 “Effective Date of FASB Statement No. 157” (SFAS 157-2) 
which delays the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial 
assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually). 

KPCo partially adopted SFAS 157 effective January 1, 2008. KPCo will fiilly adopt SFAS 157 effective January 1, 
2009 for items within the scope of FSP SFAS 157-2. The provisions of SFAS 157 are applied prospectively, except 
for a) changes in fair value measurements of existing derivative financial instruments measured initially using the 
transaction price under EITF 02-3, b) existing hybrid financial instruments measured initially at fair value using the 
transaction price and c) blockage discount factors. Although the statement is applied prospectively upon adoption, in 
accordance with the provisions of SFAS 157 related to EITF 02-3, amounts for transition adjustment are recorded to 
beginning retained earnings. The impact of considering AEP’s own credit risk when measuring the fair value of 
liabilities, including derivatives, had an immaterial impact on KPCo’s fair value measurements upon adoption. 

In accordance with SFAS 157, assets and liabilities are classified based on the inputs utilized in the fair value 
measurement. SFAS 157 provides definitions for two types of inputs: observable and unobservable. Observable 
inputs are valuation inputs that reflect the assumptions market participants would use in pricing the asset or liability 
developed based on market data obtained &om sources independent of the reporting entity. Unobservable inputs are 
valuation inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would 
use in pricing the asset or liability developed based on the best information in the circumstances. 

As defined in SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date (exit price). SFAS 157 establishes a fair 
value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest priority to 
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the lowest 
priority to unobservable inputs (level 3 measurement). 

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting 
entity has the ability to access at the measurement date. Level 1 inputs primarily consist of exchange traded contracts, 
listed equities and U.S. government treasury securities that exhibit sufficient frequency and volume to provide pricing 
information on an ongoing basis. 

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, 
either directly or indirectly. Lf the asset or liability has a specified (contractual) term, a Level 2 input must be 
observable for substantially the full term of the asset or liability. Level 2 inputs primarily consist of OTC broker 
quotes in moderately active or less active markets, exchange traded contracts where there was not sufficient market 
activity to warrant inclusion in Level 1, OTC broker quotes that are corroborated by the same or similar transactions 
that have occurred in the market and certain non-exchange-traded debt securities. 

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to measure fair 
value to the extent that the observable inputs are not available, thereby allowing for situations in which there is little, 
if any, market activity for the asset or liability at the measurement date. Level 3 inputs primarily consist of 
unobservable market data or are valued based on models and/or assumptions. 

Iclsk Management Contracts include exchange traded, OTC and bilaterally executed derivative contracts. Exchange 
traded derivatives, namely futures contracts, are generally fair valued based on unadjusted quoted prices in active 
markets and are classified withm level 1. Other actively traded. derivatives are valued using broker or dealer 
quotations, similar observable market transactions in either the listed or OTC markets, or through pricing models 
where significant valuation inputs are directly or indirectly observable in active markets. Derivative instruments, 
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primarily swaps, forwards, and options that meet these characteristics are classified within level 2. Bilaterally 
executed agreements are derivative contracts entered into directly with third parties, and at times these instruments 
may be complex structured transactions that are tailored to meet the specific customer’s energy requirements. 
Structured transactions utilize pricing models that are widely accepted in the energy industry to measure fair value. 
Generally, management uses a consistent modeling approach to value similar instruments. Valuation models utilize 
various inputs that include quoted prices for similar assets or liabilities in active markets, quoted prices for identical or 
similar assets or liabilities in markets that are not active, marlcet corroborated inputs (i.e. inputs derived principally 
from, or correlated to, observable market data), and other observable inputs for the asset or liability. Where 
observable inputs are available for substantially the full term of the asset or liability, the instrument is categorized in 
level 2. Certain OTC and bilaterally executed derivative instruments are executed in less active markets with a lower 
availability of pricing information. In addition, long-dated and illiquid complex or structured transactions or FTRS 
can introduce the need for internally developed modeling inputs based upon extrapolations and assumptions of 
observable market data to estimate fair value. When such inputs have a significant impact on the measurement of fair 
value, the instrument is categorized in level 3. In certain instances, the fair values of the transactions that use 
internally developed model inputs, classified as level 3 are offset partially or in full, by transactions included in level 
2 where observable market data exists for the offsetting transaction. 

The following table sets forth, by level within the fair value hierarchy, KPCo’s financial assets and liabilities that 
were accounted for at fair value on a recurring basis as of June 30,2008. As required by SFAS 157, financial assets 
and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value 
measurement. Management’s assessment of the significance of a particular input to the fair value measurement 
requires judgment, and may affect the valuation of fair value assets and liabilities and their placement within the fair 
value hierarchy levels. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of June 30,2008 

Assets: 
Level 1 Level 2 Level 3 Other Total 

(in thousands) 
- .  ._ 

Risk Management Assets: 
Risk Management Contracts (a) $ 7,613 $ 268,060 $ 2,300 $ (217,114) $ 60,859 
Cash Flow and Fair Value Hedges (a) 1,603 (1,061 1 542 
Dedesignated Risk Management Contracts (b) 3,189 3,189 
Total Risk Management Assets $ 7,613 !$ 269,663 $ 2,300 $ (214,986) $ 64,590 

Liabilities: 

Risk Management Liabilities: 
Risk Management Contracts (a) 
Cash Flow and Fair Value Hedges (a) 
DETM Assignment (c) 
Total Risk Management Liabilities 

$ 8,109 $ 260,610 $ 6,270 $ (216,302) $ 58,687 
7,479 (1,061 1 6,418 

132 1 1,521 
$ 8,109 $ 268,089 $ 6,270 $ (215,842) $ 66,626 

(a) 

(b) 

Amounts in “Other” column primarily represent counterparty netting of risk management contracts and associated cash 
collateral under FSP FIN 39-1. 
“Dedesignated Risk Management Contracts” are contracts that were originally MTM but were subsequently elected as normal 
under SFAS 133. At the time of the normal election the MTM value was fkozen and no longer fair valued. This will be 
amortized into revenues over the remaining life of the contract. 
See “Natural Gas Contracts with DETM’ section of Note 13 in the 2007 Annual Report. (c) 
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The following tables set forth a reconciliation of changes in the fair value of net trading derivatives and other 
investments classified as level 3 in the fair value herarchy: 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
Balance as of April 1,2008 $ (205 1 
Realized (Gain) Loss Included in Earnings (or Changes in Net Assets) (a) (112) 
Unrealized Gain (Loss) Included in Earnings (or Changes in Net Assets) Relating to Assets Still 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 

Held at the Reporting Date (a) 

Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of June 30,2008 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 
Balance as of January 1,2008 $ (157) 
Realized (Gain) Loss Included in Earnings (or Changes in Net Assets) (a) (89 1 
Unrealized Gain (Loss) Included in Earnings (or Changes in Net Assets) Relating to Assets Still 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 

Held at the Reporting Date (a) 

Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
‘Balance as of June 30,2008 

(a) Included in revenues on KPCo’s Condensed Statement of Income. 
(b) “Transfers in and/or out of Level 3” represent existing assets or liabilities that were either previously categorized 

as a higher level for which the inputs to the model became unobservable or assets and liabilities that were 
previously classified as level 3 for which the lowest significant input became observable during the period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on the Condensed Statements of Income. These net gains (losses) are recorded as regulatory 
assets/liabilities. 

SFAS 159 “Tlte Fair Value Option for Financial Assets and Financial Liabilities” (SFAS 159) 

In February 2007, the FASB issued SFAS 159, permitting entities to choose to measure many financial instruments 
and certain other items at fair value. The standard also establishes presentation and disclosure requirements designed 
to facilitate comparison between entities that choose different measurement attributes for similar types of assets and 
liabilities. If the fair value option is elected, the effect of the first remeasurement to fair value is reported as a 
cumulative effect adjustment to the opening balance of retained earnings. The statement is applied prospectively 
upon adoption. 

KPCo adopted SFAS 159 effective January 1, 2008. At adoption, KPCo did not elect the fair value option for any 
assets or liabilities. 
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SFAS 160 ‘Woncontrolling Interest in Consolidated Financial Statements” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifymg reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiary, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

SFAS 160 is effective for interim and annual periods in fiscal years beginning after December 15, 2008. The 
statement is applied prospectively upon adoption. Early adoption is prohibited. Upon adoption, prior period financial 
statements will be restated for the presentation of the noncontrolling interest for comparability. Although 
management has not completed its analysis, management expects that the adoption of this standard will have an 
immaterial impact on the frnancial statements. KPCo will adopt SFAS 160 effective January 1,2009. 

SFAS 161 “Disclosures about Derivative Instruments and Hedging Activities” (SFAS 161) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how derivative instruments and related hedged items are accounted for under SFAS 
133 and its related interpretations, and (c) how derivative instruments and related hedged items affect an entity’s 
financial position, financial performance and cash flows. SFAS 161 requires that objectives for using derivative 
instruments be disclosed in terms of underlying risk and accounting designation. This standard is intended to improve 
upon the existing disclosure eamework in SFAS 133. 

SFAS 161 is effective for fiscal years and interim periods beginning after November 15,2008. Management expects 
this standard to increase the disclosure requirements related to derivative instruments and hedging activities. It 
encourages retrospective application to comparative disclosure for earlier periods presented. KPCo will adopt SFAS 
161 effective January 1,2009. 

SFAS 162 “The Hierarchy of Generally Accepted Accounting Principles” (SFAS 162) 

In May 2008, the FASB issued SFAS 162, clarifying the sources of generally accepted accounting principles in 
descending order of authority. The statement specifies that the reporting entity, not its auditors, is responsible for its 
compliance with GAAP. 

SFAS 162 is effective 60 days after the SEC approves the Public Company Accounting Oversight Board’s 
amendments to AU Section 41 1, “The Meaning of Present Fairly in Conformity with Generally Accepted Accounting 
Principles.” Management expects the adoption of this standard will have no impact on the financial statements. 
KPCo will adopt SFAS 162 when it becomes effective. 

EITF Issue No. 06-1 0 “Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements” 

- ____ __ _ _  

(EITF 06-1 0) 

In March 2007, the FASB ratified EITF 06-10, a consensus on collateral assignment split-dollar life insurance 
arrangements in which an employee owns and controls the insurance policy. Under EITF 06-10, an employer should 
recognize a liability for the postretirement benefit related to a collateral assignment split-dollar life insurance 
arrangement in accordance with SFAS 106 “Employers’ Accounting for Postretirement Benefits Other Than Pension” 
or Accounting Principles Board Opinion No, 12 “Omnibus Opinion - 1967” if the employer has agreed to maintain a 
life insurance policy during the employee’s retirement or to provide the employee with a death benefit based on a 
substantive arrangement with the employee. In addition, an employer should recognize and measure an asset based 
on the nature and substance of the collateral assignment split-dollar life insurance arrangement. EITF 06-10 requires 
recognition of the effects of its application as either (a) a change in accounting principle through a cumulative effect 
adjustment to retained earnings or other components of equity or net assets in the statement of financial position at the 
beginning of the year of adoption or (b) a change in accounting principle through retrospective application to all prior 
periods. KPCo adopted EITF 06-10 effective January 1, 2008 with a cumulative effect reduction of $562 thousand 
($365 thousand, net of tax) to beginning earnings. 
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EITF Issue No. 06-11 “Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards” 

In June 2007, the FASB ratified the EITF consensus on the treatment of income tax benefits of dividends on employee 
share-based compensation. The issue is how a company should recognize the income tax benefit received on 
dividends that are paid to employees holding equity-classified nonvested shares, equity-classified nonvested share 
units or equity-classified outstanding share options and charged to retained earnings under SFAS 123R, “Share-Based 
Payments.” Under EITF 06-1 1 , a realized income tax benefit &om dividends or dividend equivalents that are charged 
to retained earnings and are paid to employees for equity-classified nonvested equity shares, nonvested equity share 
units and outstanding equity share options should be recognized as an increase to additional paid-in capital. EITF 06- 
11 is applied prospectively to the income tax benefits of dividends on equity-classified employee share-based 
payment awards that are declared in fiscal years after December 15,2007. 

KPCo adopted EITF 06-1 1 effective January 1,2008. The adoption of this standard had an immaterial impact on the 
financial statements. 

(EITF 06-11) 

FSP SFAS 142-3 “Determination of the Useful Life of Intangible Assets” (SFAS 142-3) 

In April 2008, the FASB issued SFAS 142-3 amending factors that should be considered in developing renewal or 
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS 142, “Goodwill 
and Other Intangible Assets.” The standard is expected to improve consistency between the use l l  life of a 
recognized intangible asset and the period of expected cash flows used to measure its fair value. 

SFAS 142-3 is effective for interim and annual periods in fiscal years beginning after December 15, 2008. Early 
adoption is prohibited. Upon adoption, the guidance within SFAS 142-3 will be prospectively applied to intangible 
assets acquired after the effective date. Management expects that the adoption of this standard will have an 
immaterial impact on the financial statements. KPCo will adopt SFAS 142-3 effective January 1,2009. 

FSP FIN 39-1 ‘%Amendment of FASB Interpretation No. 39” (FIN 39-1) 

In April 2007, the FASB issued FIN 39-1. It amends FASB Interpretation No. 39, “Offsetting of Amounts Related to 
Certain Contracts” by replacing the interpretation’s definition of contracts with the definition of derivative 
instruments per SFAS 133. It also requires entities that offset fair values of derivatives with the same party under a 
netting agreement to also net the fair values (or approximate fair values) of related cash collateral. The entities must 
disclose whether or not they offset fair values of derivatives and related cash collateral and amounts recognized for 
cash collateral payables and receivables at the end of each reporting period. 

KPCo adopted FIN 39-1 effective January 1,2008. This standard changed the method of netting certain balance sheet 
amounts and reduced assets and liabilities. It requires retrospective application as a change in accounting principle. 
Consequently, KPCo reclassified the following amounts on its December 3 1 , 2007 balance sheet as shown: 

As Reported for As Reported for 
the December 2007 FIN 39-1 the June 2008 Balance Sheet 

Line Description 10-K Reclassification 10-Q 
Current Assets: (in thousands) 
Risk Management Assets $ 12,480 $ (359) $ 12,121 
Prepayments and Other 4,701 (677) 

Long-term Risk Management Assets 15,356 (530) 
4,024 

14,826 

Current Liabilities: 
Risk Management Liabilities 
Customer Deposits 

Long-term Risk Management Liabilities 

10,974 (664) 10,310 
15,312 (890) 14,422 
9,711 (12) 9,699 

For certain risk management contracts, KPCo is required to post or receive cash collateral based on third party 
contractual agreements and risk profiles. For the June 30, 2008 balance sheet, KPCo netted $5.1 million of cash 
collateral received &om third parties against short-term and long-term risk management assets and $4.3 million of 
cash collateral paid to third parties against short-term and long-term risk management liabilities. 
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Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and financial position that may result from 
any such future changes. The FASB is currently working on several projects including revenue recognition, 
contingencies, liabilities and equity, emission allowances, leases, hedge accounting, trading inventory and related tax 
impacts. Management also expects to see more FASB projects as a result of its desire to converge International 
Accounting Standards with GAAP. The ultimate pronouncements resulting from these and future projects could have 
an impact on future results of operations and financial position. 

3. . RATEMATTERS 

As discussed in KPCo’s 2007 Annual Report, KPCo is involved in rate and regulatory proceedings at the FERC and 
the KPSC. The Rate Matters note within the 2007 Annual Report should be read in conjunction with this report to 
gain a complete understanding of material rate matters still pending that could impact results of operations, cash flows 
and possibly financial condition. The following discusses ratemaking developments in 2008 and updates the 2007 
Annual Report. 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court 
judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside o f  the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. The KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable, KPCo has existing surcharges which are not specifically authorized by 

and the off-system sales credit rider. On an annual basis these surcharges recently ranged from revenues of 
approximately $10 million to a reduction of revenues of $2 million due to the volatility of these surcharges. The 
KPSC asked interested parties to brief the issue in KPCo’s fuel cost proceeding. The AG responded that the KPCo 
fuel clause should be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without 
a full rate case review. The KPSC issued an order stating that it has the authority to provide for surcharges and 
surcredits until the Court of Appeals rules. The appeals process could take up to two years to complete. The AG 
agreed to stay its challenge during that time. KPCo’s exposure is indeterminable at this time since it is not known 
whether a final adverse appeal could result in a refund of prior amounts collected, which would have an adverse effect 
on future results of operations and cash flows. 

- - statute. These include WGo2s fuel-clause surcharge, annual Rockport Plant capacity surcharge, the merger surcredit- -- --- - -_ 

2008 Fuel Cost Reconciliation 

In January 2008, KPCo filed its semi-annual fuel cost reconciliation covering the period May 2007 through October 
2007. As part of this filing, KPCo sought recovery of incremental costs associated with transmission line losses billed 
by PJM since June 2007 due to PJM’s implementation of marginal loss pricing. KPCo expensed these incrementai 
PJM costs associated with transmission line losses pending a determination that they are recoverable through the 
Kentucky fuel clause. In June 2008, the KPSC issued an order approving KPCo’s semi-annual fuel cost reconciliation 
filing and recovery of incremental costs associated with transmission line losses billed by PJM beginning May 2008. 
Therefore, in the second quarter of 2008, KPCo recorded $13 million of income and the related Regulatory Asset for 
Under-Recovered Fuel Costs for transmission line losses incurred from June 2007 through June 2008 of which $7 
million related to 2007. 
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FERC Rate Matters 

Regional Transmission Rate Proceedings at the FERC 

SECA Revenue Subject to Refund 

Effective December 1,2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected at FERC’s direction load-based charges, referred to as RTO SECA, to 
partially mitigate the loss of T&O revenues on a temporary basis through March 3 1 , 2006. Intervenors objected to the 
temporary SECA rates, raising various issues. As a result, the FERC set SECA rate issues for hearing and ordered 
that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates to other 
utilities at considerably lesser amounts than they collected. If a refund is ordered, the AEP East companies would 
also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized gross 
SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated leaving 
the AEP East companies and ultimately their internal load customers to make up the short fall in revenues. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates must be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes that the FERC should reject 
the ALJ’s initial decision because it contradicts prior related FERC decisions, which are presently subject to 
rehearing. Furthermore, management believes the ALJ’s findings on key issues are largely without merit. As a result, 
SECA ratepayers have been willing to engage with AEP in settlement discussions. AEP has been engaged in 
settlement discussions in an effort to settle the SECA issue. However, if the ALJ’s initial decision is upheld in its 
entirety, it could result in a disallowance of a large portion on any unsettled SECA revenues. 

During 2006, the AEP East companies provided reserves of $37 million for net refunds for current and future SECA 
settlements. After reviewing existing settlements, the AEP East companies increased their reserves by an additional 
$5 million in December 2007. KPCo provided reserves of $3 million and $400 thousand in 2006 and 2007, 
respectively. 

Completed and in-process settlements cover $107 million of the $220 million of SECA revenues and will consume 
about $7 million of the reserve for refund, leaving approximately $1 13 million of contested SECA revenues and $35 
million of refund reserves. 

If the FERC adopts the ALJ’s decision and/or AEP cannot settle the remaining unsettled claims withm the amount 
reserved for refunds, it will have an adverse effect on future results of operations and cash flows. Based on advice of 
external FERC counsel, recent settlement experience and the expectation that most of the unsettled SECA revenues 
will be settled, management believes that the remaining reserve of $35 million is adequate to cover all remaining 
settlements. KPCo’s portion of the reserve is $3 million. However, management cannot predict the ultimate outcome 
of ongoing settlement discussions or future FERC proceedings or court appeals, if such are necessary. 

The FERC PJM Reaional Transmission Rate Proceeding 

With the elimination of T&O rates and the expiration of SECA rates and after considerable administrative litigation at 
the FERC in which AEP sought to mitigate the effect of T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 kV and higher voltage 
transmission facilities built in PJM would be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain regulatory approvals for recovery of any costs of new facilities that are assigned to 
them. AEP had requested rehearing of this order, which the FERC denied. In February 2008, AEP filed a Petition for 
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Review of the FERC orders in this case in the United States Court of Appeals. Management cannot estimate at this 
time what effect, if any, this order will have on the AEP East companies’ future construction of new transmission 
facilities, results of operations and cash flows. 

The AEP East companies filed for and in 2006 obtained increases in its wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. AEP has also sought and received retail rate increases in Ohio, 
Virginia, West Virginia and Kentucky. As a result, AEP is now recovering approximately 85% of the lost T&O 
transmission revenues. AEP received net SECA transmission revenues of $128 million in 2005. I&M requested 
recovery of these lost revenues in its Indiana rate filing in January 2008 but does not expect to commence recovering 
the new rates until early 2009. Future results of operations and cash flows will continue to be adversely affected in 
Indiana and Michigan until the remaining 15% of the lost T&O transmission revenues are recovered in retail rates. 

The FERC PJM and MIS0 Renional Transmission Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PJMflMSO region (the Super 
Region) to file, by August 1 , 2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1,2008. All of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to support continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwayhyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argues the use of other PJM and MIS0 facilities by AEP is 
not as large as the use of AEP transmission by others in PJM and MISO. Therefore, a regional rate design change is 
required to recognize that the provision and use of transmission service in the Super Region is not sufficiently uniform 
between transmission owners and users to justify zonal rates. In January 2008, the FERC denied AEP’s complaint. 
AEP filed a rehearing request with the FERC in March 2008. Should this effort be successful, earnings could benefit 
for a certain period due to regulatory lag; however, AEP East companies would reduce future retail revenues in their 
next fuel or base rate proceedings. Management is unable to predict the outcome of this case. 

PJM Transmission Forinula Rate Filing 

In July 2008, AEP filed an application with theJ3ERC to-increase its rates for wholesale @ansmission servii withii 
PJM. The filing seeks to implement a formula rate allowing annual adjustments reflecting future changes in AEP’s 
cost of service. The requested increase would result in additional annual revenues for AEP of approximately $9 
million from nonaffiliated customers within PJM. AEP requested an effective date of October 1,2008. Management 
is unable to predict the outcome of this filing. 

Allocation of Off-system Sales Margins 

In August 2007, the OCC issued an order adopting the ALJ’s recommendation that the allocation of system 
sales/trading margins is a FERC jurisdictional issue. In October 2007, the OCC orally directed the OCC staff to 
explore filing a complaint at FERC alleging the allocation of off-system sales margins to PSO is improper. In June 
2008, the ALJ issued a fmal recommendation and incorporated the prior finding that the OCC lacked authority to 
review AEP’s application of a FERC-approved methodology. The OCC is scheduled to consider the final 
recommendation in August 2008. 

- ._ __ 

In December 2007, some cities served by TNC requested the PUCT to initiate, or order TNC to initiate a proceeding 
at the FERC to determine if TNC misapplied its tariff. In January 2008, TNC filed a response with the PUCT 
recommending the cities’ request be denied. 

To date, no claim has been asserted at the FERC. Although management cannot predict if a complaint will be filed at 
the FERC, management believes the allocations were in accordance with the then-existing FERC-approved allocation 
agreement and additional off-system sales margins should not be retroactively reallocated to the AEP West 
companies. A reallocation of off-system sales margins from the AEP East companies to the AEP West companies 
could result in an adverse effect on future results of operations and cash flows for KPCo. 



FERC Market Power Mitigation 

The FERC allows utilities to sell wholesale power at market-based rates if they can demonstrate that they lack market 
power in the markets in which they participate. Sellers with market rate authority must, at least every three years, 
update their studies demonstrating lack of market power. In December 2007, AEP filed its most recent triennial 
update. In March and May 2008, the PUCO filed comments suggesting that the FERC should further investigate 
whether AEP continues to pass the FERC’s indicative screens for the lack of market power in PJM. Certain industrial 
retail customers also urged the FERC to further investigate this matter. AEP responded that its market power studies 
were performed in accordance with the FERC’s guidelines, and continue to demonstrate lack of market power. 

Management is unable to predict the outcome of this proceeding; however, if a further investigation by the FERC 
limited AEP’s ability to sell power at market based rates in PJM, it would result in an adverse effect on future off- 
system sales margins, results of operations and cash flows. 

4. COMMITMENTS, GUARANTEES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, business 
activities are subject to extensive governmental regulation related to public health and the environment. The ultimate 
outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material adverse effect on the financial statements. The Commitments, Guarantees and Contingencies note within 
the 2007 Annual Report should be read in conjunction with this report. 

GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to 
third parties. 

Indemnifications and Other Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to June 30,2008, 
KPCo entered into sale agreements including indemnifications with a maximum exposure that was not significant. 
There are no material liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SWEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SWEPCo related to power purchase and sale 
activity conducted pursuant to the SIA. 

Master Operatiw Lease 

KPCo leases certain equipment under a master operating lease. Under the lease agreement, the lessor is guaranteed to 
receive up to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of 
the leased equipment is below the unamortized balance at the end of the lease term, KPCo has committed to pay the 
difference between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of 
the unamortized balance. Historically, at the end of the lease term the fair market value has been in excess of the 
unamortized balance. Assuming the fair market value of the equipment is zero at the end of the lease term, the 
maximum potential loss for these lease agreements was approximately $2 million as of June 30,2008. 
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CONTINGENCIES 

Carbon Dioxide (Cod Public Nuisance Claims 

In 2004, eight states and the City of New York filed an action in federal district court for the Southern District of New 
York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. The 
Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against the 
same defendants. The actions allege that C02 emissions from the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments fi-om the defendants. The dismissal of this lawsuit was appealed to the 
Second Circuit Court of Appeals. Briefing and oral argument have concluded. In April 2007, the U.S. Supreme 
Court issued a decision holding that the Federal EPA has authority to regulate emissions of C02 and other greenhouse 
gases under the CAA, which may impact the Second Circuit’s analysis of these issues. The Second Circuit requested 
supplemental briefs addressing the impact of the Supreme Court’s decision on this case. Management believes the 
actions are without merit and intends to defend against the claims. 

Alaskan Villages ’ Claims 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in federal court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil & gas 
companies, a coal company, and other electric generating companies. The complaint alleges that the defendants’ 
emissions of C02 contribute to global warming and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global w m i n g  will require the relocation of the village at an alleged cost of 
$95 million to $400 million. Management believes the action is without merit and intends to defend against the 
claims. 

Clean Air Act Interstate Rule 

In 2005, the Federal EPA issued a final rule, the Clean Air Interstate Rule (CAR), that required further reductions in 
SOz and NO, emissions and assists states developing new state implementation plans to meet 1997 national ambient 
air quality standards (NAAQS). CAIR reduces regional emissions of SO2 and NO, (which can be transformed into 
PM and ozone) fi-om power plants in the Eastern U.S. (29 states and the District of Columbia). Reduction of both SOz 
and NO, would be achieved through a cap-and-trade program. In July 2008, the D.C. Circuit Court of Appeals 
vacated the CAIR and remanded the rule to the Federal EPA. We are unable to predict how the Federal EPA will 
respond to the remand which could be stayed or appealed to the U.S. Supreme Court. 

KPCo did not purchase any significant number of CAIR allowances. SOz and seasonal NO, allowances allocated to 
the AEP System’s facilities under the Acid Rain Program and the NO, SIP Call will still be required to comply with 
existing CAA programs that were not affected by the court’s decision. 

It is too early to determine the full implication of these decisions on environmental compliance strategy. However, 
independent obligations under the CAA, including obligations under future state implementation plan submittals, and 
actions taken pursuant to the recent settlement of the NSR enforcement action, are consistent with the actions included 
in a least-cost CAR compliance plan. Consequently, management does not anticipate making any immediate 
changes in near-term compliance plans as a result of these court decisions. 

FERC Long-term Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.” The complaint alleged that KPCo and 
other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was allegedly 
dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, the U.S. 
Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for further 
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proceedings. That decision was appealed to the US.  Supreme Court. In June 2008, the US .  Supreme Court affirmed 
the validity of contractually-agreed rates except in cases of serious harm to the public. The US. Supreme Court 
affirmed the Ninth Circuit’s remand on two issues, market manipulation and excessive burden on consumers. 
Management is unable to predict the outcome of these proceedings or their impact on future results of operations and 
cash flows. Management asserted claims against certain companies that sold power to KPCo and other AEP 
subsidiaries, which was resold to the Nevada utilities, seeking to recover a portion of any amounts that may be owed 
to the Nevada utilities. 

5. BENEFITPLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majority 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. In 
addition, KPCo participates in other postretirement benefit plans sponsored by AEP to provide medical and death 
benefits for retired employees. 

Components of Net Periodic Benefit Cost 

The following tables provide the components of AEP’s net periodic benefit cost for the plans for the three and six 
months ended June 30,2008 and 2007: 

Other 
Postretirement 

Three Months Ended June 30, 
Pension Plans Benefit Plans 

Three Months Ended June 30, 
2008 2007 2008 2007 

(in millions) 
Service Cost $ 25 $ 23 $ 11 $ 11 
Interest Cost 62 57 28 26 

(82) (28) (26) 
7 7 

Expected Return on Plan Assets 
Amortization of Transition Obligation 
Amortization of Net Actuarial Loss 10 14 2 3 
Net Periodic Benefit Cost $ 13 $ 12 $ 20 $ 21 

(84) 

Other 
Postretirement 

Six Months Ended June 30, 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in millions) 

Six Months Ended June 30, 

Service Cost $ 50 $ 47 $ 21 $ 21 
Interest Cost 125 116 56 52 

(56) (52) 
14 14 

Expected Return on Plan Assets (168) ( 167) 
Amortization of Transition Obligation 
Amortization of Net Actuarial Loss 19 29 5 6 
Net Periodic Benefit Cost $ 26 $ 25 $ 40 $ 41 

The following table provides KPCo’s net periodic benefit cost for the plans for the three and six months ended June 
30,2008 and 2007: 

Other Postretirement 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in thousands) 

Three Months Ended June 30, $ 249 $ 254 $ 400 $ 427 
Six Months Ended June 30, 498 509 801 853 

6. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 
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7. INCOMETAXES 

KPCo adopted FIN 48 as of January 1, 2007. As a result, KPCo recognized an increase in the liabilities for 
unrecognized tax benefits, as well as related interest expense and penalties, which was accounted for as a reduction to 
the January 1 , 2007 balance of retained earnings. 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
group. 

KPCo and other AEP subsidiaries are no longer subject to US. federal examination for years before 2000. However, 
KPCo and other AEP subsidiaries have filed refund claims with the IRS for years 1997 through 2000 for the CSW 
pre-merger tax period, which are currently being reviewed. KPCo and other AEP subsidiaries have completed the 
exam for the years 2001 through 2003 and have issues that will be pursued at the appeals level. The returns for the 
years 2004 through 2006 are presently under audit by the IRS. Although the outcome of tax audits is uncertain, in 
management’s opinion, adequate provisions for income taxes have been made for potential liabilities resulting from 
such matters. In addition, KPCo accrues interest on these uncertain tax positions. Management is not aware of any 
issues for open tax years that upon final resolution are expected to have a material adverse effect on results of 
operations. 

KPCo, along with other AEP subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP subsidiaries have 
filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact results of operations. With few exceptions, 
KPCo is no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

State Tax Legislation 

In March 2008, the Governor of West Virginia signed legislation providing for, among other things, a reduction in the 
West Virginia corporate income tax rate &om 8.75% to 8.5% beginning in 2009. The corporate income tax rate could 
also be reduced to 7.75% in 2012 and 7% in 2013 contingent upon the state government achieving certain minimum 
levels of shortfall reserve funds. Management has evaluated the impact of the law change and the application of the 
law change will not materially impact KPCo’s results of operations, cash flows or financial condition. 

8. FINANCING ACTIVITIES 

Lines of Credit 

The AEP System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
corporate borrowing progam operates in accordance with the terms and conditions approved in a regulatory order. 
The amount of outstanding borrowings from the Utility Money Pool as of June 30,2008 and December 3 1 , 2007 are 
included in Advances from Affiliates on KPCo’s balance sheets. KPCo’s Utility Money Pool activity and 
corresponding authorized borrowing limit for the six months ended June 30,2008 are described in the following table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool Money Pool Money Pool June 30,2008 Limit 

(in thousands) 
$ 51,504 $ - $  31,644 $ - $  48,435 $ 250,000 
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Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the six months ended June 30,2008 and 2007 are summarized in the following table: 

Maximum Minimum Maximum Minimum Average Average 
Interest Rates Interest Rates Interest Rates Interest Rates Interest Rate Interest Rate 

for Funds for Funds for Funds For Funds for Funds for Funds 
Borrowed from Borrowed from Loaned to the Loaned to the Borrowed from Loaned to the 

. the Utility the Utility Utility Money Utility Money the Utility Utility Money 
Money Pool Money Pool Pool Pool Money Pool Pool 

2008 5.37% 2.91% -% -% 3.39% -% 
2007 5.46% 5.30% -% -% 5.36% -% 

Credit Facilities 

In April 2008, the Parent, the AEP East companies and the AEP West companies entered into a $650 million 3-year 
credit agreement and a $350 million 364-day credit agreement. Under the facilities, letters of credit may be issued. 
As of June 30,2008, there were no outstanding amounts for KPCo under either facility. 
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GLOSSARY OF TERMS 
When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Term 

AEP or Parent 
AEP Consolidated 
AEP East companies 
AEP System or the System 

AEP West companies 
AEPSC 

ALJ 
APCo 
APSC 
CAA 
CSPCO 
csw 
DETM 
EITF 
FASB 
Federal EPA 
FERC 
FIN 
FIN 48 

- _ _  FSP 
FTR 
GAAP 
IRS 
I&M 
KPCo 
KPSC 
kV 
MIS0 
MTM 
NO, 
NSR 
occ 
OPCO 
OPEB 
OTC 
PUCO 
PUCT 
PJM 
PSO 
Risk Management Contracts 

___ 

RTO 
SEC 
SECA 

Meaning 

American Electric Power Company, Inc. 
AEP and its majority owned consolidated subsidiaries and consolidated affiliates. 
APCo, CSPCo, I&M, KPCo and OPCo. 
American Electric Power System, an integrated electric utility system, owned and operated by 

PSO, SWEPCo, TCC and TNC. 
American Electric Power Service Corporation, a service subsidiary providing management and 

Administrative Law Judge. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Arkansas Public Service Commission. 
Clean Air Act. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21,2003, the legal 

Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FEN 48, “Accounting for Uncertainty in Income Taxes” and FASB Staff Position FIN 48-1 

FASB Staff Position. 
Financial Transn&sion Right. 
Accounting Principles Generally Accepted in the United States of America. 
Internal Revenue Service. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Commission. 
Kilovolt. 
Midwest Independent Transmission System Operator. 
Mark-to-Market. 
Nitrogen Oxide. 
New Source Review. 
Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 
Other Postretirement Benefit Plans. 
Over-the-counter. 
Public Utility Commission of Ohio. 
Public Utility Commission of Texas. 
Pennsylvania -New Jersey - Maryland regional transmission organization. 
Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Trading and nontrading derivatives, including those derivatives designated as cash flow and fair 

Regional Transmission Organization. 
United States Securities and Exchange Commission. 
Seams Elimination Cost Allocation. 

AEP’s electric utility subsidiaries. 

professional services to AEP and its subsidiaries. 

name of Central and South West Corporation was changed to AEP Utilities, Inc.). 

“Definition of SetiZement in FASB Interpretation No. 48.” 
__ 

value hedges. 
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Term 

SFAS 

SFAS 133 

SIA ’ 

so2 

SWEPCO 
TCC 
TNC 
Utility Money Pool 

Meaning 

Statement of Financial Accounting Standards issued by the Financial Accounting Standards 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments 

System Integration Agreement. 
Sulfur Dioxide. 
Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 

Board. 

and Hedging Activities.” 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF INCOME 

For the Three and Nine Months Ended September 30,2008 and 2007 
(in thousands) 
(Unaudited) 

Three Months Ended Nine Months Ended 
2008 2007 2008 2007 

REVENUES 
Electric Generation, Transmission and Distribution $ 171,257 $ 133,712 $ 446,468 $ 397,478 
Sales to AEP Affiliates 
Other 
TOTAL 

17,457 18,233 56,239 42,856 
158 255 506 492 

188,872 152,200 503,213 440,826 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 52,723 39,038 116,196 1 17,463 
Purchased Electricity for Resale 
Purchased Electricity from AEP Affiliates 
Other Operation 
Maintenance 
Depreciation and Amortization 
Taxes Other Than Income Taxes 
TOTAL 

OPERATING INCOME 

Other Income (Expense): 
Interest Income 
Allowance for Equity Funds Used During Construction 
Interest Expense 

INCOME BEFORE INCOME TAX EXPENSE 

Income Tax Expense 

NET INCOME 

101034 5,752 19,506 12,514 
63,469 47,587 177,921 134,422 
20,524 18,730 49,909 49,248 
10,389 9,643 36,912 28,190 
11,996 11,719 35,895 35,245 
2,967 2,9 16 7,019 8,692 

172,102 135,385 443,358 385,774 

16,770 16,815 59,855 55,052 

209 582 2,050 766 
25 1 1 928 39 

(7,058) (7,418) (21,409) (21,630) 

10,172 9,980 41,424 34,227 

2,721 3,495 11,899 11,301 

$ 7,451 $ 6,485 $ 29,525 $ 22,926 

-- - -- -_ -- - ~ - -  - - - - 

The common stock of KPCo is wholly-owned by AEP. 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLDER’S 

EQUITY AND COMPREHENSIVE INCOME (LOSS) 
For the Nine Months Ended September 30,2008 and 2007 

(in thousands) 
(Unaudited) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 

DECEMBER 31,2006 

FIN 48 Adoption, Net of Tax 
Common Stock Dividends 
TOTAL 

Stock Capital Earnings Income (Loss) Total 
$ 50,450 $ 208,750 $ 108,899 $ 1,552 $ 369,651 

(786) 
(10,999) 

(786) 
(1 0,999) 
357,866 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 22,926 22,926 
TOTAL COMPREHENSIVE INCOME 21,175 

SEPTEMBER 30,2007 $ 50,450 $ 208,750 $ 120,040 $ (199) $ 379,041 

DECEMBER 31,2007 $ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

Cash Flow Hedges, Net of Tax of $943 (1 975 1) u,75 1) 

EITF 06-10 Adoption, Net of Tax of $197 
Common Stock Dividends 
TOTAL 

(365) 
(71500j 

379,104 

COMPREHENSIVE INCOME 
Other Comprehensive Income, Net of Taxes: 

NET INCOME 29,525 29,525 
TOTAL COMPREHENSIVE INCOME 29,964 

SEPTEMBER 30,2008 $ 50,450 $ 208,750 $ 150,243 $ (375) $ 409,068 

Cash Flow Hedges, Net of Tax of $236 439 439 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

ASSETS 
September 30,2008 and December 31,2007 

(in thousands) 
(Unaudited) 

2008 2007 
CURRENT ASSETS 

Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
Affiliated Companies 
Accrued Unbilled Revenues 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Prepayments and Other 
TOTAL 

PROPERTY, PLANT AND EQUIPMENT 
Electric: 

Production 
Transmission 
Distribution 

Other 
Constntction Work in Progress 
Total 
Accumulated Depreciation and Amortization 
TOTAL - NET 

OTHER NONCURRENT ASSETS 
Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges and Other 
TOTAL 

TOTAL ASSETS 

!% 455 $ 727 

27,828 20,196 
5,445 15,984 
3,650 2,904 

388 178 
(5,384) (1,071) 
3 1,927 38,191 
18,805 8,338 
10,49 1 11,758 

16,602 4,426 
15,248 12,121 

6,677 4,024 
100,205 79,585 ' 

491,200 482,653 
425,878 402,259 

502,486 520,250 
65,801 61,665 
67,591 46,439 

1,570,720 1,495,502 
- 

473,868 457,028 
1,096,852 1,038,474 

1293 12 124,828 
1 1,427 14,826 
47,676 53,708 

188,615 193,362 

1,3 11,421 $ 1,385,672 $ 

See Condensed Notes to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 
CONDENSED BALANCE SHEETS 

LIABILITES AND SHAREHOLDER’S EQUITY 
September 30,2008 and December 31,2007 

(Unaudited) 

CURRENT LLABILITIES 
Advances from Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Long-term Debt Due Within One Year - Nonaffiliated 
Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Other 
TOTAL 

NONCURRENT LIABILITIES 
Long-term Debt - Nonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred Investment Tax Credits 
Deferred Credits and Other 
TOTAL 

TOTAL LIABILITIES 

Commitments and Contingencies (Note 4) 

COMMON S-HOLDER’S EQUITY 
Common Stock - Par Value - $50 Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL 

TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY 

2008 2007 
(in thousands) 

$ 65,092 $ 19,153 

473 1 1 32,603 
19,053 29,437 
30,000 30,000 
13,917 10,310 
15,717 14,422 
16,572 16,875 
22,338 3 1,909 

230,200 184,709 

398,512 398,373 
20,000 20,000 
6,83 1 9,699 

253,242 240,858 
43,443 46,434 
24,376 24,379 

746,404 739,743 

976,604 924,452 

50,450 50,450 
208,750 208,750 
150,243 128,583 

(375) (814) 
409,068 386,969 

$ 1,385,672 $ 1,311,421 

See Condensed Notm to Condensed Financial Statements. 
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KENTUCKY POWER COMPANY 

For the Nine Months Ended September 30,2008 and 2007 
(in thousands) 
(Unaudited) 

CONDENSED STATEMENTS OF CASH FLOWS 

2008 2007 
OPERATING ACTIVITIES 

Net Income $ 29,525 $ 22,926 
Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 
Deferred Income Taxes 
Allowance for Equity Funds Used During Construction 
Mark-to-Market of Risk Management Contracts 
Change in Other Noncurrent Assets 
Change in Other Noncurrent Liabilities 
Chadges in Certain Components of Working Capital: 

Accounts Receivable, Net 
Fuel, Materials and Supplies 
Accounts Payable 
Customer Deposits 
Accrued Taxes, Net 
Fuel OverRJnder Recovery, Net 
Other Current Assets 
Other Current Liabilities 

Net Cash Flows from Operating Activities 

35,895 35,245 
5,709 (893) 

(39) (928) 
1,494 
(987) 
(286) 

720 
1,436 
3,205 

6,264 7,150 
(9,200) 3,754 
7,051 (9,093) 

510 (694) 

(3,466) (2,129) 

1,295 1,332 

(12,176) 8,994 

(7,927) (1,326) 
52,773 70,588 

INVESTING ACTIVITIES 
Construction Expenditures (91,457) (43,917) 

(181,329) Change in Advances to Affiliates, Net 
Proceeds from Sales of Assets 

(90,880) (224,692) Net Cash Flows Used for Investing Activities 
554- ---- -~ 

~- 
577-- 

_ _  __ _ _ _ ~ _ _  _ - - - - ___ 

FINANCING ACTIVITIES 
Issuance of Long-term Debt - Nonaffiliated 321,141 
Change in Advances from Affiliates, Net 45,939 (30,636) 

(125,000) Retirement of Long-term Debt - Affiliated 
Principal Payments for Capital Lease Obligations (604) (665) 
Dividends Paid on Common Stock (7,500) (1 0,999) 

Net Decrease in Cash and Cash Equivalents (272) (263) 

Cash and Cash Equivalents at End of Period $ 455 $ 439 

Net Cash Flows from Financing Activities 37,835 153,841 

Cash and Cash Equivalents at Beginning of Period 727 702 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 24,376 $ 20,661 
Net Cash Paid (Received) for Income Taxes (23 1) 5,895 
Noncash Acquisitions Under Capital Leases 237 645 
Construction Expenditures Included in Accounts Payable at September 30, 9,634 2,428 

See Condensed Notes to Condensed Financial Statements. 



CONDENSED NOTES TO CONDENSED FINANCIAL STATEMENTS 

1. Significant Accounting Matters 

2. New Accounting Pronouncements 

3. Rate Matters 

4. Commitments, Guarantees and Contingencies 

5. Benefit Plans 

6. Business Segments 

7. Income Taxes 

8. Financing Activities 
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1. SIGNIFICANT ACCOUNTING MATTERS 

General 

The accompanying unaudited condensed financial statements and footnotes were prepared in accordance with GAAP 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by 
GAAP for complete annual financial statements. 

In the opinion of management, the unaudited condensed interim financial statements reflect all normal and recurring 
accruals and adjustments necessary for a fair presentation of the net income, financial position and cash flows for the 
interim periods. The net income for the three and nine months ended September 30, 2008 are not necessarily 
indicative of results that may be expected for the year ending December 31, 2008. The accompanying condensed 
financial statements are unaudited and should be read in conjunction with the audited 2007 financial statements and 
notes thereto, which are included in KPCo’s 2007 Annual Report. 

Reclassifications 

Certain prior period financial statement items have been reclassified to conform to current period presentation. See 
“FSP FIN 39-1 Amendment of FASB Interpretation No. 39” section of Note 2 for discussion of changes in netting 
certain balance sheet amounts. These reclassifications had no impact on KPCo’s previously reported net income or 
changes in shareholder’s equity. 

2. NEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of final pronouncements, management thoroughly reviews the new accounting literature to determine 
the relevance, if any, to KPCO’S business. The following represents a summary of new pronouncements issued or 
implemented in 2008 and standards issued but not implemented that management has determined relate to KPCo’s 
operations. 

SFAS 141 (revised 2007) “Business C‘ombinatiorts” (SFAS l41R) - . -  - 

In December 2007, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It establishes how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. SFAS 141R requires disclosure of information 
for a business combination that occurs during the accounting period or prior to the issuance of the financial statements 
for the accounting period. 

SFAS 141R is effective prospectively for business combinations with an acquisition date on or after the beginning of 
the first annual reporting period after December 15,2008. Early adoption is prohibited. KPCo will adopt SFAS 141R 
effective January 1,2009 and apply it to any business combinations on or after that date. 

SFAS 157 “Fair Value Measurements” (SFAS 157) 

In September 2006, the FASB issued SFAS 157, enhancing existing guidance for fair value measurement of assets 
and liabilities and instruments measured at fair value that are classified in shareholder’s equity. The statement defines 
fair value, establishes a fair value measurement framework and expands fair value disclosures. It emphasizes that fair 
value is market-based with the highest measurement hierarchy level being market prices in active markets. The 
standard requires fair value measurements be disclosed by hierarchy level, an entity includes its own credit standing in 
the measurement of its liabiljties and modifies the transaction price presumption. The standard also nullifies the 
consensus reached in EITF Issue No. 02-3 “Issues Involved in Accounting for Derivative Contracts Held for Trading 
Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (EITF 02-3) that prohibited the 
recognition of trading gains or losses at the inception of a derivative contract, unless the fair value of such derivative 
is supported by observable market data. 



In February 2008, the FASB issued FSP SFAS 157-1 “Application of FASB Statement No. 157 to FASB Statement 
No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease 
Classification or Measurement under Statement 13” (SFAS 157-1) which amends SFAS 157 to exclude SFAS 13 
“Accounting for Leases” (SFAS 13) and other accounting pronouncements that address fair value measurements for 
purposes of lease classification or measurement under SFAS 13. 

In February 2008, the FASB issued FSP SFAS 157-2 “Effective Date of FASB Statement No. 157” (SFAS 157-2) 
which delays the effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial 
assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually). 

In October 2008, the FASB issued FSP SFAS 157-3 “Determining the Fair Value of a Financial Asset When the 
Market for That Asset is Not Active” which clarifies application of SFAS 157 in markets that are not active and 
provides an illustrative example. The FSP was effective upon issuance. The adoption of this standard had no impact 
on KPCo’s financial statements. 

KPCo partially adopted SFAS 157 effective January 1,2008. KPCo will fully adopt SFAS 157 effective January 1, 
2009 for items within the scope of FSP SFAS 157-2. Management expects that the adoption of FSP SFAS 157-2 will 
have an immaterial impact on the financial statements. The provisions of SFAS 157 are applied prospectively, except 
for a) changes in fair value measurements of existing derivative financial instruments measured initially using the 
transaction price under EITF 02-3, b) existing hybrid financial instruments measured initially at fair value using the 
transaction price and c) blockage discount factors. Although the statement is applied prospectively upon adoption, in 
accordance with the provisions of SFAS 157 related to EITF 02-3, amounts for transition adjustment are recorded to 
beginning retained earnings. The impact of considering ,AEP’s own credit risk when measuring the fair value of 
liabilities, including derivatives, had an immaterial impact on KPCo’s fair value measurements upon adoption. 

In accordance with SFAS 157, assets and liabilities are classified based on the inputs utilized in the fair value 
measurement. SFAS 157 provides definitions for two types of inputs: observable and unobservable. Observable 
inputs are valuation inputs that reflect the assumptions market participants would use in pricing the asset or liability 
developed based on market data obtained &om sources independent of the reporting entity. Unobservable inputs are 
valuation inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would 
use in pricing the asset or liability developed based on the best information in the circumstances. 

As defined in SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date (exit price). SFAS 157 establishes a fair 
value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest priority to 
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the lowest 
priority to unobservable inputs (level 3 measurement). 

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting 
entity has the ability to access at the measurement date. Level 1 inputs primarily consist of exchange traded contracts, 
listed equities and U.S. government treasury securities that exhibit sufficient frequency and volume to provide pricing 
information on an ongoing basis. 

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, 
either directly or indirectly. If the asset or liability has a specified (contractual) term, a Level 2 input must be 
observable for substantially the full term of the asset or liability. Level 2 inputs primarily consist of OTC broker 
quotes in moderately active or less active markets, exchange traded contracts where there was not sufficient market 
activity to warrant inclusion in Level 1, OTC broker quotes that are corroborated by the same or similar transactions 
that have occurred in the market and certain non-exchange-traded debt securities. 

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to measure fair 
value to the extent that the observable inputs are not available, thereby allowing for situations in which there is little, 
if any, market activity for the asset or liability at the measurement date. Level 3 inputs primarily consist of 
unobservable market data or are valued based on models andor assumptions. 
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Risk Management Contracts include exchange traded, OTC and bilaterally executed derivative contracts. Exchange 
traded derivatives, namely futures contracts, are generally fair valued based on unadjusted quoted prices in active 
markets and are classified within level 1. Other actively traded derivative fair values are verified using broker or 
dealer quotations, similar observable market transactions in either the listed or OTC markets, or valued using pricing 
models Derivative 
instruments, primarily swaps, forwards, and options that meet these characteristics are classified within level 2. 
Bilaterally executed agreements are derivative contracts entered into directly with third parties, and at times these 
instruments may be complex structured transactions that are tailored to meet the specific customer’s energy 
requirements. Structured transactions utilize pricing models that are widely accepted in the energy industry to 
measure fair value. Generally, management uses a consistent modeling approach to value similar instruments. 
Valuation models utilize various inputs that include quoted prices for similar assets or liabilities in active markets, 
quoted prices for identical or similar assets or liabilities in markets that are not active, market corroborated inputs (Le. 
inputs derived principally fiom, or correlated to, observable market data), and other observable inputs for the asset or 
liability. Where observable inputs are available for substantially the full term of the asset or liability, the instrument is 
categorized in level 2. Certain OTC and bilaterally executed derivative instruments are executed in less active 
markets with a lower availability of pricing information. In addition, long-dated and illiquid complex or structured 
transactions or FTks can introduce the need for internally developed modeling inputs based upon extrapolations and 
assumptions of observable market data to estimate fair value. When such inputs have a significant impact on the 
measurement of fair value, the instrument is categorized in level 3. In certain instances, the fair values of the 
transactions that use internally developed model inputs, classified as level 3 are offset partially or in full, by 
transactions included in level 2 where observable market data exists for the offsetting transaction. 

The following table sets forth, by level within the fair value hierarchy, KPCo’s financial assets and liabilities that 
were accounted for at fair value on a recurring basis as of September 30, 2008. As required by SFAS 157, financial 
assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value 
measurement. Management’s assessment of the significance of a particular input to the fair value measurement 
requires judgment, and may affect the valuation of fair value assets and liabilities and their placement within the fair 

where significant valuation inputs are directly or indirectly observable in active markets. 

- -  ~- __ _ .  - -  - - - - - - - - - - -- value hierarchy levels. _ _ _ _ _  

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of September 30,2008 

Assets: 
Level 1 Level 2 Level 3 Other Total 

(in thousands) 

Risk Management Assets: 
Risk Management Contracts (a) $ 1,555 $ 106,224 $ 1,070 $ (86,135) $ 22,714 
Cash Flow and Fair Value Hedges (a) 1,976 (1,064 1 912 
Dedesignated Risk Management Contracts (b) 3,049 3,049 
Total Risk Management Assets $ 1,555 $ 108,200 $ 1,070 $ (84,150) $ 26,675 

Liabilities: 

Risk Management Liabilities: 
Risk Management Contracts (a) 
Cash Flow and Fair Value Hedges (a) 
DETM Assignment (c) 
Total Risk Management Liabilities 

$ 2,264 $ 98,922 $ 2,057 $ (84,487) $ 18,756 
1,705 (1,064) 641 

1,351 1,351 
$ 2,264 $ 100,627 $ 2,057 $ (84,200) $ 20,748 

Amounts in “Other” column primarily represent counterparty netting of risk management contracts and associated cash 
collateral under FSP FIN 39-1. 
“Dedesignated Risk Management Contracts” are contracts that were originally MTM but were subsequently elected as normal 
under SFAS 133. At the time of the normal election the MTM value was frozen and no longer fair valued. This will be 
amortized into revenues over the remaining life of the contract. 
See ‘Watural Gas Contracts with DETM section of Note 13 in the 2007 Annual Report. 
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The following tables set forth a reconciliation of changes in the fair value of net trading derivatives and other 
investments classified as level 3 in the fair value hierarchy: 

Balance as of July 1,2008 
Realized (Gain) Loss Included in Earnings (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Earnings (or Changes in Net Assets) Relating to Assets Still 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of September 30,2008 

Held at the Reporting Date (a) 

Balance as of January 1,2008 
Realized (Gain) Loss Included in Earnings (or Changes in Net Assets) (a) 
Unrealized Gain (Loss) Included in Earnings (or Changes in Net Assets) Relating to Assets Still 

Realized and Unrealized Gains (Losses) Included in Other Comprehensive Income 
Purchases, Issuances and Settlements 
Transfers in and/or out of Level 3 (b) 
Changes in Fair Value Allocated to Regulated Jurisdictions (c) 
Balance as of September 30,2008 

Held at the Reporting Date (a) 
‘ 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 

1,196 
83 1 

$ (987 1 

Net Risk 
Management 

Assets 
(Liabilities) 

(in thousands) 

79 
$ (157) 

(146) 
(763 ) 

$ (987) 

(a) Included in revenues on KpCo’s Condensed Statement of Income. 
(b) “Transfers in and/or out of Level 3” represent existing assets or liabilities that were either previously categorized 

as a higher level for which the inputs to the model became unobservable or assets and liabilities that were 
previously classified as level 3 for which the lowest significant input became observable during the period. 

(c) “Changes in Fair Value Allocated to Regulated Jurisdictions” relates to the net gains (losses) of those contracts 
that are not reflected on the Condensed Statements of Income. These net gains (losses) are recorded as regulatory 
assetsiliabilities. 

SFAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS 159) 

In February 2007, the FASB issued SFAS 159, permitting entities to choose to measure many financial instruments 
and certain other items at fair value. The standard also establishes presentation and disclosure requirements designed 
to facilitate comparison between entities that choose different measurement attributes for similar types of assets and 
liabilities. If the fair value option is elected, the effect of the first remeasurement to fair value is reported as a 
cumulative effect adjustment to the opening balance of retained earnings. The statement is applied prospectively 
upon adoption. 

ISPCo adopted SFAS 159 effective January 1, 2008. At adoption, ISPCo did not elect the fair value option for any 
assets or liabilities. 
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SFAS I60 “Noncontrolling Interest in Consolidated Financial Statements ” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated fmancial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiary, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

SFAS 160 is effective for interim and annual periods in fiscal years beginning after December 15, 2008. The 
statement is applied prospectively upon adoption. Early adoption is prohibited. Upon adoption, prior period financial 
statements will be restated for the presentation of the noncontrolling interest for comparability. Management expects 
that the adoption of this standard will have an immaterial impact on the financid statements. KPCo will adopt SFAS 
160 effective January 1,2009. 

SFAS I61 “Disclosures about Derivative Instruments and Hedging Activities ’’ (SFAS 161) 

In March 2008, the FASB issued SFAS 161, enhancing disclosure requirements for derivative instruments and 
hedging activities. Affected entities are required to provide enhanced disclosures about (a) how and why an entity 
uses derivative instruments, (b) how derivative instruments and related hedged items are accounted for under SFAS 
133 and its related interpretations, and (c) how derivative instuments and related hedged items affect an entity’s 
financial position, financial performance and cash flows. SFAS 161 requires that objectives for using derivative 
instruments be disclosed in terms of underlying risk and accounting designation. This standard is intended to improve 
upon the existing disclosure fiamework in SFAS 133. 

SFAS 161 is effective for fiscal years and interim periods beginning after November 15,2008. Management expects 
this standard to increase the disclosure requirements related to derivative instruments and hedging activities. It 
encourages retrospective application to comparative disclosure for earlier periods presented. KPCo will adopt SFAS 

.__- - - 161 effective.Janua~y-l,.2009. - 

SFAS I62 “The Hierarchy of Generally Accepted Accounting Principles ” (SFAS 162) 

In May 2008, the FASB issued SFAS 162, clarifying the sources of generally accepted accounting principles in 
descending order of authority. The statement specifies that the reporting entity, not its auditors, is responsible for its 
compliance with GAAP. 

SFAS 162 is effective 60 days after the SEC approves the Public Company Accounting Oversight Board’s 
amendments to AU Section 41 1, “The Meaning of Present Fairly in Conformity with Generally Accepted Accounting 
Principles.” Management expects the adoption of this standard will have no impact on KPCo’s financial statements. 
KPCo will adopt SFAS 162 when it becomes effective. 

EITF Issue No. 06-10 “Accoimting for Collateral Assignment Split-Dollar Life Insurance Arrangements” 
(EITF 06-1 0) 

In March 2007, the FASB ratified EITF 06-10, a consensus on collateral assignment split-dollar life insurance 
arrangements in which an employee owns and controls the insurance policy. Under EITF 06-10, an employer should 
recognize a liability for the postretirement benefit related to a collateral assignment split-dollar life insurance 
arrangement in accordance with SFAS 106 “Employers’ Accounting for Postretirement Benefits Other Than Pension” 
or Accounting Principles Board Opinion No. 12 “Omnibus Opinion - 1967” if the employer has agreed to maintain a 
life insurance policy during the employee’s retirement or to provide the employee with a death benefit based on a 
substantive arrangement with the employee. In addition, an employer should recognize and measure an asset based 
on the nature and substance of the collateral assignment split-dollar life insurance arrangement. EITF 06-10 requires 
recognition of the effects of its application as either (a) a change in accounting principle through a cumulative effect 
adjustment to retained earnings or other components of equity or net assets in the statement of financial position at the 
beginning of the year of adoption or (b) a change in accounting principle through retrospective application to all prior 
periods. KPCo adopted EITF 06-10 effective January 1, 2008 with a cumulative effect reduction of $562 thousand 
($365 thousand, net of tax) to beginning earnings. 
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EITF Issue No. 06-11 “Accounting for Income Tax BeneJits of Dividends on Share-Based Payment Awards ” 
(EITF 06-11) 

In June 2007, the FASB ratified the EITF consensus on the treatment of income tax benefits of dividends on employee 
share-based compensation. The issue is how a company should recognize the income tax benefit received on 
dividends that are paid to employees holding equity-classified nonvested shares, equity-classified nonvested share 
units or equity-classified outstanding share options and charged to retained earnings under SFAS 123R, “Share-Based 
Payments.” Under EITF 06-1 1, a realized income tax benefit from dividends or dividend equivalents that are charged 
to retained earnings and are paid to employees for equity-classified nonvested equity shares, nonvested equity share 
units and outstanding equity share options should be recognized as an increase to additional paid-in capital. EITF 06- 
11 is applied prospectively to the income tax benefits of dividends on equity-classified employee share-based 
payment awards that are declared in fiscal years after December 15,2007. 

KPCo adopted EITF 06-11 effective January 1,2008. The adoption of this standard had an immaterial impact on the 
financial statements. 

EIXF Issue No. 08-5 “Issuer’s Accounting for Liabilities Measured at Fair Value with a Third-party Credit 
Enlranceinent ” (EITF 08-5) 

In September 2008, the FASB ratified the EITF consensus on liabilities with third-party credit enhancements when 
the liability is measured and disclosed at fair value. The consensus treats the liability and the credit enhancement as 
two units of accounting. Under the consensus, the fair value measurement of the liability does not include the effect 
of the third-party credit enhancement. Consequently, changes in the issuer’s credit standing without the support of the 
credit enhancement affect the fair value measurement of the issuer’s liability. Entities will need to provide disclosures 
about the existence of any third-party credit enhancements related to their liabilities. 

EITF 08-5 is effective for the first reporting period beginning after December 15, 2008. It will be applied 
prospectively upon adoption with the effect of initial application included as a change in fair value of the liability in 
the period of adoption. In the period of adoption, entities must disclose the valuation method(s) used to measure the 
fair value of liabilities within its scope and any change in the fair value measurement method that occurs as a result of 
its initial application. Early adoption is permitted. Although management has not completed an analysis, 
management expects that the adoption of this standard will have an immaterial impact on the financial statements. 
KPCo will adopt this standard effective January 1,2009. 

FSP SFAS 133-1 and FIN 45-4 “Disclosures about Credit Derivatives and Certain Guarantees:  AI^ Amendinerit of 
FASB Statement No. 133 and FASB Interpretation No. 45; and Clartjkation of the Effective Date of 
FASB Statement No. 161” (SFAS 133-1 and FIN 45-4) 

In September 2008, the FASB issued SFAS 133-1 and FIN 45-4 as amendments to original statements SFAS 133 and 
FIN 45 “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of 
Indebtedness of Others.” Under the SFAS 133 requirements, the seller of a credit derivative shall disclose the 
following information for each derivative, including credit derivatives embedded in a hybrid instrument, even if the 
likelihood of payment is remote: 

(a) The nature of the credit derivative. 
@) The maximum potential amount of fkture payments. 
(c) The fair value of the credit derivative. 
(d) The nature of any recourse provisions and any assets held as collateral or by third parties. 

Further, the standard requires the disclosure of current payment status/performance risk of all FIN 45 guarantees. In 
the event an entity uses internal groupings, the entity shall disclose how those groupings are determined and used for 
managing risk. 

The standard is effective for interim and annual reporting periods ending after November 15, 2008. Upon adoption, 
the guidance will be prospectively applied. Management expects that the adoption of this standard will have an 
immaterial impact on the financial statements but increase the FIN 45 guarantees disclosure requirements. KPCo will 
adopt the standard effective December 3 1,2008. 
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FSP SFAS 142-3 “Determination of the Useful Life of Iiitangible Assets” (SFAS 142-3) 

In April 2008, the FASB issued SFAS 142-3 amending factors that should be considered in developing renewal or 
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS 142, “Goodwill 
and Other Intangible Assets.” The standard is expected to improve consistency between the useful life of a 
recognized intangible asset and the period of expected cash flows used to measure its fair value. 

SFAS 142-3 is effective for interim and annual periods in fiscal years beginning after December 15, 2008. Early 
adoption is prohibited. Upon adoption, the guidance within SFAS 142-3 will be prospectively applied to intangible 
assets acquired after the effective date. Management expects that the adoption of this standard will have an 
immaterial impact on the financial statements. KPCo will adopt SFAS 142-3 effective January 1,2009. 

FSP FIN 39-1 “Amendment of FASB Interpretation No. 39” (FZV 39-1) 

In April 2007, the FASB issued FIN 39-1. It amends FASB Interpretation No. 39, “Offsetting of Amounts Related to 
Certain Contracts” by replacing the interpretation’s definition of contracts with the definition of derivative 
instruments per SFAS 133. It also requires entities that offset fair values of derivatives with the same party under a 
netting agreement to also net the fair values (or approximate fair values) of related cash collateral. The entities must 
disclose whether or not they offset fair values of derivatives and related cash collateral and amounts recognized for 
cash collateral payables and receivables at the end of each reporting period. 

KPCo adopted FIN 39-1 effective January 1,2008. This standard changed the method of netting certain balance sheet 
amounts and reduced assets and liabilities. It requires retrospective application as a change in accounting principle. 
Consequently, KPCo reclassified the following amounts on its December 31,2007 balance sheet as shown: 

As Reported for 
Balance Sheet the December 2007 

Line Description 10-K 
-_ Current Assets:-- - __ 

Risk Management Assets $ 12,480 
Prepayments and Other 4,701 

Long-term Risk Management Assets 15,356 

Current Liabilities: 
Risk Management Liabilities 
Customer Deposits 

Long-term Risk Management Liabilities 

10,974 
15,312 
9,711 

As Reported for 
FIN 39-1 the September 2008 

Reclassification 10-Q 
(inthousam&) __ - - __ _- - 

$ (359) $ 12,121 
(677) 4,024 
(530) 14,826 

(664) 10,310 
(890) 14,422 
(12) 9,699 

For certain risk management contracts, KPCo is required to post or receive cash collateral based on third party 
contractual agreements and risk profiles. For the September 30,2008 balance sheet, KPCo netted $1.8 million of cash 
collateral received from third parties against short-term and long-term risk management assets and $116 thousand of 
cash collateral paid to third parties against short-tern and long-term risk management liabilities. 

Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and frnancial position that may result from 
any such future changes. The FASB is currently working on several projects including revenue recognition, 
contingencies, liabilities and equity, emission allowances, leases, hedge accounting, trading inventory and related tax 
impacts. Management also expects to see more FASB projects as a result of its desire to converge International 
Accounting Standards with GAAP. The ultimate pronouncements resulting from these and future projects could have 
an impact on future net income and financial position. 



3. RATE MATTERS 

As discussed in KPCo’s 2007 Annual Report, KPCo is involved in rate and regulatory proceedings at the FERC and 
the KPSC. The Rate Matters note within the 2007 Annual Report should be read in conjunction with this report to 
gain a complete understanding of material rate matters still pending that could impact net income, cash flows and 
possibly financial condition. The following discusses ratemaking developments in 2008 and updates the 2007 Annual 
Report. 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin County Circuit Court concluded the KPSC did not have the authority to order a 
surcharge for a gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of 
statutory authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court 
judge’s order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established 
outside of the context of a general rate case proceeding and not specifically authorized by statute, including fuel 
clauses. Both the KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable, KPCo has existing surcharges which are not specifically authorized by 
statute. These include KPCo’s fuel clause surcharge, the annual Rockport Plant capacity surcharge, the merger 
surcredit and the off-system sales credit rider. On an annual basis these surcharges recently ranged from revenues of 
approximately $10 million to a reduction of revenues of $2 million due to the volatility of these surcharges. The 
KPSC asked interested parties to brief the issue in KPCo’s fuel cost proceeding. The AG responded that the KPCo 
fuel clause should be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without 
a full rate case review. The KPSC issued an order stating that it has the authority to provide for surcharges and 
surcredits until the court of appeals rules. The appeals process could take up to two years to complete. The AG 
agreed to stay its challenge during that time. 

Management expects any adverse court of appeals decision could be applied prospectively, but it is possible that a 
retrospective refund could also be ordered. KPCo’s exposure is indeterminable at this time although an adverse 
decision would have an unfavorable effect on future net income and cash flows, assuming the legislature does not 
enact legislation that authorizes such surcharges. 

2008 Fuel Cost Reconciliation 

In January 2008, KPCo filed its semi-annual fuel cost reconciliation covering the period May 2007 through October 
2007. As part of this filing, KPCo sought recovery of incremental costs associated with transmission line losses billed 
by PJM since June 2007 due to PJM’s implementation of marginal loss pricing. KPCo expensed these incremental 
PJM costs associated with transmission line losses pending a determination that they are recoverable through the 
Kentucky fuel clause. In June 2008, the KPSC issued an order approving KPCo’s semi-annual fuel cost reconciliation 
filing and recovery of incremental costs associated with transmission line losses billed by PJM. For the nine months 
ended September 30, 2008, KPCo recorded $16 million of income and the related Regulatory Asset for Under- 
Recovered Fuel Costs for transmission line losses incurred from June 2007 through September 2008 of which $7 
million related to 2007. 

FERC Rate Matters 

Regional Transmission Rate Proceedings at the FERC 

SECA Revenue Subject to Refund 

Effective December 1 , 2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected at FERC’s direction load-based charges, referred to as RTO SECA, to 
partially mitigate the loss of T&O revenues on a temporary basis through March 3 1 , 2006. Intervenors objected to the 
temporary SECA rates, raising various issues. As a result, the FERC set SECA rate issues for hearing and ordered 
that the SECA rate revenues be collected, subject to refund. The AEP East companies paid SECA rates to other 
utilities at considerably lesser amounts than they collected. If a refund is ordered, the AEP East companies would 
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also receive refunds related to the SECA rates they paid to third parties. The AEP East companies recognized gross 
SECA revenues of $220 million from December 2004 through March 2006 when the SECA rates terminated leaving 
the AEP East companies and ultimately their internal load retail customers to make up the short fall in revenues. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates should not have been 
recoverable. The ALJ found that the SECA rates charged were unfair, unjust and discriminatory and that new 
compliance filings and refunds should be made. The ALJ also found that the unpaid SECA rates must be paid in the 
recommended reduced amount. 

In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes, based on advice of legal 
counsel, that the FERC should reject the ALJ’s initial decision because it contradicts prior related FERC decisions, 
which are presently subject to rehearing. Furthermore, management believes the ALJ’s fmdings on key issues are 
largely without merit. AEP and SECA ratepayers have engaged in settlement discussions in an effort to settle the 
SECA issue. However, if the ALJ’s initial decision is upheld in its entirety, it could result in a disallowance of a large 
portion on any unsettled SECA revenues. 

During 2006, based on anticipated settlements, the AEP East companies provided reserves for net r e h d s  for current 
and future SECA settlements totaling $37 million and $5 million in 2006 and 2007, respectively, applicable to a total 
of $220 million of SECA revenues. KPCo provided reserves of $3 million and $400 thousand in 2006 and 2007, 
respectively. 

AEP has completed settlements totaling $7 million applicable to $75 million of SECA revenues. The balance in the 
reserve for future settlements as of September 2008 was $35 million. In-process settlements total $3 million 
applicable to $37 million of SECA revenues. Management believes that the available $32 million of reserves for 
possible refunds are sufficient to settle the remaining $108 million of contested SECA revenues. 

If the-FERC-adopts-the-A.LJkdecisionu.n~or- AEP. cannot settle all of the remaining unsettled claims within the __ 
remaining amount reserved for refund, it will have an adverse effect on future net income and cash flows. Based on 
advice of external FERC counsel, recent settlement experience and the expectation that most of the unsettled SECA 
revenues will be settled, management believes that the remaining reserve of $32 million is adequate to cover all 
remaining settlements. However, management cannot predict the ultimate outcome of ongoing settlement discussions 
or future FERC proceedings or court appeals, if necessary. 

The FERC PJM Redonal Transmission Rate Proceeding 

With the elimination of T&O rates, the expiration of SECA rates and after considerable administrative litigation at the 
FERC in which AEP sought to mitigate the effect of the T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 kV and higher voltage 
transmission facilities built in PJM would be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain regulatory approvals for recovery of any costs of new facilities that are assigned to 
them. AEP requested rehearing of this order, which the FERC denied. In February 2008, AEP filed a Petition for 
Review of the FERC orders in this case in the United States Court of Appeals. Management cannot estimate at this 
time what efFect, if any, this order will have on the AEP East companies’ future construction of new transmission 
facilities, net income and cash flows. 

The AEP East companies filed for and in 2006 obtained increases in their wholesale transmission rates to recover lost 
revenues previously applied to reduce those rates. AEP has also sought and received retail rate increases in Ohio, 
Virginia, West Virginia and Kentucky. As a result, AEP is now recovering approximately 80% of the lost T&O 
transmission revenues. AEP received net SECA transmission revenues of $128 million in 2005. I&M requested 
recovery of these lost revenues in its Indiana rate filing in January 2008 but does not expect to commence recovering 
the new rates until early 2009. Future net income and cash flows will continue to be adversely affected in Indiana and 
Michigan until the remaining 20% of the lost T&O transmission revenues are recovered in retail rates. 



The FERC PJM and MISO Renional Transmission Rate Proceeding 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PJM/MISO region (the Super 
Region) to file, by August 1,2007, a proposal to establish a permanent transmission rate design for the Super Region 
to be effective February 1,2008. All of the transmission owners in PJM and MISO, with the exception of AEP and 
one MISO transmission owner, elected to support continuation of zonal rates in both RTOs. In September 2007, AEP 
filed a formal complaint proposing a highwayhyway rate design be implemented for the Super Region where users 
pay based on their use of the transmission system. AEP argued the use of other PJM and MISO facilities by AEP is 
not as large as the use of AEP transmission by others in PJM and MISO. Therefore, a regional rate design change is 
required to recognize that the provision and use of transmission service in the Super Region is not sufficiently uniform 
between transmission owners and users to justify zonal rates. In January 2008, the FERC denied AEP’s complaint. 
AEP filed a rehearing request with the FERC in March 2008. Should this effort be successful, earnings could benefit 
for a certain period of time due to regulatory lag until the AEP East companies reduce future retail revenues in their 
next fuel or base rate proceedings. Management is unable to predict the outcome of this case. 

PJM Transmission Formula Rate Filing 

In July 2008, AEP filed an application with the FERC to increase its rates for wholesale transmission service within 
PJM by $63 million annually. The filing seeks to implement a formula rate allowing annual adjustments reflecting 
future changes in AEP’s cost of service. The requested increase would result in additional annual revenues of 
approximately $9 million from nonaffiliated customers within PJM. The remaining $54 million requested would be 
billed to the AEP East companies to be recovered in retail rates. Retail rates for jurisdictions other than Ohio are not 
affected until the next base rate filing at FERC. AEP requested an effective date of October 1, 2008. In September 
2008, the FERC issued an order conditionally accepting AEP’s proposed formula rate, subject to a compliance filing, 
suspended the effective date until March 1, 2009 and established a settlement proceeding with an ALJ. Management 
is unable to predict the outcome of this filing. 

FERC Market Power Mitigation 

The FERC allows utilities to sell wholesale power at market-based rates if they can demonstrate that they lack market 
power in the markets in which they participate. Sellers with market rate authority must, at least every three years, 
update their studies demonstrating lack of market power. In December 2007, AEP filed its most recent triennial 
update. In March and May 2008, the PUCO filed comments suggesting that the FERC should further investigate 
whether AEP continues to pass the FERC’s indicative screens for the lack of market power in PJM. Certain industrial 
retail customers also requested the FERC to furlher investigate this matter. AEP responded that its market power 
studies were performed in accordance with the FERC’s guidelines and continue to demonstrate lack of market power. 
In September 2008, the FERC issued an order accepting AEP’s market-based rates with minor changes and rejected 
the PUCO’s and the industrial retail customers’ suggestions to further investigate AEP’s lack of market power. 

In an unrelated matter, in May 2008, the FERC issued an order in response to a complaint from the state of 
Maryland’s Public Service Commission to hold a future hearing to review the structure of the three pivotal market 
power supplier tests in PJM. In September 2008, PJM filed a report on the results of the PJM stakeholder process 
concerning the three pivotal supplier market power tests which recommended the FERC not make major revisions to 
the test because the test is not unjust or unreasonable. 

The FERC’s order will become final if no requests for rehearing are filed. If a request for rehearing is filed and 
ultimately results in a further investigation by the FERC which limits AEP’s ability to sell power at market-based 
rates in PJM, it would result in an adverse effect on future off-system sales margins and cash flows. 

Allocation of Off-system Sales Margins 

In 2004, intervenors and the OCC staff argued that AEP had inappropriately under-allocated off-system sales credits 
to PSO by $37 million for the period June 2000 to December 2004 under a FERC-approved allocation agreement. An 
ALJ assigned to hear intervenor claims found that the OCC lacked authority to examine whether AEP deviated from 
the FERC-approved allocation methodology for off-system sales margins and held that any such complaints should be 
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addressed at the FERC. In October 2007, the OCC adopted the ALJ’s recommendation and orally directed the OCC 
staff to explore Ning a complaint at the FERC alleging the allocation of off-system sales margins to PSO is not in 
compliance with the FERC-approved methodology which could result in an adverse effect on future net income and 
cash flows for AEP Consolidated, the AEP East companies and the AEP West companies. In June 2008, the ALJ 
issued a fiial recommendation and incorporated the prior finding that the OCC lacked authority to review AEP’s 
application of a FERC-approved methodology. In June 2008, the Oklahoma Industrial Energy Consumers appealed 
the ALJ recommendation to the OCC. In August 2008, the OCC heard the appeal and a decision is pending. In 
August 2008, the OCC filed a complaint at the FERC alleging that AEPSC inappropriately allocated off-system 
trading margins between the AEP East companies and the AEP West companies and did not properly allocate off- 
system trading margins within the AEP ‘West companies. The PUCT, the APSC and the Oklahoma Industrial Energy 
Consumers have all intervened in this filing. 

TCC, TNC and the PUCT have been involved in litigation in the federal courts concerning whether the PUCT has the 
right to order a reallocation of off-system sales margins thereby reducing recoverable fuel costs in the final fuel 
reconciliation in Texas under the restructuring legislation. 

Management cannot predict the outcome of these proceedings. However, management believes its allocations were in 
accordance with the then-exis~g FERC-approved allocation agreements and additional off-system sales margins 
should not be retroactively reallocated. The results of these proceedings could have an adverse effect on future net 
income and cash flows for AEP Consolidated, the AEP East companies and the AEP West companies. 

4. COMMITMENTS, GUARANTEES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, business 
activities are subject to extensive governmental regulation related to public health and the environment. The ultimate 
outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising fiom such proceedings would have 
a material adverse effect on the financial statements. The Commitments, Guarantees and Contingencies note within 
the 2007 Annual Report should be read in conjunction with this report. 

- - _  - _ _  .._ 
- 

GUARANTEES 

There is no collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to 
third parties. 

Indemnijications and OtJter Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to September 30, 
2008, KPCo entered into sale agreements including indemnifications with a maximum exposure that was not 
significant. There are no material liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SWEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SWJ3PCo related to power purchase and sale 
activity conducted pursuant to the SLA. 



Master OperatinE Lease 

KPCo leases certain equipment under a master operating lease. Under the lease agreement, the lessor is guaranteed to 
receive up to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of 
the leased equipment is below the unamortized balance at the end of the lease term, KPCo has committed to pay the 
difference between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of 
the unamortized balance. Historically, at the end of the lease term the fair market value has been in excess of the 
unamortized balance. Assuming the fair market value of the equipment is zero at the end of the lease term, the 
maximum potential loss for these lease agreements was approximately $3 million as of September 30,2008. 

CONTINGENCIES 

Carbon Dioxide (COJ Public Nuisance Claims 

In 2004, eight states and the City of New York filed an action in federal district court for the Southern District of New 
York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. The 
Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against the 
same defendants. The actions allege that COz emissions from the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments from the defendants. The dismissal of this lawsuit was appealed to the 
Second Circuit Court of Appeals. Briefing and oral argument have concluded. In April 2007, the U.S. Supreme 
Court issued a decision holding that the Federal EPA has authority to regulate emissions of COZ and other greenhouse 
gases under the CAA, which may impact the Second Circuit’s analysis of these issues. The Second Circuit requested 
supplemental briefs addressing the impact of the US. Supreme Court’s decision on this case. Management believes 
the actions are without merit and intends to defend against the claims. 

Alaskan Villages’ Claiins 

In February 2008, the Native Village of Kivalina and the City of Kivalina, Alaska filed a lawsuit in federal court in 
the Northern District of California against AEP, AEPSC and 22 other unrelated defendants including oil & gas 
companies, a coal company, and other electric generating companies. The complaint alleges that the defendants’ 
emissions of COZ contribute to global warming and constitute a public and private nuisance and that the defendants 
are acting together. The complaint further alleges that some of the defendants, including AEP, conspired to create a 
false scientific debate about global warming in order to deceive the public and perpetuate the alleged nuisance. The 
plaintiffs also allege that the effects of global warming will require the relocation of the village at an alleged cost of 
$95 million to $400 million. The defendants filed motions to dismiss the action. The motions are pending before the 
court. Management believes the action is without merit and intends to defend against the claims. 

Clean Air Act Interstate Rule 

In 2005, the Federal EPA issued a final rule, the Clean Air Interstate Rule (CAIR), that required further reductions in 
SOz and NO, emissions and assists states developing new state implementation plans to meet 1997 national ambient 
air quality standards (NAAQS). CAIR reduces regional emissions of SO2 and NO, (which can be transformed into 
particulate matter and ozone) from power plants in the Eastern U.S. (29 states and the District of Columbia). 
Reduction of both SOz and NO, would be achieved through a cap-and-trade program. In July 2008, the D.C. Circuit 
Court of Appeals issued a decision that would vacate the CAIR and remand the rule to the Federal EPA. In 
September 2008, the Federal EPA and other parties petitioned for rehearing. Management is unable to predict the 
outcome of the rehearing petitions or how the Federal EPA will respond to the remand which could be stayed or 
appealed to the U.S. Supreme Court. 

KPCo did not purchase any significant number of CAIR allowances. SO2 and seasonal NO, allowances allocated to 
the AEP System’s facilities under the Acid Rain Program and the NO, state implementation plan (SIP) Call will still 
be required to comply with existing CAA programs that were not affected by the court’s decision. 
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It is too early to determine the full implication of these decisions on environmental compliance strategy. However, 
independent obligations under the CAA, including obligations under future state implementation plan submittals, and 
actions taken pursuant to the settlement of the NSR enforcement action, are consistent with the actions included in a 
least-cost CAIR compliance plan. Consequently, management does not anticipate making any immediate changes in 
near-term compliance plans as a result of these court decisions. 

FERC Long-term Contracts 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.” The complaint alleged that KPCo and 
other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was allegedly 
dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, the U.S. 
Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for further 
proceedings. That decision was appealed to the U.S. Supreme Court. In June 2008, the U.S. Supreme Court affirmed 
the validity of contractually-agreed rates except in cases of serious harm to the public. The U.S. Supreme Court 
& i e d  the Ninth Circuit’s remand on two issues, market manipulation and excessive burden on consumers. 
Management is unable to predict the outcome of these proceedings or their impact on future net income and cash 
flows. Management asserted claims against certain companies that sold power to KPCo and other AEP subsidiaries, 
which was resold to the Nevada utilities, seeking to recover a portion of any amounts that may be owed to the Nevada 
utilities. 

5. BENEFIT PLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majorily 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. In 
addition, KPCo participates in other postretirement benefit plans sponsored by AEP to provide medical and death 
benefits for retired employees. 

- _ _  Components of Net Periodic Benejit-Cost - - ._ 

The following tables provide the components of AEP’s net periodic benefit cost for the plans for the three and nine 
months ended September 30,2008 and 2007: 

Other Postretirement 

Three Months Ended September 30, 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in millions) 

Three Months Ended September 30, 

Service Cost $ 25 $ 24 $ 10 $ 11 
Interest Cost 62 59 28 26 

(85)  (27) (26) 
7 6 

Expected Return on Plan Assets 
Amortization of Transition Obligation 
Amortization of Net Actuarial Loss 10 15 3 3 
Net Periodic Benefit Cost $ 13 $ 13 $ 21 $ 20 

(84) 

Other Postretirement 

Nine Months Ended September 30, 
Pension Plans Benefit Plans 

2008 2007 2008 2007 
(in millions) 

Nine Months Ended September 30, 

Service Cost $ 75 $ 72 $ 31 $ 32 
Interest Cost 187 176 84 78 
Expected Return on Plan Assets (252) (83) (78) 

20 
(254) 

Amortization of Transition Obligation 
Amortization of Net Actuarial Loss 29 44 8 9 
Net Periodic Benefit Cost $ 39 $ 38 $ 61 $ 61 

21 
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The following table provides KPCo’s net periodic benefit cost for the plans for the three and nine months ended 
September 30,2008 and 2007: 

Other Postretirement 
Pension Plans Benefit Plans 

2008 2007 2008 2007 

Three Months Ended September 30, 
Nine Months Ended September 30, 

(in thousands) 
$ 249 $ , 255 $ 417 $ 426’ 

747 764 1,218 1,279 

AEP has significant investments in several trust funds to provide for future pension and OPEB payments. All of the 
trust funds’ investments are well-diversified and managed in compliance with all laws and regulations. The value of 
the investments in these trusts has declined due to the decreases in the equity and fixed income markets. Although the 
asset values are currently lower, this decline has not affected the funds’ ability to make their required payments. 

6. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 

7. INCOME TAXES 

KPCo adopted FIN 48 as of January 1, 2007. As a result, KPCo recognized an increase in the liabilities for 
unrecognized tax benefits, as well as related interest expense and penalties, which was accounted for as a reduction to 
the January 1 , 2007 balance of retained earnings. 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
group. 

KPCo and other AEP subsidiaries are no longer subject to U.S. federal examination for years before 2000. However, 
KPCo and other AEP subsidiaries have filed refund claims with the IRS for years 1997 through 2000 for the CSW 
pre-merger tax period, which are currently being reviewed. KPCo and other AEP subsidiaries have completed the 
exam for the years 2001 through 2003 and have issues that are being pursued at the appeals level. The returns for the 
years 2004 through 2006 are presently under audit by the IRS. Although the outcome of tax audits is uncertain, in 
management’s opinion, adequate provisions for income taxes have been made for potential liabilities resulting from 
such matters. In addition, KPCo accrues interest on these uncertain tax positions. Management is not aware of any 
issues for open tax years that upon final resolution are expected to have a material adverse effect on net income. 

KPCo, along with other AEP subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP subsidiaries have 
filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact net income. With few exceptions, KPCo is 
no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

Federal Tax Legislation 

In October 2008, the Emergency Economic Stabilization Act of 2008 (the Act) was signed into law. The Act 
extended several expiring tax provisions and added new energy incentive provisions. The legislation impacted the 
availability of research credits, accelerated depreciation of smart meters, production tax credits and energy efficient 
commercial building deductions. Management has evaluated the impact of the law change and the application of the 
law change will not materially impact net income, cash flows or financial condition. 
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State Tax Legislation 

In March 2008, the Governor of West Virginia signed legislation providing for, among other things, a reduction in the 
West Virginia corporate income tax rate from 8.75% to 8.5% beginning in 2009. The corporate income tax rate could 
also be reduced to 7.75% in 2012 and 7% in 2013 contingent upon the state govement achieving certain minimum 
levels of shortfall reserve funds. Management has evaluated the impact of the law change and the application of the 
law change will not materially impact KPCo’s net income, cash flows or financial condition. 

8. FINANCING ACTIVITIES 

Lines of Credit 

The AEP System uses a corporate borrowing program to meet the short-term borrowingneeds of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
corporate borrowing program operates in accordance with the terms and conditions approved in a regulatory order. 
The amount of outstanding borrowings from the Utility Money Pool as of September 30, 2008 and December 31, 
2007 are included in Advances from Affiliates on KPCo’s balance sheets. KPCo’s Utility Money Pool activity and 
corresponding authorized borrowing limit for the nine months ended September 30, 2008 are described in the 
following table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool Money Pool Money Pool September 30,2008 Limit 

(in thousands) 
$ 70,213 $ - $ 38,946 $ - $  65,092 $ 250,000 

Maximum, minimum and average interest rates for funds either borrowed from or loaned to the Utility Money Pool 
for the nine months ended September 30,2008 and 2007 are summarized in the following table: 

Maximum Minimum Maximum Minimum Average Average - - 
Interest Rates Interest Rates Interest Rates Interest Rates Interest Rate Interest Rate 

for Funds for Funds for Funds For Funds for Funds for Funds 
Borrowed from Borrowed from Loaned to the Loaned to the Borrowed from Loaned to the 

the Utility the Utility Utility Money Utility Money the Utility Utility Money 
Money Pool Money Pool Pool Pool Money Pool Pool 

2008 5.37% 2.91% -% -% 3.24% -% 
2007 5.92% 5.30% 5.94% 5.71% 5.50% 5.84% 

Credit Facilities 

In April 2008, KPCo and certain other companies in the AEP System entered into a $650 million 3-year credit 
agreement and a $350 million 364-day credit agreement which were reduced by Lehman Brothers Holdings Inc.’s 
commitment amount of $23 milIion and $12 million, respectively, following its bankruptcy. Under the facilities, 
letters of credit may be issued. As of September 30,2008, there were no outstanding amounts for KPCo under either 
facility. 
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GLQSARY OF TERMS 

When the following terms and abbreviations appear in the text of this report, they have the meanings 
indicated below. 

Term Meaning 

AEGCo 
AEP or Parent 
AEP Credit 

AEP East companies 
AEPSC 

AEP System or the System 

AEP Power Pool 

AEP West companies 
AFUDC 
ALJ 
AOCI 
APCo 
ARO 
CAA 
co2 
CSPCo 
csw 

CSW Operating Agreement 

DETM 
EITF 
ERCOT 
FASB 
Federal EPA 
FERC 
FIN 
FIN 47 

FIN 48 

GAAP 
I&M 
IRS 
KGPCo 
KPCo 
KPSC 
kV 
MIS0 

AEP Generating Company, an AEP electric utility subsidiary. 
American Electric Power Company, Inc. 
AEP Credit, Inc., a subsidiary of AEP which factors accounts receivable and accrued 

APCo, CSPCo, I&M, KPCo and OPCo. 
American Electric Power Service Corporation, a service subsidiary providing 

management and professional services to AEP and its subsidiaries. 
American Electric Power System, an integrated electric utility system, owned and 

operated by AEP’s electric utility subsidiaries. 
Members are APCo, CSPCo, I&M, KPCo and OPCo. The Pool shares the 

generation, cost of generation and resultant wholesale off-system sales of the 
member companies. 

utility revenues for affiliated domestic electric utility companies. 

PSO, SWEPCo, TCC and TNC. 
Allowance for Funds Used During Construction. 
Administrative Law Judge. 
Accumulated Other Comprehensive Income. 
Appalachian Power Company, an AEP electric utility subsidiary. 
Asset Retirement Obligations. 
Clean Air Act. 
Carbon Dioxide. 
Columbus Southern Power Company, an AEP electric utility subsidiary. 
Central and South West Corporation, a subsidiary of AEP (Effective January 21, 

2003, the legal name of Central and South West Corporation was changed to 
AEP Utilities, Inc.). 

Agreement, dated January 1, 1997, by and among PSO, SwEPCo, TCC and TNC 
governing generating capacity allocation. This agreement was amended in 
May 2006 to remove TCC and TNC. AEPSC acts as the agent. 

Duke Energy Trading and Marketing L.L.C., a risk management counterparty. 
Financial Accounting Standards Board’s Emerging Issues Task Force. 
Electric Reliability Council of Texas. 
Financial Accounting Standards Board. 
United States Environmental Protection Agency. 
Federal Energy Regulatory Commission. 
FASB Interpretation No. 
FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement 

Obligations.” 
FIN 48, “Accounting for Uncertainty in Income Taxes” and FASB Staff Position 

FIN 48-1 “Definition of Seftlement in FASB Interpretation No. 48.” 
Accounting Principles Generally Accepted in the United States of America. 
Indiana Michigan Power Company, an AEP electric utility subsidiary. 
Internal Revenue Service. 
Kingsport Power Company, an AEP electric distribution subsidiary. 
Kentucky Power Company, an AEP electric utility subsidiary. 
Kentucky Public Service Commission. 
Kilovolt. 
Midwest Independent Transmission System Operator. 
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Term 

MTM 
Mw 
NO, 
NSR 
occ 
OPCO 
OPEB 
OVEC 
PJM 
PSO 
PUCT 
PUHCA 
Rockport Plant 

RTO 
SEC 
SECA 
SFAS 

SFAS 71 

SFAS 109 

SFAS 133 

SFAS-143-- 

SFAS 157 
SFAS 158 

SFAS 159 

SIA 
so2 
SWEPCO 
TCC 
TNC 
Utility Money Pool 
WPCO 

Meaning 

Mark-to-Market. 
Megawatt. 
Nitrogen oxide. 
New Source Review. 
Corporation Commission of the State of Oklahoma. 
Ohio Power Company, an AEP electric utility subsidiary. 
Other Postretirement Benefit Plans. 
Ohio Valley Electric Corporation, which is 43.47% owned by AEP. 
Pennsylvania - New Jersey - Maryland regional transmission organization. 
Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
Public Utility Commission of Texas. 
Public Utility Holding Company Act. 
A generating plant, consisting of two 1,300 MW coal-fired generating units near 

\ 

Rockport, Indiana, owned by AEGCo and I&M. 
Regional Transmission Organization. - -  

United States Securities and Exchange Commission. 
Seams Elimination Cost Allocation. 
Statement of Financial Accounting Standards issued by the Financial Accounting 

Statement of Financial Accounting Standards No. 71, “Accounting for the Effects of 

Statement of Financial Accounting Standards No. 109, “Accounting for Income 

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative 

Statement -of--Financial-A-ccountin~ Standards- Nor-143, “Accounting- for Asset--- - 

Statement of Financial Accounting Standards No. 157, “‘Fair Value Measurements.” 
Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for 

Statement of Financial Accounting Standards No. 159, “The Fair Value Option for 

System Integration Agreement. 
Sulfur Dioxide. 
Southwestern Electric Power Company, an AEP electric utility subsidiary. 
AEP Texas Central Company, an AEP electric utility subsidiary. 
AEP Texas North Company, an AEP electric utility subsidiary. 
AEP System’s Utility Money Pool. 
Wheeling Power Company, an AEP electric distribution subsidiary. 

Standards Board. 

Certain Types of Regulation.” 

Taxes.” I 

Instruments and Hedging Activities.” 

Retirement Obligations.” 

Defined Benefit Pension and Other Postretirement Plans.” 

Financial Assets and Financial Liabilities.” 
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INDEPENDENT AUDITORS’ REPORT 
. 

To the Board of Directors and Shareholder of 
Kentucky Power Company: 

We have audited the accompanying balance sheets of Kentucky Power Company (the ”Company”) as of December 
31, 2007 and 2006, and the related statements of income, changes in common shareholder’s equity and 
comprehensive income (loss), and cash flows for each of the three years in the period ended December 31, 2007. 
These financial statements are the responsibility of the Company’s management. Our responsibjlity is to express an 
opinion on these financial statements based on our audits. 
We conducted our audits h accordance with generally accepted auditing standards as established by the Auditing 
Standards Board (United States) and in accordance with the auditing standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are fkee of material misstatement. The Company is not required to 
have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate 
in the circumstances, but not for the purpose of e-xpressing an opinion on the effectiveness of the Company’s inkma1 
control over financial reporting. AccordFngly, we express no such opinion. An audit also includes exaqining, on ,a 
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such financial statements present fairly, in all material respects, the financial position of Kentucky 
Power Company as of December 31,2007 and 2006, and the results of its operations and its cash flows for the years 
then ended in conformity with accounting principles generally accepted in the United States of America. 

As discussed in Notes 2 and 7 to the financial statements, respectively, the Company adopted FASB Interpretation 
No. 48, “Accounting for Uncertainty in Income Taxes”, effective January 1, 2007, and FASB Statement No. 158, 
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,” effective December 3 1 , 2006. 

’ 

.. 

Columbus, Ohio 
February 28,2008 
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KENTUCKY POWER COMPANY 
STATEMENTS OF INCOME 

For the Years Ended December 31,2007,2006 and 2005 
(in thousands) 

REVENUES 
Electric Generation, Transmission and Distribution 
Sales to AEP Affiliates 
Other 
TOTAL 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 
Purchased Electricity for Resale 
Purchased Electricity fiom AEP ABliates 
Other Operation 
Maintenapce 
Depreciation and Amortization 
Taxes Other Than Income Taxes 
TOTAL 

OPERATING INCOME 

Other Income (Expense): 
Interest Income 
Allowance for Equity Funds Used During Construction 
Interest Expense 

INCOME BEFORE INCOME TAXES 

Income Tax Expense 

NET INCOME 

The common stock of KPCo is wholly-owned by AEP. 

See Notes to Financial Statements. 

- -  ~~~ ~ _--__ - - ___ - - - __ 

2007 2006 2005 

$ 526,754 
60,55 1 

695 
588,000 

147,9 12 
17,786 

185,399 
66,118 
36,880 
47,193 

$ 526,432 
58,287 

1,148 
585,867 

152,335 
8,724 

192,080 
60,674 
35,430 
46,387 

$ 458,858 
70,803 

1,682 
531,343 

142,672 
7,213 

176,350 
59,024 
30,652 
45,110 

11,872 8,642 9,491 
5 13,160 504,242 470,512 

74,840 8 1,625 60,83 1 

1,992 656 880 
260 241 3 05 

(28,635) (28,832) (29,07 1 ) 

48,457 53,690 32,945 

15,987 18,655 12,136 

___ - __ __ - - ___ . . ____ __-- _ - . -- __ ____ 

$ 32,470 $ 35,035 $ 20,809 
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DECEMBER 31,2004 

KENTUCKY POWER COMPATW 
STATEMENTS OF CHANGES IN COMMON SHAREHOLDER’S 

EQUITY AND COMPREHENSIVE INCOME (LOSS) 
For the Years Ended December 31, 2007,2006 and 2005 

(in thousands) 

Accumulated 
Other 

Common Paid-in Retained Comprehensive 
Stock Capital Earnings Income (Loss) Total 

$ 50,450 $ 208,750 $ 70,555 $ (8,775) $ 320,980 

Common Stock Dividends 
TOTAL 

(2,500) 
318,480 

COMPREHENSIVE INCOME 
Other Comprehensive Income (Loss), Net of Taxes: 

Cash Flow Hedges, Net of Tax of $542 (1,007) (1 ,007 1 
Minimurn Pension Liability, Net of Tax of $5,147 9,559 9,559 

NET INCOME 20,809 20,809 
TOTAL COMPREHENSIVE INCOME 29,361 

DECEMBER 31,2005 50,450 208,750 88,864 (223) 347,841 

Common Stock Dividends 
TOTAL 

(15,000) (15,000) 
332,841 

COMPREHENSIVE INCOME 
Other Comprehensive Income, Net of Taxes: 

Cash Flow Hedges, Net of Tax of $940 1,746 1,746 
Minimum Pension Liability, Net of Tax of $16 29 29 

NET INCOME 35,035 35,035 
TOTAL COMPREHENSIVE INCOME 36,810 

DECEMBER 31,2006 50,450 208,750 108,899 1,552 369,65 I 

FIN 48 Adoption, Net of Tax 
Common Stock Dividends 
TOTAL 

I 

(786) 
(12,000) (12,000) 

356,865 

COMPREHENSIVE INCOME 
Other Comprehensive Loss, Net of Taxes: 

NET INCOME 32,470 32,470 
TOTAL COMPREHENSIVE INCOME 30,104 
DECEMBER 31,2007 $ 50,450 $ 208,750 $ 128,583 $ (814) $ 386,969 

Cash Flow Hedges, Net of Tax of $1,274 (2,366) (2,366 1 

See Notes to Financial Statements. 



BALANCE SHEETS 
ASSETS 

December 31,2007 and 2006 
(in thousands) 

2007 
CURRENT ASSETS 

Cash and Cash Equivalents 
Accounts Receivable: 

Customers 
M i a t e d  Companies 
Accrued Unbilled Revenues 
Miscellaneous 
Allowance for Uncollectible Accounts 

Total Accounts Receivable 
Fuel 
Materials and Supplies 
Risk Management Assets 
Regulatory Asset for Under-Recovered Fuel Costs 
Prepayments and Other 
TOTAL 

PROPERTY, PLANT AND EQUIPMENT 
Electric: 

Production 
Transmission 
Distribution 

Other 
Construction Work in Progress 
-Total- __ ______ ~~ - 

Accumulated Depreciation and Amortization 
TOTAL - NET 

- 

KENTUCKY POWER COMPANY 

OTEIER NONCURRENT ASSETS 
Regulatory Assets 
Long-term Risk Management Assets 
Deferred Charges and Other 
TOTAL 

TOTAL ASSETS 

$ 727 

20,196 
15,984 
2,904 

178 

38,191 
8,338 

11,758 
12,480 
4,426 
4,701 

80,62 1 

(1,071) 

482,653 
402,259 
502,486 
61,665 
461439 

- - -1;495;502- 
457.028 

1,038,474 

124,828 
15,356 
531708 

193,892 

$ 1,3 12,987 

2006 

$ 702 

30,112 
10,540 
3,602 

327 
(227) 

44,354 
16,070 
8,726 

1,042 
5,327 

101,845 

25,624 - 

478,955 
394,419 
48 1,083 

61,089 

442,778 
1,002,355 

136,139 
21,282 
48,944 

206,365 

$ 1,3 10,565 

See Notes to Financial Statements. 
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KENTUCKY POWER COMPANY 
BALANCE SHEETS 

LLABILITIES AND SEL4REHOLDER’S EQUITY 
December 31,2007 and 2006 

CURRENT LIABILITIES 
Advances from Affiliates 
Accounts Payable: 

General 
Affiliated Companies 

Long-term Debt Due Within One Year -Nonaffiliated 
Risk Management Liabilities 
Customer Deposits 
Accrued Taxes 
Other 
TOTAL 

NONCURRENTLIABILITIES 
Long-term Debt -Nonaffiliated 
Long-term Debt - Affiliated 
Long-term Risk Management Liabilities 
Deferred Income Taxes 
Regulatory Liabilities and Deferred Investment Tax Credits 
Deferred Credits and Other 
TOTAL 

TOTAL LIABILITIES 

Commitments and Contingencies (Note 5) 

COMMON SHAREHOLDER’S EQUITY 
Common Stock - $50 Par Value Per Share: 

Authorized - 2,000,000 Shares 
Outstanding - 1,009,000 Shares 

Paid-in Capital 
Retained Earnings 
Accumulated Other Comprehensive Income (Loss) 
TOTAL 

TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY 

2007 2006 
(in thousands) 

$ 19,153 $ 30,636 

32,603 3 1,490 
29,437 23,658 
30,000 322,048 
10,974 20,001 
15,312 16,095 
16,875 18,775 
3 1,909 26,303 

186,263 489,006 

398,373 104,920 
20,000 20,000 
9,711 15,426 

240,858 242,133 
46,434 49,109 
241379 20,320 

739,755 451,908 

926,018 940,914 

50,450 50,450 
208,750 208,750 
128,583 108,899 

(814) 1,552 
386.969 369.65 1 

$ 1,312,987 $ 1,310,565 

See Notes to Financial Statements. 



KENTUCKY POWER COMPANY 

For the Years Ended December 31,2007,2006 and 2005 
(in thousands) 

STATEMENTS OF CASH F'LOWS 

OPERATING ACTIVITIES 
Net Income 
Adjustments to Reconcile Net Income to Net Cash Flows from 

Operating Activities: 
Depreciation and Amortization 
Deferred Income Taxes 
Allowance for Equity Funds Used During Construction 
Mark-to-Market of Risk Management Contracts 
Pension Contributions to Qualified Plan Trusts 
Change in Other Noncurrent Assets 
Change in Other Noncurrent Liabilities 
Changes in Certain Components of Working Capital: 

Accounts Receivable, Net 
Fuel, Materials and Supplies 
Accounts Payable 
Customer Deposits 
Accrued Taxes, Net 
Other Current Assets 
Other Current Liabilities 

Net Cash Flows from Operating Activities 

2007 2006 2005 

$ 32,470 $ 35,035 $ 20,809 

47,193 46,387 45,110 
5,691 2,596 10,555 
(260) (241 1 (305 1 

2,479 580 (37465 1 - (1 8,894) 
(47 122) (4,497) (1 14) 

2,445 11,903 (3,681 
9,015 (6,1251 (2,735) 

(783 1 (5,548) 9,334 
(1,410) . 15,547 (7,041 1 
(3,207) 7,867 (9,261 

1,001 2,621 3,844 

1,806 (3,436) 13,184 

1,376 3,953 1,589 
93,694 106,642 58,929 

INVESTING ACTIVITIES 
Construction Expenditures (68,134) (77,848) (56,979) 
Change in Other Cash Deposits, Net 

Proceeds fiom Sales of Assets 695 2,956 300 
Net Cash Flows Used for Investing Activities (67,439) (74,887) (40,557) 

- 
-~ __ __ - (5 __ 1 - - 5 

Ch=& AdVGCeSfo AffiliaGs, Net - - 16,127 

FINANCING ACTMTIES 
Issuance of Long-term Debt -Nonaffiliated 
Change in Advances fiom Affiliates, Net (1 1,483) 24,596 6,040 
Retirement of Long-term Debt - Nonaffiliated (322,964) - - 

(40,000) (20,000) Retirement of Long-term Debt - Affiliated 
Principal Payments for Capital Lease Obligations (883) (1,175) (1,518) 
Dividends Paid on Common Stock (12,000) (15,000) (2,500) 
Net Cash Flows Used for Financing Activities (26,230) (31,579) (17,978) 

321 , 100 - - 

- 

Net Increase in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

25 176 394 
702 526 132 

$ 727 $ 702 $ 526 

SUPPLEMENTARY INFORMATION 
Cash Paid for Interest, Net of Capitalized Amounts $ 28,864 $ 27,887 $ 27,354 
Net Cash Paid for Income Taxes 10,477 11,516 11,655 
Noncash Acquisitions Under Capital Leases 826 648 419 
Construction Expenditures Included in Accounts Payable at December 3 1, 12,161 3,357 6,553 

See Notes to Financial Statements. 
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1. ORGANIZATION AND SUMMARY OF SIGNLFICANT ACCOUNTING POLICIES 

ORGANIZATION 

As a public utility, KPCo engages in the generation and purchase of electric power, and the subsequent sale, 
transmission and distribution of that power to 176,000 retail customers in its service temtory in eastern Kentucky. As 
a member of the AEP Power Pool, KPCo shares the revenues and the costs of the AEP Power Pool’s sales to 
neighboring utilities and power marketers. KPCo also sells power at wholesale to municipalities. 

The cost of the AEP Power Pool’s generating capacity is allocated among its members based on relative peak 
demands and generating reserves through the payment of capacity charges and the receipt of capacity revenues. The 
capacity reserve relationship of the AEP Power Pool members changes as generating assets are added, retired or sold 
and relative peak demand changes. AEP Power Pool members are also compensated for the out-of-pocket costs of 
energy delivered to the AEP Power Pool and charged for energy received from the AEP Power Pool. The AEP Power 
Pool calculates each member’s prior twelve-month peak demand relative to the sum of the peak demands of all 
members as a basis for sharing revenues and costs. The result of this calculation is the member load ratio (MLR), 
which determines each member’s percentage share of revenues and costs. 

Under a unit power agreement with AEGCo, an aftiliated company that is not a member of the AEP Power Pool, 
KPCo purchases 15% of the total output of the 2,600 MW Rockport Plant capacity. Therefore, KPCo purchases 390 
MW of Rockport Plant capacity. The unit power agreement expires in December 2022. KPCo pays a demand charge 
for the right to receive the power, which is payable even if the power is not taken. 

Prior to April 1, 2006, under the SIA, AEPSC allocated physical and financial revenues and expenses from 
neighboring utilities, power marketers and other power and gas risk management activities among AEP East 
companies and AEP West companies based on an allocation methodology established at the time of the AEP-CSW 
merger. Sharing in a calendar year was based upon the level of such activities experienced for the twelve months 
ended June 30,2000, which immediately preceded the merger. This activity resulted in an AEP East companies’ and 
AEP West companies’ allocation of approximately 91% and 9%, respectively, for revenues and expenses. Allocation 

- _ _  percentages in any given calendar y-eB were Jsobased upon the relative generating capacity of the AEP &t 
companies and AEP West companies in the event the pre-merger activity level was exceeded. The capacity-based 
allocation mechanism was triggered in July 2005, resulting in an allocation factor of approximately 70% and 30% for 
the AEP East companies and AEP West companies, respectively, for the remainder of each year. 

Effective April 1, 2006, under the SIA, AEPSC allocates physical and financial revenues and expenses from 
neighboring utilities, power marketers and other power and gas risk management activities based upon the location of 
such activity, with margins resulting from trading and marketing activities originating in PJM and MIS0 generally 
accruing to the benefit of the AEP East companies and trading and marketing activities originating in SPP and 
ERCOT generally accruing to the benefit of PSO and SWEPCo. Margins resulting fiom other transactions are 
allocated among the AEP East companies, PSO and SWEPCo in proportion to the marketing realization directly 
assigned to each zone for the current month plus the preceding eleven months. Accordingly, the 2006 results of 
operations and cash flows reflect nine months of the SIA change. 

AEPSC conducts power, gas, coal and emission allowance risk management activities on KPCo’s behalf. KPCo 
shares in the revenues and expenses associated with these risk management activities, as described in the preceding 
paragraph, with the other AEP East companies, PSO and SWPCo. Power and gas risk management activities are 
allocated based on the existing power pool agreement and the SIA. KPCo shares in coal and emission allowance risk 
management activities based on its proportion of fossil hels burned by the AEP System. Risk management activities 
primarily involve the purchase and sale of electricity under physical forward contracts at fixed and variable prices and 
to a lesser extent gas, coal and emission allowances. The electricity, gas, coal and emission allowance contracts 
include physical transactions, over-the-counter options and financially-settled swaps and exchange-traded fitures and 
options. KPCo settles the majority of the physical forward contracts by entering into offsetting contracts. 

To minimize the credit requirements and operating constraints when operating within PJM, the AEP East companies 
as well as KGPCo and WPCo, agreed to a netting of all payment obligations incurred by any of the AEP East 
companies against all balances due to the AEP East companies, and to hold PJM harmless from actions that any one 
or more AEP East companies may take with respect to PJM. 

- 
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SUMNLARY OF SIGNIFICANT ACCOUNTING POLICIEX 

Rates and Service Regulation 

KPCo’s affiliated transactions are regulated by the FERC under the 2005 Public Utility Holding Company Act (2005 
PUHCA) and by the KPSC. The KPSC approves the retail rates KPCo charges and regulates KPCo’s retail services 
and operations for the generation and supply of power, retail transmission and distribution energy delivery services. 

The FERC regulates wholesale power markets, wholesale power transactions and wholesale transmission services. 
KPCo’s wholesale power transactions are generally market-based and are not cost-based regulated unless KPCo 
negotiates and files a cost-based contract with the FERC or the FERC determines that KPCo has “market power” in 
the region in which the transaction is taking place. KPCo enters into wholesale power supply contracts with various 
municipalities and cooperatives that are FERC regulated, cost-based contracts. 

In addition, the FERC regulates the AEP Power Pool, the Transmission Equalization Agreement, the System Interim 
Allowance Agreement, and SIA, all of which allocate shared AEP system costs and revenues to the utility subsidiaries 
that are parties to the agreements, including KPCo. 

The KPSC regulates all of the retail public utility operations (generatiodpower supply, transmission and distribution 
operations) and retail rates of KPCo, which are cost-based. In 2005, KPCo was subject to regulation by the SEC 
under the Public Utility Holding Company Act of 1935 (1935 PUHCA). The Energy Policy Act of 2005 repealed the 
1935 PUHCA effective February 8, 2006 and replaced it with the 2005 PUHCA. With the repeal of the 1935 
PUHCA, the SEC no longer has jurisdiction over the activities of registered holding companies, their respective 
service corporations and their intercompany transactions, which it regulated since 1935 predominantly at cost. 
Jurisdiction over holding company-related activities was transferred to the FERC and the required reporting was 
reduced by the 2005 PUHCA. The FERC also has jurisdiction over the issuances and acquisitions of securities of the 
public utility subsidiaries, the acquisition or sale of certain utility assets, mergers with another electric utility or 
holding company, inter-company transactions, accounting and AEPSC intercompany service billings which are 
generally at cost. The intercompany sale of non-power goods and non-AEPSC services to affiliates cannot exceed 
market under the 2005 PUBCA. 

Both the FERC and the KPSC are permitted to review and audit the books and records of KPCo. 

Accounting for the Effects of Cost-Based Regulation 

As a cost-based rate-regulated electric public utility company, KPCo’s financial statements reflect the actions of 
regulators that result in the recognition of certain revenues and expenses in different time periods than enterprises that 
are not rate-regulated. In accordance with SFAS 7 1 , regulatory assets (deferred expenses) and regulatory liabilities 
(future revenue reductions or refunds) are recorded to reflect the economic effects of regulation by matching expenses 
with their recovery through regulated revenues and income with its passage to customers through the reduction of 
regulated revenues. 

Use of Estimates 

The preparation of these financial statements in conformity with accounting principles generally accepted in the 
United States of America requires management to make estimates and assumptions that affect the amounts reported in 
the financial statements and accompanying notes. These estimates include but are not limited to inventory valuation, 
allowance for doubtful accounts, long-lived asset impairment, unbilled electricity revenue, valuation of long-term 
energy contracts, the effects of regulation, long-lived asset recovery, the effects of contingencies and certain 
assumptions made in accounting for pension and postretirement benefits. The estimates and assumptions used are 
based upon management’s evaluation of the relevant facts and circumstances as of the date of the financial statements. 
Actual results could ultimately differ from those estimates. 
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Property, Plant and Equipment and Equity Investments 

Electric utility property, plant and equipment are stated at original purchase cost. Additions, major replacements and 
betterments are added to the plant accounts. Normal and routine retirements from the plant accounts, net of salvage, 
are charged to accumulated depreciation for cost-based rate-regulated operations under the group composite method 
of depreciation. The group composite method of depreciation assumes that on average, asset components are retired 
at the end of their useful lives and thus there is no gain or loss. The equipment in each primary electric plant account 
is identified as a separate group. Under the group composite method of depreciation, continuous interim routine 
replacements of items such as boiler tubes, pumps, motors, etc. result in the original cost, less salvage, being charged 
to accumulated depreciation. The depreciation rates that are established for the generating plants take into account the 
past history of interim capital replacements and the amount of salvage received. These rates and the related lives are 
subject to periodic review. Removal costs are charged to regulatory liabilities. The costs of labor, materials and 
overhead incurred to operate and maintain the plants are included in operating expenses. 

Long-lived assets are required to be tested for impairment when it is determined that the carrying value of the assets 
may no longer be recoverable or when the assets meet the held for sale criteria under SFAS 144, “Accounting for the 
Impairment or Disposal of Long-lived Assets.” Equity investments are required to be tested for impairment when it is 
determined there may be an other than temporary loss in value. 

The fair value of an asset and investment is the amount at which that asset and investment could be bought or sold in a 
current transaction between willing parties, as opposed to a forced or liquidation sale. Quoted market prices in active 
markets are the best evidence of fair value and are used as the basis for the measurement, if available. In the absence 
of quoted prices for identical or similar assets or investments in active markets, fair value is estimated using various 
internal and external valuation methods including cash flow analysis and appraisals. 

Allowance for Funds Used During Construction (AFUDC) 

AFUDC represents the estimated cost of borrowed and equity funds used to finance construction projects that is 
capitalized-and recov-ered&rough depreciation over the service-life of domestic regulated electric utility plant. - _ _  - 

Valuation of Nonderivative Financial Instruinenis 

The book values of Cash and Cash Equivalents, Accounts Receivable and Accounts Payable approximate fair value 
because of the short-term maturity of these instruments. 

Cash and Cash Equivalents 

Cash and Cash Equivalents include temporary cash investments with original maturities of three months or less. 

Inventory 

Fossil fuel inventories and materials and supplies inventories are carried at average cost. 

Accounts Receivable 

Customer accounts receivable primarily include receivables &om wholesale and retail energy customers, receivables 
from energy contract counterparties related to risk management activities and customer receivables primarily related 
to other revenue-generating activities. 

Revenue is recognized &om electric power sales or delivery when power is delivered to customers. To the extent that 
deliveries have occurred but a bill has not been issued, KPCo accrues and recognizes, as Accrued Unbilled Revenues, 
an estimate of the revenues for energy delivered since the last billing. 

AEP Credit factors accounts receivable for KPCo. AEP Credit has a sale of receivables agreement with banks and 
commercial paper conduits. Under the sale of receivables agreement, AEP Credit sells an interest in the receivables it 
acquires to the commercial paper conduits and banks and receives cash. This transaction constitutes a sale of 
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receivables in accordance with SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities,” allowing the receivables to be removed from KPCo’s balance sheet (see “Sale of 
Receivables - AEP Credit’’ section of Note 12). 

Deferred Fuel Costs 

The cost of fuel and related chemical and emission allowance consumables is charged to Fuel and Other Consumables 
Used for Electric Generation Expense when the fuel is burned or the consumable is utilized. Where applicable under 
governing state regulatory commission retail rate orders, fuel cost over-recoveries (the excess of fuel revenues billed 
to customers over fuel costs incurred) are deferred as current regulatory liabilities and under-recoveries (the excess of 
fuel costs incurred over fuel revenues billed to customers) are deferred as current regulatory assets. These deferrals 
are amortized when refunded or billed to customers in later months with the regulator’s review and approval. The 
amount of an over-recovery or under-recovery can also be affected by actions of regulators. On a routine basis, state 
regulatory commissions audit fuel cost calculations. When a fuel cost disallowance becomes probable, KPCo adjusts 
its deferrals and records provisions for estimated refunds to recognize the probable outcomes. Fuel cost over- 
recovery and under-recovery balances are classified as noncurrent when the fuel clauses have been suspended or 
terminated. 

In general, changes in fuel costs are reflected in rates in a timely manner through the fuel cost adjustment clause. A 
portion of profits from off-system sales are shared with customers through the fuel clause. 

Revenue Recognition 

Regulatory Accounting 

The financial statements for cost-based rate-regulated operations reflect the actions of regulators that can result in the 
recognition of revenues and expenses in different time periods than enterprises that are not rate-regulated. Regulatory 
assets (deferred expenses to be recovered in the fh re )  and regulatory liabilities (deferred future revenue reductions 
or refunds) are recorded to reflect the economic effects of regulation by matching expenses with their recovery 
through regulated revenues in the same accounting period and by matching income with its passage to customers in 
cost-based regulated rates. Regulatory liabilities or regulatory assets are also recorded for unrealized MTM gains or 
losses that occur due to changes in the fair value of physical andor financial contracts that are derivatives and that are 
subject to the regulated ratemaking process when realized. 

When regulatory assets are probable of recovery through regulated rates, KPCo records them as assets on the balance 
sheet. KPCo tests for probability of recovery whenever new events occur, for example, issuance of a regulatory 
commission order or passage of new legislation. If it is determined that recovery of a regulatory asset is no longer 
probable, KPCo writes off that regulatory asset as a charge against eamings. 

Traditional Electricity Supply and Delivery Activities 

KPCo recognizes revenues from retail and wholesale electricity supply sales and electricity transmission and 
distribution delivery services. KPCo recognizes the revenues in the financial statements upon delivery of the energy 
to the customer and includes unbilled as well as billed amounts. 

Most of the power produced at the generation plants of the AEP East companies is sold to PJM, the RTO operating in 
the east service territory, and the AEP East companies purchase power back fi-om the same RTO to supply power to 
KPCo’s load. These power sales and purchases are reported on a net basis in Revenues in the Statements of Income. 

Physical energy purchases, including those from all RTOs that are identified as non-trading, but excluding PJM 
purchases described in the preceding paragraph, are accounted for on a gross basis in Purchased Electricity for Resale 
in the Statements of Income. 

KPCo records expenses upon receipt of purchased electricity and when expenses are incurred, with the exception of 
certain power purchase contracts that are derivatives and accounted for using MTM accounting. KPCo, which 
operates solely in a jurisdiction where the generation /supply business is subject to cost-based regulation, defers the 
unrealized MTM amounts as regulatory assets (for losses) and regulatory liabilities (for gains). 
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Energy Marketing and Risk Management Activities 

KPCo engages in wholesale electricity, natural gas, coal and emission allowances marketing and risk management 
activities focused on wholesale markets where the AEP System owns assets. KPCo’s activities include the purchase 
and sale of energy under forward contracts at fixed and variable prices and the buying and selling of financial energy 
contracts which include exchange traded futures and options, and over-the-counter options and swaps. KPCo engages 
in certain energy marketing and risk management transactions with RTOs. 

KPCo recognizes revenues and expenses from wholesale marketing and risk management transactions that are not 
derivatives upon delivery of the commodity. KPCo uses MTM accounting for wholesale marketing and risk 
management transactions that are derivatives unless the derivative is designated in a qualifying cash flow hedge 
relationship or as a normal purchase or sale. The realized gains and losses on wholesale marketing and risk 
management transactions are included in Revenues in the Statements of Income on a net basis. The unrealized MTM 
amounts are deferred as regulatory assets (for losses) and regulatory liabilities (for gains). Unrealized MTM gains 
and losses are included on the balance sheets as Risk Management Assets or Liabilities as appropriate. 

Certain qualifying wholesale marketing and risk management transactions are designated as hedges of variability in 
future cash flows as a result of forecasted transactions (cash flow hedge). KPCo initially records the effective portion 
of the cash flow hedge’s gain or loss as a component of Accumulated Other Comprehensive Income (Loss). When 
the forecasted transaction is realized and affects earnings, KPCo subsequently reclassifies the gain or loss on the 
hedge from, Accumulated Other Comprehensive Income into revenues or expenses on its Statements of Income, 
within the same financial statement line item as the forecasted transaction. KPCo defers the ineffective portion as 
regulatory assets (for losses) and regulatory liabilities (for gains). 

Maintenance 

Maintenance costs are expensed as incurred. If it becomes probable that KPCo will recover specifically-incurred 
costs through future rates, a regulatory asset is established to match the expensing of those maintenance costs with its 

- - recovery in cost-based regulated revenues. _ _ _  

Income Taxes and Investment Tax Credits 

KPCo uses the liability method of accounting for income taxes. Under the liability method, deferred income taxes are 
provided for all temporary differences between the book and tax basis of assets and liabilities which will result in a 
future tax consequence. 

When the flow-through method of accounting for temporary differences is reflected in regulated revenues (that is, 
when deferred taxes are not included in the cost of service for determining regulated rates for electricity), deferred 
income taxes are recorded and related regulatory assets and liabilities are established to match the regulated revenues 
and tax expense. 

Investment tax credits are accounted for under the flow-through method except where regulatory commissions have 
reflected investment tax credits in the rate-making process on a deferral basis. Investment tax credits that have been 
deferred are amortized over the life of the plant investment. 

KPCo accounts for uncertain tax positions in accordance with FIN 48. Effective with the adoption of FIN 48, KPCo 
classifies interest expense or income related to uncertain tax positions as interest expense or income as appropriate 
and classifies penalties as Other Operation. 

Excise Taxes 

KPCo, as an agent for some state and local governments, collects from customers certain excise taxes levied by those 
state or local governments on customers. KPCo does not record these taxes as revenue or expense. 
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Debt 

Gains and losses from the reacquisition of debt used to finance regulated electric utility plants are deferred and 
amortized over the remaining term of the reacquired debt in accordance with their rate-making treatment unless the 
debt is refinanced. If the reacquired debt associated with the regulated business is refinanced, the reacquisition costs 
attributable to the portions of the business that are subject to cost-based regulatory accounting are generally deferred 
and amortized over the term of the replacement debt consistent with its recovery in rates. 

Debt discount or premium and debt issuance expenses are deferred and amortized generally utilizing the straight-line 
method over the term of the related debt. The straight-line method approximates the effective interest method and is 
consistent with the treatment in rates for regulated operations. The net amortization expense is included in Interest 
Expense. 

Emission Allowances 

KPCo records emission allowances at‘ cost, including the annual SOz and NO, emission allowance entitlements 
received at no cost fiom the Federal EPA. KPCo follows the inventory model for all allowances. Allowances 
expected to be consumed within one year are reported in Materials and Supplies. Allowances with expected 
consumption beyond one year are included in Other Noncurrent Assets-Deferred Charges and Other. These 
allowances are consumed in the production of energy and are recorded in Fuel and Other Consumables Used for 
Electric Generation at an average cost. Allowances held for speculation are included in Current Assets-Prepayments 
and Other. The purchases and sales of allowances are reported in the Operating Activities section of the Statements of 
Cash Flows. The net margin on sales of emission allowances is included in Electric Generation, Transmission and 
Distribution Revenues for nonaffiliated transactions and in Sales to AEP Affiliates Revenues for affiliated 
transactions because of its integral nature to the production process of energy and KPCO’S revenue optimization 
strategy for operations. The net margin on sales of emission allowances affects the determination of deferred fie1 
costs and the amortization of regulatory assets. 

Comprehensive Income (Loss) 

Comprehensive income (loss) is defined as the change in equity (net assets) of a business enterprise during a period 
from transactions and other events and circumstances fiom nonowner sources. It includes all changes in equity during 
a period except those resulting from investments by owners and distributions to owners. Comprehensive income 
(loss) has two components: net income (loss) and other comprehensive income (loss). 

Coinponents of Accumulated Other Comprehensive Income (Loss) (AOCI) 

AOCI is included on the balance sheets in the common shareholder’s equity section. AOCI for KPCo as of December 
3 1 , 2007 and 2006 is shown in the following table. 

December 31, 
2007 2006 

Components (in thousands) 
Cash Flow Hedges $ (814) $ 1,552 

Earnings Per Share (EPS) 

KPCo is a wholly-owned subsidiary of AEP. Therefore, KPCo is not required to report EPS. 

Reclassifications 

Certain prior period financial statement items have been reclassified to conform to current period presentation. These 
revisions had no impact on KPCo’s previously reported results of operations or changes in shareholder’s equity. 
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2. NEW ACCOUNTING PRONOUNCEMENTS 

Upon issuance of exposure drafts or final pronouncements, management thoroughly reviews the new accounting 
literature to determine the relevance, if any, to KPCo’s business. The following represents a summary of final 
pronouncements that management has determined relate to KPCo’s operations. 

SFAS 141 (revised 2007) “Business Combinations” (SFAS 141R) 

In December 2007, the FASB issued SFAS 141R, improving financial reporting about business combinations and 
their effects. It establishes how the acquiring entity recognizes and measures the identifiable assets acquired, 
liabilities assumed, goodwill acquired, any gain on bargain purchases and any noncontrolling interest in the acquired 
entity. SFAS 141R no longer allows acquisition-related costs to be included in the cost of the business Combination, 
but rather expensed in the periods they are incurred, with the exception of the costs to issue debt or equity securities 
which shall be recognized in accordance with other applicable GAAP. SFAS 141R requires disclosure of information 
for a business combination that occurs during the accounting period or prior to the. issuance of the financial statements 
for the accounting period. 

SFAS 141R is effective prospectively for business combinations with an acquisition date on or after the beginning of 
the first annual reporting period after December 15,2008. Early adoption is prohibited. KPCo will adopt SFAS 141R 
effective January 1 , 2009 and apply it to any business combinations on or after that date. 

SFAS 15 7 ‘‘Fair Value Measurements ’’ (SFAS 15 7 )  

In September 2006, the FASB issued SFAS 157, enhancing existing guidance for fair value measurement of assets 
and liabilities and instruments measured at fair value that are classified in shareholder’s equity. The statedent defines 
fair value, establishes a fair value measurement fkamework and expands fair value disclosures. It emphasizes that fair 
value is market-based with the highest measurement hierarchy level being market prices in active markets. The 
standard requires fair value measurements be disclosed by hierarchy level, an entity include its own credit standing in 
the measurement of its liabilities and modifies the transaction price presumption. The standard also nullifies the 
consensus reached in EITF Issue No. 02-3 “Issues Involved in Accounting for Derivative ConEaCrts HeldTor TriidiiiZg 
Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (EITF 02-3) that prohibited the 
recognition of trading gains or losses at the inception of a derivative contract, unless the fair value of such derivative 
is supported by observable market data. 

In February 2008, the FASB issued FASB Staff Position (FSP) FAS 157-1 “Application of FASB Statement No. 157 
to FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for 
Purposes of Lease Classification or Measurement under Statement 13” which amends SFAS 157 to exclude SFAS 13 
“Accounting for Leases” and other accounting pronouncements that address fair value measurements for purposes of 
lease classification or measurement under SFAS 13. 

- _ _  - 

In February 2008, the FASB issued FSP FAS 157-2 “Effective Date of FASB Statement No. 157’’ which delays the 
effective date of SFAS 157 to fiscal years beginning after November 15, 2008 for all nonfinancial assets and 
nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually). 

KPCo partially adopted SFAS 157 effective January 1,2008. KPCo will adopt SFAS 157 effective January 1,2009 
for items within the scope of FSP FAS 157-2. The provisions of SFAS 157 are applied prospectively, except for a) 
changes in fair value measurements of existing derivative financial instruments measured initially using the 
transaction price under EITF 02-3, b) existing hybrid financial instruments measured initially at fair value using the 
transaction price and c) blockage discount factors. Although the statement is applied prospectively upon adoption, in 
accordance with the provisions of SFAS 157 related to EITF 02-3, amounts for transition adjustment are recorded to 
beginning retained earnings. The impact of considering AEP’s own credit risk when measuring the fair value of 
liabilities, including derivatives, had an immaterial impact on KPCo’s fair value measurements upon adoption. 
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SFAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS 159) 

In February 2007, the FASB issued SFAS 159, permitting entities to choose to measure many financial instruments 
and certain other items at fair value. The standard also establishes presentation and disclosure requirements designed 
to facilitate comparison between entities that choose different measurement attributes for similar types of assets and 
liabilities. If the fair value option is elected, the effect of the first remeasurement to fair value is reported as a 
cumulative effect adjustment to the opening balance of retained earnings. The statement is applied prospectively 
upon adoption. 

KPCo adopted SFAS 159 effective January 1, 2008. At adoption, KPCo did not elect the fair value option for any 
assets or liabilities. 

SFAS 160 “Noncontrolling Interest in Consolidated Financial Statements” (SFAS 160) 

In December 2007, the FASB issued SFAS 160, modifying reporting for noncontrolling interest (minority interest) in 
consolidated financial statements. It requires noncontrolling interest be reported in equity and establishes a new 
framework for recognizing net income or loss and comprehensive income by the controlling interest. Upon 
deconsolidation due to loss of control over a subsidiary, the standard requires a fair value remeasurement of any 
remaining noncontrolling equity investment to be used to properly recognize the gain or loss. SFAS 160 requires 
specific disclosures regarding changes in equity interest of both the controlling and noncontrolling parties and 
presentation of the noncontrolling equity balance and income or loss for all periods presented. 

SFAS 160 is effective for interim and annual periods in fiscal years beginning after December 15, 2008. The 
statement is applied prospectively upon adoption. Early adoption is prohibited. Upon adoption, prior period financial 
statements will be restated for the presentation of the noncontrolling interest for comparability. Although 
management has not completed its analysis, management expects that the adoption of this standard will have an 
immaterial impact on the financial statements. KPCo will adopt SFAS 160 effective January 1,2009. 

EITF Issue No. 06-1 0 “Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements” 
(EITF 06-1 0) 

In March 2007, the FASB ratified EITF 06-10, a consensus on collateral assignment split-dollar life insurance 
arrangements in which an employee owns and controls the insurance policy. Under EITF 06-10, an employer should 
recognize a liability for the postretirement benefit related to a collateral assignment split-dollar life insurance 
arrangement in accordance with SFAS 1 06 “Employers’ Accounting for Postretirement Benefits Other Than Pension” 
or Accounting Principles Board Opinion No. 12 “Omnibus Opinion - 1967” if the employer has agreed to maintain a 
life insurance policy during the employee’s retirement or to provide the employee with a death benefit based on a 
substantive arrangement with the employee. In addition, an employer should recognize and measure an asset based 
on the nature and substance of the collateral assignment split-dollar life insurance arrangement. EITF 06-10 requires 
recognition of the effects of its application as either (a) a change in accounting principle through a cumulative effect 
adjustment to retained earnings or other components of equity or net assets in.the statement of financial position at the 
beginning of the year of adoption or (b) a change in accounting principle through retrospective application to all prior 
periods. JWCo adopted EITF 06-10 effective January 1,2008 with an immaterial effect on the financial statements. 

EITF Issue No. 06-11 ?Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards” 
(EITF 06-11) 

In June 2007, the FASB ratified the EITF consensus on the treatment of income tax benefits of dividends on employee 
share-based compensation. The issue is how a company should recognize the income tax benefit received on 
dividends that are paid to employees holding equity-classified nonvested shares, equity-classified nonvested share 
units or equity-classified outstanding share options and charged to retained earnings under SFAS 123R, “Share-Based 
Payments.” Under EITF 06-1 1, a realized income tax benefit from dividends or dividend equivalents that are charged 
to retained earnings and are paid to employees for equity-classified nonvested equity shares, nonvested equity share 
units and outstanding equity share options should be recognized as an increase to additional paid-in capital. 
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KPCo adopted EITF 06-1 1 effective January 1,2008. EITF 06-1 1 is applied prospectively to the income tax benefits 
of dividends on equity-classified employee share-based payment awards that are declared in fiscal years after 
September 15,2007. The adoption of this standard will have an immaterial impact on the financial statements. 

FUV 48 ‘%Accounting for Uncertain@ in Income Tares” and FASB Staff Position Fllv 48-1 “Definition of 
Settlement in FASB Interpretation No. 48 ’) (FUV 48) 

In July 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes” and in 
May 2007, the FASB issued FASB Staff Position FIN 48-1 “Definition of Settlement in FASB Interpretation No. 48.” 
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements by 
prescribing a recognition threshold (whether a tax position is more likely than not to be sustained) without which, the 
benefit of that position is not recognized in the financial statements. It requires a measurement determination for 
recognized tax positions based on the largest amount of benefit that is greater than 50 percent likely of being realized 
upon ultimate settlement. FIN 48 also provides guidance on derecognition, classification, interest and penalties, 
accounting in interim periods, disclosure and transition. 

FIN 48 requires that the cumulative effect of applying this inierpretation be reported and disclosed as an adjustment to 
the opening balance of retained earnings for that fiscal year and presented separately. KPCo adopted FIN 48 effective 
January 1, 2007. The impact of this interpretation was an unfavorable adjustment to retained earnings of $786 
thousand. 

FIN 39-1 “Amendment of FASB Interpretation No. 39” (FUV 39-1) 

In April 2007, the FASB issued FIN 39-1. It amends FASB Interpretation No. 39, “Offsetting of Amounts Related to 
Certain Contracts” by replacing the interpretation’s definition of contracts with the definition of derivative 
instruments per SFAS 133. It also requires entities that offset fair values of derivatives with the same party under a 
netting agreement to also net the fair values (or approximate fair values) of related cash collateral. The entities must 
disclose whether or not they offset fair values of derivatives and related cash collateral and amounts recognized for 
cash collateral payables and receivables at the end of each reporting period. 

KPCo adopted FIN 39-1 effective January 1,2008. This standard changed the method of netting certain balance sheet 
amounts and reduced assets and liabilities by an immaterial amount. It requires retrospective application as a change 
in accounting principle for all periods presented. 

- -  

Future Accounting Changes 

The FASB’s standard-setting process is ongoing and until new standards have been finalized and issued by the FASB, 
management cannot determine the impact on the reporting of operations and financial position that may result fiom 
any such future changes. The FASB is currently working on several projects including revenue recognition, liabilities 
and equity, derivatives disclosures, emission allowances, leases, insurance, subsequent events and related tax impacts. 
Management also expects to see more FASB projects as a result of its desire to converge International Accounting 
Standards with GAAP. The ultimate pronouncements resulting fiom these and future projects could have an impact 
on future results of operations and financial position. 

3. RATEMATTERS 

KPCo is involved in rate and regulatory proceedings at the FERC and their state commission. This note is a 
discussion of rate matters and industry restructuring related proceedings that could have a material effect on the 
results of operations and cash flows. 

Kentucky Rate Matters 

Validity of Nonstatutory Surcharges 

In August 2007, the Franklin Circuit Court concluded the KPSC did not have the authority to order a surcharge for a 
gas company subsidiary of Duke Energy absent a full cost of service rate proceeding due to the lack of statutory 
authority. The Kentucky Attorney General (AG) notified the KPSC that the Franklin County Circuit Court judge’s 
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order in the Duke Energy case can be interpreted to include other existing surcharges, rates or fees established outside 
of the context of a general rate case proceeding and not specifically authorized by statute, including fuel clauses. The 
KPSC and Duke Energy appealed the Franklin County Circuit Court decision. 

Although this order is not directly applicable to KPCo, it is possible that the AG or another intervenor could challenge 
KPCo’s existing surcharges, which are also not specifically authorized by statute. These include KPCo’s fuel clause 
surcharge, annual Rockport Plant capacity surcharge, merger surcredit and off-system sales credit rider. These 
surcharges are currently producing net annual revknues of approximately $10 million. The KPSC has asked interested 
parties to brief the issue in KPCo’s outstanding fuel cost proceeding. The AG has stated that the KPCo fuel clause 
should be invalidated because the KPSC lacked the authority to implement a fuel clause for KPCo without a full rate 
case review. The KPSC has issued an order stating that it has the authority to provide for surcharges and surcredits 
until the Court of Appeals rules. The appeals process could take up to two years to complete. The AG agreed to stay 
its challenge during that time. KPCO’S exposure is indeterminable at this time since it is not known whether a final 
adverse appeal could result in a refund of prior amounts collected, which could have an adverse effect on future 
results of operations and cash flows. 

FERC Rate Matters 

Transmission Rate Proceedings at the FERC 

SECA Revenue Subiect to Refund 

Effective December 1 , 2004, AEP eliminated transaction-based through-and-out transmission service (T&O) charges 
in accordance with FERC orders and collected load-based charges, referred to as RTO SECA, to partially mitigate the 
loss of T&O revenues on a temporary basis through March 31, 2006. Intervenors objected to the temporary SECA 
rates, raising various issues. As a result, the FERC set SECA rate issues for hearing and ordered that the SECA rate 
revenues be collected, subject to refund. The AEP East companies paid SECA rates to other utilities at considerably 
lesser amounts than they collected. If a refund is ordered, @e AEP East companies would also receive refunds related 
to the SECA rates they paid to third parties. The AEP East companies recognized gross SECA revenues of $220 
million from December 2004 through March 2006 when the SECA rates terminated leaving AEP and ultimately its 
internal load customers to make up the short fall in revenues. Approximately $10 million of SECA revenues billed by 
PJM and recognized by the AEP East companies were not collected. The AEP East companies filed a motion with the 
FERC to force payment of these uncollected SECA billings. KPCo’s portion of recognized gross SECA revenues is 
$17 million. 

In August 2006, a FERC ALJ issued an initial decision, finding that the rate design for the recovery of SECA charges 
was flawed and that a large portion of the “lost revenues” reflected in the SECA rates was not recoverable. The ALJ 
found that the SECA rates charged were unfair, unjust and discriminatory and that new compliance filings and refunds 
should be made. The ALJ also found that the unpaid SECA rates must be paid in the recommended reduced amount. 
As a result, SECA ratepayers are engaged with AEP in settlement discussions. Management has been advised by 
external FERC counsel that it is probable that the FERC will reverse the ALJ’s decision as it is contrary to two prior 
FERC decisions and lacks merit. 

In 2006, the AEP East companies provided reserves of $37 million for net refunds for current and future SECA 
settlements. After reviewing existing settlements, the AEP East companies increased their reserves by an additional 
$5 million in December 2007. KPCo provided reserves of $0.4 million and $3.0 million in 2007 and 2006, 
respectively. The AEP East companies have reached settlements related to approximately $69 million of the $220 
million of SECA revenues for a net refund of $3 million. The AEP East companies are also in the process of 
completing two settlements-in-principle on an additional $36 million of SECA revenues and expect to make net 
refunds of $4 million when those settlements are approved. Thus, completed and in-process settlements cover $105 
million of SECA revenues and cover about $7 million of the reserve for refund, leaving approximately $1 15 million 
of contested SECA revenues and $35 million of refund reserves. However, if the ALJ’s initial decision was upheld in 
its entirety, it could result in a disallowance of approximately $90 million of the AEP East companies’ remaining 
$115 million of unsettled gross SECA revenues. Based on advice of external FERC counsel, recent settlement 
experience and the expectation that most of the unsettled SECA revenues will be settled, management believes that 
the remaining reserve of $35 million is adequate to cover all remaining settlements and any uncollectible amounts. 
KPCo’s portion of the reserve is $3 million. 
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In September 2006, AEP filed briefs jointly with other affected companies noting exceptions to the ALJ’s initial 
decision and asking the FERC to reverse the decision in large part. Management believes that the FERC should reject 
the ALJ’s initial decision because it contradicts prior related FERC decisions, which are presently subject to 
rehearing. Furthermore, management believes the ALJ’s findings on key issues are largely without merit. As directed 
by the FERC, management is working to settle the remaining $1 15 million of unsettled revenues within the remaining 
reserve balance. Although management believes it has meritorious arguments and can settle with the remaining 
customers within the amount provided, management cannot predict the ultimate outcome of ongoing settlement talks 
and, if necessary, any future FERC proceedings or court appeals. If the FERC adopts the ALJ’s decision andor AEP 
cannot settle a significant portion of the remaining unsettled claims within the amount provided, it will have an 
adverse effect on future results of operations and cash flows. 

The FERC PJM Regional Transmission Rate Proceedina 

With the elimination of T&O rates and the expiration of SECA rates and after considerable administrative litigation at 
the FERC in which AEP sought to mitigate the effect of T&O rate elimination, the FERC failed to implement a 
regional rate in PJM. As a result, the AEP East companies’ retail customers incur the bulk of the cost of the existing 
AIEP east transmission zone facilities. However, the FERC ruled that the cost of any new 500 kV and higher voltage 
transmission facilities built in PJM will be shared by all customers in the region. It is expected that most of the new 
500 kV and higher voltage transmission facilities will be built in other zones of PJM, not AEP’s zone. The AEP East 
companies will need to obtain regulatory approvals for recovery of any costs of new facilities that are assigned to 
them. AEP had requested rehearing of this order which the FERC denied. Management expects to file an appeal. 
Management cannot estimate at this time what effect, if any, this order will have on the AEP East companies’ future 
construction of new transmission facilities, results of operations and cash flows. 

The AEP East companies increased their retail rates in Ohio, Virginia, West Virginia and Kentucky to recover lost 
T&O and SECA revenues. The AEP East companies are presently recovering fiom retail customers, approximately 
85% of the lost T&O/SECA transmission revenues of $128 million a year. 

The FERC PJMand M S O  Renional Transmission Rate Proceedinx 

In the SECA proceedings, the FERC ordered the RTOs and transmission owners in the PJM/MISO region (the Super 
Region) to file, by August 1,2007, a proposal to establish a permanent transmission rate design for the Super Region 
effective February 1, 2008. All of the transmission owners in PJM and MISO, with the exception of AEP and one 
MISO transmission owner, voted to continue zonal rates in both RTOs. In September 2007, AEP filed a formal 
complaint proposing a highwayhyway rate design be implemented for the Super Region where users pay based on 
their use of the transmission system. AEP argues the use of other PJM and MISO facilities by AEP is not as large as 
the use of AEP .transmission by others in PJM and MISO. Therefore, a regional rate design change is required to 
recognize that the provision and use of transmission service in the Super Region is not sufficiently uniform between 
transmission owners and users to justify zonal rates. In January 2008, the FERC denied AEP’s complaint. 
Management expects to file for rehearing. Should this effort be successful, KPCo would reduce future retail rates in 
fuel or base rate proceedings. Management is unable to predict the outcome of this case. 

__ _ _  - - 

, PJM Marginal-Loss Pricing 

In June 2007, in response to a 2006 FERC order, PJM revised its methodology for considering transmission line 
losses in generation dispatch and the calculation of locational marginal prices. Marginal-loss dispatch recognizes the 
varying delivery costs of transmitting electricity from individual generator locations to the places where customers 
consume the energy. Prior to the implementation of marginal-loss dispatch, PJM used average losses in dispatch and 
in the calculation of locational marginal prices. Locational marginal prices in PJM now include the real-time impact 
of transmission losses fiom individual sources to loads. 

Due to the implementation of marginal-loss pricing, for the period June 1, 2007 through December 3 1, 2007, AEP 
experienced an increase in the cost of delivering energy from its generating plants to customer load zones, which was 
partially offset by cost recoveries. Management believes these additional costs should be recoverable through retail 
andor cost-based wholesale rates and plans to seek recovery. KPCo’s incremental PJM billings for the period June 
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through December 2007 were $7 million. In the interim, the incremental PJM billings will continue to have an 
adverse effect on results of operations and cash flows. Management is unable to predict whether recovery will 
ultimately be approved. 

AEP has initiated discussions with PJM regarding the impact it is experiencing from the change in methodology and 
will pursue a modification of such methodology through the appropriate PJM stakeholder processes. 

Allocation of Offystem Sales Margins 

In August 2007, the OCC issued an order adopting the ALJ’s recommendation that the allocation of system 
saleshading margins is a FERC jurisdictional issue. In October 2007, the OCC orally directed the OCC staf f  to 
explore filing a complaint at FERC alleging the allocation of off-system sales margins to PSO is improper. 

In December 2007, some cities served by TNC requested the PUCT to initiate, or order TNC to initiate a proceeding 
at the FERC to determine if TNC misapplied its tariff. In January 2008, TNC filed a response with the PUCT 
recommending the cities’ request be denied. 

To date, no claim has been asserted at the FERC. Although management cannot predict if a complaint will be filed at 
the FERC, management believes the allocations were in accordance with the then-existing FERC-approved allocation 
agreement and additional off-system sales margins should not be retroactively reallocated to the AEP West 
companies. A reallocation of off-system sales margins fiom the AEP East companies to the AEP West companies 
could result in an adverse effect on future results of operations and cash flows for KF’Co. 

4. EFFEXTS OF REGULATION 

Regulatory Assets and Liabilities 

Regulatory assets and liabilities are comprised of the following items: 

Regulatory Assets: 

December 31, 

(in thousands) 
2007 2006 Notes 

Total Current Regulatory Assets - 
Under-recovered Fuel Costs (8) $ 4,426 $ 1,042 (a) (f) 

SFAS 109 Regulatory Asset, Net $ 101,340 $ 100,439 (a)(d) 
SFAS 158 Regulatory Asset (Note 7) 13,573 24,375 (a) (d) 

Total Noncurrent Regulatory Assets $ 124,828 $ 136,139 

Regulatory Liabilities: 

Other 9,915 11,325 (b) (4 

Asset Removal Costs $ 33,106 $ 31,165 (c) 
Deferred Investment Tax Credits 3,395 4,356 (4 (e) 
Other 9,933 13,588 (a) (d) 
Total Noncurrent Regulatory Liabilities $ 46,434 $ 49,109 

(a) Amount does not earn a return. 
(b) Includes items both earning and not earning a return. 
(c) The liability for removal costs, which reduces rate base and the resultant return, 

will be discharged as removal costs are incurred. 
(d) Recoverylrefund period -various periods. 
(e) Recoverylrefund period - up to 12 years. 
( f )  Recoverylrefund period - 1 year. 
(8) Current Regulatory Asset - Under-recovered Fuel Costs are recorded in 

Prepayments and Other on KF’Co’s Balance Sheets. 
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5. 

Merger with CS W 

On June 15, 2000, AEP merged with CSW so that CSW became a wholly-owned subsidiary of AEP. The key 
provision of the merger rate agreement was a rate reduction starting the third quarter 2000 through 2007 of $3.5 
million per year in Kentucky. Rates will remain in effect until KPCo changes base rates. KPCo will file for new base 
rates in Kentucky when appropriate. 

COMMITMENTS, GUARANTEES AND CONTINGENCIES 

KPCo is subject to certain claims and legal actions arising in its ordinary course of business. In addition, KPCo’s 
business activities are subject to extensive governmental regulation related to public health and the environment. The 
ultimate outcome of such pending or potential litigation cannot be predicted. For current proceedings not specifically 
discussed below, management does not anticipate that the liabilities, if any, arising from such proceedings would have 
a material adverse effect on the financial statements. 

Insurance and Potential Losses 

KPCo maintains insurance coverage normal and customary for an integrated electric utility; subject to various 
deductibles. The insurance includes coverage for all risks of physical loss or damage to assets, subject to insurance 
policy conditions and exclusions. Covered property generally includes power plants, substations, facilities and 
inventories. Excluded property generally includes transmission and distribution lines, poles and towers. KPCo’s 
insurance programs also generally provide coverage against loss arising from certain claims made by third parties and 
are in excess of KPCo’s retentions. Coverage is generally provided by a combination of a South Carolina domiciled 
protected-cell captive insurance company together with andor in addition to various industry mutual and commercial 
insurance carriers. 

Some potential losses or liabilities may not be insurable or the amount of insurance carried may not be sufficient to 
meet potential losses and liabilities. Future losses or liabilities, if they occur, which are not completely insured, unless 
recovered from customers, could have a material adverse effect on results of operations, cash flows and financial 
condition. _ _  - __ _~ _ _  _ _  __ __ 

COMMITMENTS 

KPCo has substantial construction commitments to support its operations and environmental investments. In 
managing the overall construction program and in the normal course of business, KPCo contractually commits to 
third-party construction vendors for certain material purchases and other construction services. Aggregate 
construction expenditures for 2008 through 2010 are estimated at approximately $360.4 million. The amounts for 
2008, 2009 and 2010 are $126.8 million, $104.6 million and $129 million, respectively. Estimated construction 
expenditures are subject to periodic review and modification and may vary based on the ongoing effects of regulatory 
constraints, environmental regulations, business opportunities, market volatility, economic trends, weather, legal 
reviews and the ability to access capital. 

\ 

KPCo enters into long-term contracts to acquire fuel for electric generation and transport it to its facilities. The 
longest contract extends to the year 2013. The contracts provide for periodic price adjustments and contain various 
clauses that would release KPCo from its obligations under certain conditions. 

KPCo purchases materials, supplies, services and property, plant and equipment under contract as part of its normal 
course of business. Certain supply contracts contain penalty provisions for early termination. KPCo does not expect 
to incur penalty payments under these provisions that would materially affect results of operations, cash flows or 
financial condition. 

GUARANTEES 

There are certain immaterial liabilities recorded for guarantees in accordance with FIN 45 “Guarantor’s Accounting 
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” There is no 
collateral held in relation to any guarantees. In the event any guarantee is drawn, there is no recourse to third parties. 
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Iiideinnijications and Other Guarantees 

Contracts 

KPCo enters into certain types of contracts which require indemnifications. Typically these contracts include, but are 
not limited to, sale agreements, lease agreements, purchase agreements and financing agreements. Generally, these 
agreements may include, but are not limited to, indemnifications around certain tax, contractual and environmental 
matters. With respect to sale agreements, exposure generally does not exceed the sale price. Prior to December 3 1, 
2007 KPCo entered into sale agreements including indemnifications with a maximum exposure that was not 
significant. There are no material liabilities recorded for any indemnifications. 

KPCo, along with the other AEP East companies, PSO and SWEPCo, are jointly and severally liable for activity 
conducted by AEPSC on behalf of the AEP East companies, PSO and SWEPCo related to power purchase and sale 
activity conducted pursuant to the SL4. 

- 

Master Overatinn Lease 

KPCo leases certain equipment under a master operating lease. Under the lease agreement, the lessor is guaranteed to 
receive up to 87% of the unamortized balance of the equipment at the end of the lease term. If the fair market value of 
the leased equipment is below the unamortized balance at the end of the lease term, KPCo has committed to pay the 
difference between the fair market value and the unamortized balance, with the total guarantee not to exceed 87% of 
the unamortized balance. Historically, at the end of the lease term the fair market value has been in excess of the 
unamortized balance. Assuming the fair market value of the equipment is zero at the end of the lease term, the 
maximum potential loss for these lease agreements was approximately $2 million as of December 31,2007. 

CONTINGENCIES 

Environmental Settlement 

In 1999, the Federal EPA, a number of states and certain special interest groups filed complaints alleging that certain 
of KPCo’s affiliates including APCo, CSPCo, I&M and OPCo modified units at certain of their coal-fired generating 
plants in violation of the New Source Review (NSR) requirements of the CAA. The alleged modifications occurred at 
the AEP System’s generating units over a 20-year period. 

As part of a global consent decree covering all coal-fired units in the five eastern states of the AEP System to resolve 
all past NSR allegations and secure a covenant not to sue for future claims fi-om the Federal EPA, KPCo agreed to 
complete previously announced flue gas desulfurization emissions control equipment (scrubbers) on Unit 2 of the Big 
Sandy Plant by December 2015. The obligation to pay a $15 million civil penalty and provide $36 million for 
environmental mitigation projects coordinated with the federal government and $24 million to the states for 
environmental mitigation was shared by members of the AEP Power Pool. Under the consent decree, KPCo recorded 
its share of the costs of $5.2 million in Other Operation during the third quarter of 2007. 

Management believes KPCo can recover any capital and operating costs of additional pollution control equipment that 
may be required as a result of the consent decree through regulated rates or market prices of electricity. If KPCo is 
unable to recover such costs, it would adversely affect KPCo’s future results of operations, cash flows and possibly 
financial condition. 

Carbon Dioxide (Cod Public Nuisance Claims 

In 2004, eight states and the City of New York filed an action in federal district court for the Southern District of New 
York against AEP, AEPSC, Cinergy Corp, Xcel Energy, Southern Company and Tennessee Valley Authority. The 
Natural Resources Defense Council, on behalf of three special interest groups, filed a similar complaint against the 
same defendants. The actions allege that COz emissions &om the defendants’ power plants constitute a public 
nuisance under federal common law due to impacts of global warming, and sought injunctive relief in the form of 
specific emission reduction commitments fiom the defendants. The defendants’ motion to dismiss the lawsuits was 
granted in September 2005. The dismissal was appealed to the Second Circuit Court of Appeals. Briefing and oral 
argument have concluded. On April 2,2007, the U.S. Supreme Court issued a decision holding that the Federal EPA 
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has authority to regulate emissions of COZ and other greenhouse gases under the CAA, which may impact the Second 
Circuit’s analysis of these issues. The Second Circuit requested supplemental briefs addressing the impact of the 
Supreme Court’s decision on this case. Management believes the actions are without merit and intends to defend 
against the claims. 

The Comprehensive Environmental Response Compensation and Liability Act (Superfund) and State Remediation 

By-products fiom the generation of electricity include materials such as ash, slag and sludge. Coal combustion by- 
products, which constitute the overwhelming percentage of these materials, are typically treated and deposited in 
captive disposal facilities or are beneficially utilized. In addition, the generating plants and transmission and 
distribution facilities have used asbestos, polychlorinated biphenyls (PCBs) and other hazardous and nonhazardous 
materials. KPCo currently incurs costs to safely dispose of these substances. 

Superfimd addresses clean-up of hazardous substances that have been released to the environment. The Federal EPA 
administers the clean-up programs. Several states have enacted similar laws. At December 3 1,2007, there is one site 
for which KPCo has received an information request which could lead to a Potentially Responsible Party designation. . 
In the instance where KPCo has been named a defendant, disposal or recycling activities were in accordance with the 
then-applicable laws and regulations. S u p e h d  does not recognize compliance as a defense, but imposes strict 
liability on parties who fall within its broad statutory categories. Liability has been resolved for a number of sites 
with no significant effect on results of operations. 

KPCo evaluates the potential liability for each Superfund site separately, but several general statements can be made 
regarding potential future liability. Disposal of materials at a particular site is often unsubstantiated and the quantity 
of materials deposited at a site was small and often nonhazardous. Although S u p e h d  liability has been interpreted 
by the courts as joint and several, typically many parties are named for each site and several of the parties are 
financially sound enterprises. At present, management’s estimates do not anticipate material cleanup costs for 
identified sites. 

In 2002, the FERC held a hearing related to a complaint filed by Nevada Power Company and Sierra Pacific Power 
Company (the Nevada utilities). The complaint sought to break long-term contracts entered during the 2000 and 2001 
California energy price spike which the customers alleged were “high-priced.” The complaint alleged that KPCo and 
certain other AEP subsidiaries sold power at unjust and unreasonable prices because the market for power was 
allegedly dysfunctional at the time such contracts were executed. In 2003, the FERC rejected the complaint. In 2006, 
the US. Court of Appeals for the Ninth Circuit reversed the FERC order and remanded the case to the FERC for 
further proceedings. That decision was appealed and the U.S. Supreme Court decided that it will review the Ninth 
Circuit’s decision in 2008. Management is unable to predict the outcome of these proceedings or their impact on 
future results of operations and cash flows. Management asserted claims against certain companies that sold power to 
KPCo and certain other AEP subsidiaries, which was resold to the Nevada utilities, seeking to recover a portion of 
any amounts that may be owed to the Nevada utilities. 

6. COMPANY-WIDE STAF’F’ING AND BUDGET REVIEW 

KPCo recorded $1.1 million of severance benefits expense in 2005 (primarily in Other Operation and Maintenance) 
resulting fiom a company-wide staffing and budget review, including the allocation of approximately $19.2 million of 
severance benefits expense associated with AEPSC employees. Payments and accrual adjustments recorded during 
2006 were immaterial and were settled by June 30,2006. 

7. BENEFIT PLANS 

KPCo participates in AEP sponsored qualified pension plans and nonqualified pension plans. A substantial majority 
of employees are covered by either one qualified plan or both a qualified and a nonqualified pension plan. KPCo 
participates in other postretirement benefit plans sponsored by AEP to provide medical and death benefits for retired 
employees. 
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KPCo adopted SFAS 158 as of December 31, 2006. It requires employers to fully recognize the obligations 
associated with defined benefit pension plans and OPEB plans, which include retiree healthcare, in their balance 
sheets. Previous standards required an employer to disclose the complete funded status of its plan only in the notes to 
the financial statements and provided that an employer delay recognition of certain changes in plan assets and 
obligations that affected the costs of providing benefits resulting in an asset or liability that often differed from the 
plan’s funded status. SFAS 158 requires a defined benefit pension or postretirement plan sponsor to (a) recognize in 
its statement of financial position an asset for a plan’s overfunded status or a liability for the plan’s underfunded 
status, (b) measure the plan’s assets and obligations that determine its funded status as of the end of the employer’s 
fiscal year and (c) recognize, as a component of other comprehensive income, the changes in the funded status of the 
plan that arise during the year but are not recognized as a component of net periodic benefit cost pursuant to previous 
standards. It also requires an employer to disclose additional information on how delayed recognition of certain 
changes in the funded status of a defined benefit pension or OPEB plan affects net periodic benefit costs for the next 
fiscal year. KPCo recorded a SFAS 71 regulatory asset of $24.4 million for qualifying SFAS 158 costs of regulated 
operations that for ratemaking purposes will be deferred for future recovery. The effect of this standard on the 2006 
financial statements was a pretax AOCI adjustment that was fully offset by a SFAS 71 regulatory asset. 

SFAS 158 requires adjustment of pretax AOCI at the end of each year, for both underfunded and overfunded defined 
benefit pension and OPEB plans, to an amount equal to the remaining unrecognized deferrals for unamortized 
actuarial losses or gains, prior service costs and transition obligations, such that remaining deferred costs result in an 
AOCI equity reduction and deferred gains result in an AOCI equity addition. The year-end AOCI measure can be 
volatile based on fluctuating investment returns and discount rates. 

The following tables provide a reconciliation of the changes in projected benefit obligations and fair value of assets 
for AEP’s plans over the two-year period ending at the plan’s measurement date of December 31, 2007, and their 
fimded status as of December 3 1 for each year: 

Projected Pension Obligations, Plan Assets, Funded Status as of December 31,2007 and 2006 

Other Postretirement. 
Pension Plans Benefit Plans 

2007 2006 2007 2006 
(in millions) 

Change in Projected Benefit Obligation 
Projected Obligation at January 1 
Service Cost 
Interest Cost 
Actuarial Gain 
Plan Amendments 
Benefit Payments 
Participant Contributions 
Medicare Subsidy 
Projected Obligation at December 31 

Change in Fair Value of Plan Assets 
Fair Value of Plan Assets at January 1 
Actual Return on Plan Assets 
Company Contributions 
Participant Contributions 
Benefit Payments 
Fair Value of Plan Assets at December 31 

Funded (Underfunded) Status at December 31 

$ 4,108 $ 4,347 
96 97 

23 5 23 1 
(64) (293 1 
18 2 

(284) (276) 

$ 4,109 $ 4,108 

$ 4,346 $ 4,143 
43 5 470 

7 9 

(284) (276) 
$ 4,504 $ 4,346 

$ 395 $ 238 

$ 1,818 $ 1,831 
42 39 

104 102 
(91 1 (55) 

(130) (1 12) 

8 (8) 
22 21 

$ 1,773 $ 1,818 

$ 1,302 $ 1,172 
115 127 
91 94 
22 21 

(130) (1 12) 
$ 1,400 $ 1,302 
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Amounts Recognized on AEP3 Balance Sheets as of December 31,2007 and 2006 
Other Postretirement 

Pension Plans Benefit Plans 
2007 2006 2007 2006 

(in millions) 
Employee Benefits and Pension Assets -Prepaid 

Other Current Liabilities - Accrued Short-term 

Employee Benefits and Pension Obligations - 

Benefit Costs $ 482 $ 320 $ - $  

Benefit Liability (8 1 (8) (4 1 (5 1 

Funded (Underfunded) Status $ 395 $ 238 $ (373) $ (516) 
Accrued Long-term Benefit Liability (79) (74) (369) (511) 

SFAS 158 Amounts Recognized in AEP’s Accumulated Other Comprehensive Income (AOCI) as of December 31, 
2007 and 2006 

Other Postretirement 
Pension Plans Benefit Plans 

2007 2006 2007 2006 
Components (in millions) 

Net Actuarial Loss $ 534 $ 759 $ 231 $ 354 
Prior Service Cost (Credit) 14 (5 4 4 
Transition Obligation 
Pretax AOCI 

Recorded as 

. ,  - 97 124 
$ 548 $ 754 $ 332 $ 482 

Regulatory Assets $ 453 $ 582 $ 204 $ 293 
Deferred Income Taxes 33 60 45 66 
Net of Tax AOCI 
Pretax AOCI 

. _ _  -~ - ___ 

62 112 83 123 
482 

- -  
332 $ 

- _ _ _  - _  
$ 548 $ 754 $ 

- 

Components of the Change in AEP’s Plan Assets and Benefit Obligations Recognized in Pretax AOCI during the year 
ended December 3 1 , 2007 are as follows: 

Other 
Postretirement 

Pension Plans Benefit Plans 
Components (in millions) 

2007 Actuarial Gain 
Amortization of Actuarial Loss 
2007 Prior Service Cost 
Amortization of Transition Obligation 
Total 2007 Pretax AOCI Change 

Pension and Other Postretirement Plans ’ Assets 

The asset allocations for AEP’s pension plans at the end of 2007 and 2006, and the target allocation for 2008, by asset 
category, are as follows: 

Target Percentage of Plan Assets at 
Allocation Year End 

2008 2007 2006 
Asset Category 

Equity Securities 
Real Estate 
Debt Securities 
Cash and Cash Equivalents 
Total 

55% 57% 63% 
5% 6% 6% 

39% 36% 26% 
1% 1% 5% 

100% 100% 100% 
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The asset allocations for AEP’s other postretirement benefit plans at the end of 2007 and 2006, and target allocation 
for 2008, by asset category, are as follows: 

Target Percentage of Plan Assets at - 
Allocation Year End 

2008 2007 2006 
Asset Category 

Equity Securities 
Debt Securities 
Cash and Cash Equivalents 
Total 

66% 62% 66% 
33% 35% 32% 

1% 3% 2% 
100% 100% 100% 

AEP’s investment strategy for the employee benefit trust funds is to use a diversified portfolio of investments to 
achieve an acceptable rate of return while managing the interest rate sensitivity of the plans’ assets relative to the 
plans’ liabilities. To minimize investment risk, AEP’s employee benefit trust funds are broadly diversified among 
classes of assets, investment strategies and investment managers. AEP regularly reviews the actual asset allocation 
and periodically rebalances the investments to AEP’s targeted allocatioA when considered appropriate. AEP’s 
investment policies and guidelines allow investment managers in approved strategies to use financial derivatives to 
obtain or manage market exposures and to hedge assets and liabilities. The investment policies prohibit investment in 
AEP securities, with the exception of proportionate and immaterial holdings of M P  securities in passive index 
strategies. 

The value of the pension plans’ assets increased to $4.5 billion at December 3 1 , 2007 from $4.3 billion at December 
3 1, 2006. The qualified plans paid $277 million in benefits to plan participants during 2007 (nonqualified plans paid 
$7 million in benefits). The value of AEP’s Postretirement Plans’ assets increased to $1.4 billion in December 31, 
2007 from $1.3 billion at December 31, 2006. The Postretirement Plans paid $130 million in benefits to plan 
participants during 2007. 

AEP bases the determination of pension expense or income on a market-related valuation of assets which reduces 
year-to-year volatility. This market-related valuation recognizes investment gains or losses over a five-year period 
&om the year in which they occur. Investment gains or losses for this purpose are the difference between the 
expected return calculated using the market-related value of assets and the actual return based on the market-related 
value of assets. Since the market-related value of assets recognizes gains or losses over a five-year period, the future 
value of assets will be impacted as previously deferred gains or losses are recorded. 

December 31, 
2007 2006 

Accumulated~~~~~~Benefit Obligation (in millions) 
Qualified Pension Plans $ 3,914 $ 3,861 
Nonqualified Pension Plans 
Total 

77 78 
$ 3,991 $ 3,939 

For the underfhded pension plans that had an accumulated benefit obligation in excess of plan assets, the projected 
benefit obligation, accumulated benefit obligation, and fair value of plan assets of these plans at December 3 1, 2007 
and 2006 were as follows: 

Underfunded Pension Plans 
December 31, 

2007 2006 
(in millions) 

Projected Benefit Obligation $ 81 $ 82 

Accumulated Benefit Obligation $ 77 $ 78 
Fair Value of Plan Assets 
Accumulated Benefit Obligation Exceeds the 

Fair Value of Plan Assets $ 77 $ 78 



Actuarial Assumptions for Benefit Obligations 

The weighted-average assumptions as of December 3 1, used in the measurement of AEP’s benefit obligations are 
shown in the following tables: 2 

Other Postretirement 
Pension Plans Benefit Plans 

2007 2006 2007 2006 
Assumptions 

Discount Rate 6.00% 5.75% 6.20Y0 5.85% 
Rate of Compensation Increase 5.90%(a) 5.90%(a) NIA NIA 

(a) Rates are for base pay only. In addition, an amount is added to reflect target incentive compensation for exempt 
employees and overtime and incentive pay for nonexempt employees. 

N/A = Not Applicable 

To determine a discount rate, AEP uses a duration-based method by constructing a hypothetical portfolio of high 
quality corporate bonds similar to those included in the Moody’s Aa bond index with a duration matching the benefit 
plan liability. The composite yield on the hypothetical bond portfolio is used as the discount rate for the plan. 

For 2007, the rate of Compensation increase assumed varies with the age of the employee, ranging from 5% per year 
to 11.5% per year, with an average increase of 5.9%. 

Estimated Future Benefit Paytnents and Contributions 

Information about the 2008 expected cash flows for the pension (qualified and nonqualified) and other postretirement 
benefit plans is as follows: 

Other 
Postretirement 

Employer Contributions Pension Plans Benefit Plans 
- - ___ __ - - 

-- - (in millions) - ______- _ _ _  - -  - - -  

Required Contributibns (a) $ 8 $  4 
Additional Discretionary Contributions - 73 

(a) Contribution required to meet minimum funding requirement per the U.S. Department 
of Labor plus direct payments for unfunded benefits. 

The contribution to the pension plans is based on the minimum amount required by the U.S. Department of Labor and 
the amount to pay unfunded nonqualified benefits. The contribution to the other postretirement benefit plans is 
generally based on the amount of the other postretirement benefit plans’ periodic benefit cost for accounting purposes 
as provided for in agreements with state regulatory authorities, plus the additional discretionary contribution of AEP’s 
Medicare subsidy receipts. 

P 
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The table below reflects the total benefits expected to be paid from the plan or from the employer’s assets, including 
both the employer’s share of the benefit cost and the participants’ share of the cost, which is funded by participant 
contributions to the plan. Medicare subsidy receipts are shown in the year of the corresponding benefit payments, 
even though actual cash receipts are expected early in the following year. Future benefit payments are dependent on 
the number of employees retiring, whether the retiring employees elect to receive pension benefits as annuities or as 
lump sum distributions, future integration of the benefit plans with changes to Medicare and other legislation, future 
levels of interest rates, and variances in actuarial results. The estimated payments for AEP’s pension benefits and 
other postretirement benefits are qs follows: 

Pension Plans 

Pension Payments 

2008 $ 356 
2009 362 
2010 3 63 
201 1 363 
2012 368 
Years 2013 to 2017, in Total 1,861 

Other Postretirement Benefit Plans 

Payments Receipts 
(in millions) 

Benefit Medicare Subsidy 

$ 111 $ (10) 
121 (11) 
131 (11) 
141 (12) 
149 (13) 
864 (82) 

Components of Net Periodic Benefit Cost 

The following table provides the components of AEP’s net periodic benefit cost for the plans for fiscal years 2007, 
2006 and 2005: 

Other Postretirement 
Pension Plans Benefit Plans 

Years Ended December 31, 
2007 2006 2005 2007 2006 2005 

(in millions) 
Service Cost $ 96 $ 97 $ 93 $ 42 $ 39 $ 42 
Interest Cost 23 5 23 1 228 104 102 107 

- 27 27 27 
Expected Return on Plan Assets (340) (335) 
Amortization of Transition Obligation 

25 
Amortization of Prior Service Cost (Credit) (1 1 (1 1 
Amortization of Net Actuarial Loss 59 79 55 12 22 
Net Periodic Benefit Cost 50 71 61 81 96 109 
Capitalized Portion (14) (21 1 (17) (25 1 (27) (33 1 
Net Periodic Benefit Cost Recognized as 

(314) (104) (94) (92) 

- - - 

Expense $ 36 $ 50 $ 44 $ 56 $ 69 $ 76 

Estimated amounts expected to be amortized to net periodic benefit costs from AEP’s pretax accumulated other 
comprehensive income during 2008 are shown in the following table: 

Other 
Postretirement 

Pension Plans Benefit Plans 
(in millions) 

Net Actuarial Loss $ 26 $ 5 
Prior Service Cost 1 1 
Transition Obligation 27 
Total Estimated 2008 Pretax AOCI Amortization $ 27 $ 33 

The following table provides KPCO’S net periodic benefit cost for the plans for the years ended December 31, 2007, 
2006 and 2005: 

Other Postretirement 
Pension Plans Benefit Plans 

Years Ended December 31, 

Benefit Costs 

2007 2006 2005 2007 2006 2005 
(in thousands) 

$ 1,018 $ 1,435 $ 1,506 $ 1,706 $ 2,050 $ 2,204 
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Actuarial Assumptions for Net Periodic Benefit Costs 

The weighted-average assumptions as of January 1, used in the measurement of AEP’s benefit costs are shown in the 
following tables: 

Other Postretirement 
Pension Plans Benefit Plans 

2007 2006 2005 2007 2006 2005 
Discount Rate 5.75% 5.50% 5.50% 5.85% 5.65% 5.80% 
Expected Return on Plan Assets 8.50% 8.50% 8.75% 8.00% 8.00% 8.37% 
Rate of Compensation Increase 5.90% 5.90 % 3.70% NIA NIA NIA 

NIA = Not Applicable 

The expected return on plan assets for 2007 was determined by evaluating historical returns, the current investment 
climate (yield on fixed income securities and other recent investment market indicators), rate of inflation, and current 
prospects .for economic growth. . 

The health care trend rate assumptions as of January 1, used for other postretirement benefit plans measurement 
purposes are shown below: 

Health Care Trend Rates 2007 2006 
Initial 7.5 % 8.0 % 
Ultimate 
Year Ultimate Reached 

5.0 % 5.0 % 
2012 2009 

Assumed health care cost trend rates have a significant effect on the amounts reported for the other postretirement 
benefit health care plans. A 1% change in assumed health care cost trend rates would have the following effects: 

1% Increase 1% Decrease 
L - _ _ _ _ ~  . - - ~- .. - - _ _  - _ -  (in millions) - 

Effect on Total Service and Interest Cost 
Components of Net Periodic Postretirement 
Health Care Benefit Cost $ 19 $ (16) 

Effect on the Health Care Component of the 
Accumulated Postretirement Benefit Obligation 185 (1 54) 

AEP Savings Plan 

KPCo participates in an AEP sponsored defmed contribution retirement savings plans for substantially all employees. 
These plans offer participants an opportunity to contribute a portion of their pay, include features under Section 
401(k) of the Internal Revenue Code and provide for company matching contributions. The matching contributions to 
the plan are 75% of the first 6% of eligible compensation contributed by the employee. The cost for contributions to 
these plans totaled $1.4 million in 2007, $1.3 million in 2006 and $1.2 million in 2005. 

8. BUSINESS SEGMENTS 

KPCo has one reportable segment, an integrated electricity generation, transmission and distribution business. 
KPCo’s other activities are insignificant. 
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9. DERIVATIVES, HEDGING AND F’INANCIAL INSTRUMENTS 

DERIVATIVES AND HEDGING 

SFAS 133 requires recognition of all qualifying derivative instruments as either assets or liabilities in the statement of 
financial position at fair value. The fair values of derivative, instruments accounted for using MTM accounting or 
hedge accounting are based on exchange prices and broker quotes. If a quoted market price is not available, the 
estimate of fair value is based on the best information available including valuation models that estimate fbture energy 
prices based on existing market and broker quotes and supply and demand market data and assumptions. The fair 
values determined are reduced by the appropriate valuation adjustments for items such as discounting, liquidity and 
credit quality. Credit risk is the risk that the counterparty to the contract will fail to perform or fail to pay amounts 
due. Liquidity risk represents the influence that imperfections in marketplace transparency may cause pricing to be 
less than or more than what the price should be based purely on supply and demand. Because energy markets are 
imperfect and volatile, there are inherent risks related to the underlying assumptions in models used to fair value open 
long-term risk management contracts. Unforeseen events can and will cause reasonable price curves to differ fiom 
actual prices throughout a contract’s term and at the time a contract settles. Therefore, there could be significant 
adverse or favorable effects on future results of operations and cash flows if market prices are not consistent with the 
approach at estimating current market consensus for forward prices in the current period. This is particularly true for 
long-term contracts. 

Certain qualifying derivative instruments have been designated as normal purchases or normal sales contracts, as 
provided in SFAS 133. Derivative contracts that have been designated as normal purchases or normal sales under 
SFAS 133 are not subject to MTM accounting treatment and are recognized in the Statements of Income on an accrual 
basis. 

KPCo’s accounting for the changes in the fair value of a derivative instrument depends on whether it qualifies for and 
has been designated as part of a hedging relationship and further, on the type of hedging relationship. Depending on 
the exposure, KPCo designates a hedging instrument as a fair value hedge or cash flow hedge. For fair value hedges 
(i.e. hedging the exposure to changes in the fair value of an asset, liability or an identified portion thereof that is 
attributable to a particular risk), KPCo recognizes the gain or loss on the derivative instrument as well as the offsetting 
loss or gain on the hedged item associated with the hedged risk in earnings. For cash flow hedges (i.e. hedging the 
exposure to variability in expected future cash flows that is attributable to a particular risk), KPCo initially reports the 
effective portion of the gain or loss on the derivative instrument as a component of Accumulated Other 
Comprehensive Income (Loss) until the period the hedged item affects earnings. KPCo recognizes any hedge 
ineffectiveness as a regulatory asset (for losses) or a regulatory liability (for gains). 

For contracts that have not been designated as part of a hedging relationship, the accounting for changes in fair value 
depends on whether the derivative instrument is held for trading purposes. Realized gains and losses on derivative 
instruments held for trading purposes are included in Revenues on a net basis in KPCo’s Statements of Income. 
Realized gains and losses on derivative instruments not held for trading purposes are included in Revenues or 
Expenses on the Statements of Income depending on the relevant facts and circumstances. Unrealized MTM gains and 
losses are recorded as regulatory assets (for losses) and regulatory liabilities (for gains). 

Fair Value Hedging Strategies 

At certain times, KPCo enters into interest rate derivative transactions in order to manage interest rate risk exposure. 
These interest rate derivative transactions effectively modify exposure to interest rate risk by converting a portion of 
fixed-rate debt to a floating rate. KPCo records gains or losses on swaps that qualify for fair value hedge accounting 
treatment, as well as offsetting changes in the fair value of the debt being hedged, in Interest Expense on the 
statements of income. During 2007, 2006 and 2005, KPCo recognized no hedge ineffectiveness related to these 
derivative transactions. 
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Cash Flow Hedging Strategies 

KPCo enters into, and designates as cash flow hedges, certain derivative transactions for the purchase and sale of 
electricity and natural gas in order to manage the variable price risk related to the forecasted purchase and sale of 
these commodities. At various times during 2007, 2006 and 2005, KPCo designated cash flow hedge relationships 
using these commodities. Management closely monitors the potential impacts of commodity price changes, and 
where appropriate, enters into derivative transactions to protect margins for a portion of future electricity sales and 
fuel purchases. Realized gains and losses on these derivatives designated as cash flow hedges are included in 
Revenues or fuel expense, depending on the specific nature of the risk being hedged. KPCo does not hedge all 
variable price risk exposure related to energy commodities. During 2007, 2006 and 2005, KPCo recognized 
immaterial amounts related to hedge ineffectiveness. However, there was no earnings impact because KPCo operates 
in a regulated jurisdiction. 

KPCo enters into a variety of interest rate derivative transactions in order to manage interest rate risk exposure. KPCo 
enters into various derivative instruments to manage interest rate exposure related to anticipated borrowings of fixed- 
rate debt. The anticipated debt offerings have a high pzobability of occurrenke because the proceeds will be used to 
fund existing debt maturities as well as fund projected capital expenditures. At various times during 2007,2006 and 
2005, KPCo designated interest rate derivatives as cash flow hedges. KPCo reclassifies gains and losses on the 
hedges fiom Accumulated Other Comprehensive Income (Loss) into Interest Expense in those periods in which the 
interest payments being hedged occur. During 2007,2006 and 2005, KPCo recognized immaterial amounts related to 
hedge ineffectiveness. However, there was no earnings impact because KPCo operates in a regulated jurisdiction. 

The following table represents the activity in Accumulated Other Comprehensive Income (Loss) for derivative 
contracts that qualirjr as cash flow hedges for the years 2005,2006 and 2007: 

(in thousands) 
Balance at December 31,2004 $ 813 
Effective portion of changes in fair value 81 

- --  - - -- -- -_ Reclasses from AOCI to Net Income - - - - _ _  (1,088) - ---- - - 

Balance at December 31,2005 (194) 
Effective portion of changes in fair value 
Impact Due to Changes in SIA 
Reclasses from AOCI to Net Income 
Balance at December 31,2006 

356 
1,552 

Effective portion of changes in fair value (1,061 1 

Balance at December 31,2007 $ (814) 
Reclasses from AOCI to Net Income (1,305) 

The following table approximates net loss (gain) fiom cash flow hedges in Accumulated Other Comprehensive 
Income (Loss) at December 31,2007 that are expected to be reclassified to net income in the next twelve months as 
the items being hedged settle. In addition, the following table summarizes the maximum length of time that the 
variability of future cash flows is being hedged. The actual amounts reclassified fiom AOCI to Net Income can differ 
as a result of market price changes. 

Portion 
Expected to be Maximum 
Reclassified to Term for 

Earnings Exposure to 
During the Variability of 

Next Twelve Future Cash 
Months Flow 

Company (in thousands) (in months) 
KPCo $ (302) $ 17 



FINANCIAL INSTRUMENTS 

The fair values of Long-term Debt are based on quoted market prices for the same or similar issues and the current 
interest rates offered for instruments with similar maturities. These instruments are not marked-to-market. The 
estimates presented are not necessarily indicative of the amounts that could be realized in a current market exchange. 

The book values and fair values of significant financial instruments for KPCo at December 31, 2007 and 2006 are 
summarized in the following table. 

December 31, 
2007 2006 

Book Value Fair Value Book Value Fair Value 
(in thousands) 

Long-term Debt $ 448,373 $ 442,090 $ 446,968 $ 440,839 

10. INCOMETAXES 

The details of income taxes as reported are as follows: 

Years Ended December 31, 
2007 2006 2005 

(in thousands) 
Income Tax Expense (Credit): 

Current $ 11,258 $ 17,203 $ 2,803 
Deferred 5,691 2,596 10,555 
Deferred Investment Tax Credits (962) (1,144) (1,222) 

Total Income Tax $ 15,987 $ 18,655 $ 12,136 

Shown below is a reconciliation of the difference between the amount of federal income taxes computed by 
multiplying book income before income taxes by the federal statutory rate and the amount of income taxes reported. 

Years Ended December 31, 
2007 2006 2005 

(in thousands) 
Net Income $ 32.470 $ 35.035 $ 20.809 
Income Taxes 
Pretax Income 

151987 181655 12;136 
$ 48,457 $ 53,690 $ 32,945 

Income Tax on Pretax Income at Statutory Rate (35%) 
Increase (Decrease) in Income Tax resulting from the following items: 

Depreciation 
Allowance for Funds Used During Construction 
Removal Costs 
Investment Tax Credits, Net 
State and Local Income Taxes 
Other 

Total Income Taxes 

$ 16,960 $ 18,791 

1,223 1,669 
(661 1 (606) 

(1,766) (1,361) 
(962) (1 Y 144 1 
73 6 1,070 
457 236 

$ 15,987 $ 18,655 

$ 11,531 

1,644 
(614) 
(995 1 

(1,222) 
778 

1,014 
$ 12,136 

Effective Income Tax Rate 33.0% 34.7% 36.8% 



The following table shows the elements of the net deferred tax liability and the significant temporary differences: 

December 31, 

Deferred Tax Assets 
Deferred Tax Liabilities 
Net Deferred Tax Liabilities 

Property Related Temporary Differences 
Amounts Due From Customers For Future Federal Income Taxes 
Deferred State Income Taxes 
Deferred Income Taxes on Other Comprehensive Loss 
Deferred Fuel and Purchased Power 
Accrued Pensions 
All Other, Net 
Net Deferred Tax Liabilities 

2007 2006 
(in thousands) 

$ 35,037 $ 38,454 
(280,667) (280,587) 

$ (245,630) $ (242,133) 

$ (188,213) $ (180,662) 
(25,794) (24,888) 
(27,325) (29,33 1) 

43 8 (836) 
(1,617) (410) 
(3,521 1 (1 7665 1 

402 (4,341 1 
$ (245,630) $ (242,133) 

KPCo joins in the filing of a consolidated federal income tax return with its affiliates in the AEP System. The 
allocation of the AEP System’s current consolidated federal income tax to the AEP System companies allocates the 
benefit of current tax losses to the AEP System companies giving rise to such losses in determining their current tax 
expense. The tax benefit of the Parent is allocated to its subsidiaries with taxable income. With the exception of the 
loss of the Parent, the method of allocation reflects a separate return result for each company in the consolidated 
POUP. 

KPCo and other AEP Subsidiaries are no longer subject to U.S. federal examination for years before 2000. However, 
KPCo and other AEP Subsidiaries have filed refund claims with the IRS for years 1997 through 2000 for the CSW 
pre-merger tax period, which are currently being reviewed. KPCo and other AEP Subsidiaries have completed the 
exam for the years 2001 though 2003 and have issues that will be pursued at the appeals level. The returns for the 
years 2004 through 2006 are presently under audit by the IRS. Although the outcome of tax audits is uncertain, in 
management’s opmon, adequate provisions for mcome taxes have been made for potiSiiiIliaElitie3Fi5il~g fiom 
such matters. In addition, KPCo accrues interest on these uncertain tax positions. Management is not aware of any 
issues for open tax years that upon final resolution are expected to have a material adverse effect on results of 
operations. 

_ _  _ _ _ _ _ _ _ _ _  ~ - _._________-._.-- ---- - * ~  ~ ___ 

KPCo, along with other AEP Subsidiaries, files income tax returns in various state and local jurisdictions. These 
taxing authorities routinely examine the tax returns and KPCo and other AEP Subsidiaries are currently under 
examination in several state and local jurisdictions. Management believes that KPCo and other AEP Subsidiaries 
have filed tax returns with positions that may be challenged by these tax authorities. However, management does not 
believe that the ultimate resolution of these audits will materially impact results of operations. With few exceptions, 
KPCo is no longer subject to state or local income tax examinations by tax authorities for years before 2000. 

Prior to the adoption of FIN 48, KPCo recorded interest and penalty expense related to uncertain tax positions in tax 
expense accounts. With the adoption of FIN 48, KPCo began recognizing interest accruals related to uncertain tax 
positions in interest income or expense as applicable, and penalties in Other Operation. In 2007, KPCo reported $300 
thousand of interest expense and reversed $900 thousand of prior period interest expense. KPCo had approximately 
$1.3 million and $1.4 million for the payment of interest and penalties accrued at December 31, 2007 and 2006, 
respectively. 

As a result of the implementation of FIN 48 on January 1, 2007, KPCo recognized a $786 thousand increase in the 
liabilities for unrecognized tax benefits, as well as related interest expense and penalties, which was accounted for as a 
reduction to the January 1 2007 balance of retained earnings. 
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As of December 31, 2007, the reconciliation of the beginning and ending amount of unrecognized tax benefits is as 
follows: 

(in millions) 
Balance at January 1,2007 $ 3.4 

Increase - Tax Positions Taken During a Prior Period 

Increase - Tax Positions Taken During the Current Year 
Decrease - Settlements with Taxing Authorities 
Decrease - Lapse of the Applicable Statute of Limitations 

- 

0.6 - 
- 

Decrease - Tax Positions Taken During a Prior Period (1.8) 

Balance at December 31,2007 $ 2.2 

The total amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate is $900 thousand. 
Management believes there will be no significant net increase or decrease in unrecognized tax benefits within 12 
months of the reporting date. 

Federal Tax Legislation 

In 2005, the Energy Tax Incentives Act of 2005 was signed into law. This act created a limited amount of tax credits 
for the building of IGCC plants. The credit is 20% of the eligible property in the construction of new plant or 20% of 
the total cost of repowering of an existing plant using IGCC technology. In the case of a newly constructed IGCC 
plant, eligible property is defined as the components necessary for the gasification of coal, including any coal 
handling and gas separation equipment. AEP announced plans to construct two new IGCC plants that may be eligible 
for the allocation of these credits. AEP filed applications for the Mountaineer and Great Bend projects with the DOE 
and the IRS. Both projects were certified by the DOE and qualified by the IRS. However, neither project was 
awarded credits during this round of credit awards. AEP will continue to pursue credits for the next round of 
available credits. 

The Tax Increase Prevention and Reconciliation Act of 2005 (TIPRA 2005) was passed May 17,2006. The majority 
of the provisions in TIPRA 2005 were directed toward individual income tax relief including the extension of reduced 
tax rates for dividends and capital gains through 2010. Management believes the application of this act will not 
materially affect KPCo’s results of operations, cash flow or financial condition. 

The President signed the Pension Protection Act of 2006 (PPA 2006) into law on August 17, 2006. This law is 
directed toward strengthening qualified retirement plans and adding new restrictions on charitable contributions. 
Specifically, PPA 2006 concentrates on the funding of defined benefit plans and the health of the Pension Benefit 
Guaranty Corporation. PPA 2006 imposes new minimum funding rules for multiemployer plans as well as increasing 
the deduction limitation for contributions to multiemployer defined benefit plans. Due to the significant funding of 
the AEP pension plans in 2005, the Act will not materially affect KPCo’s results of operations, cash flows or financial 
condition. 

On December 20, 2006, the Tax Relief and Health Care Act of 2006 (TRHCA 2006) was signed into law. The 
primary purpose of the bill was to extend expiring tax provisions for individuals and business taxpayers and provide 
increased tax flexibility around medical benefits. In addition to extending the lower capital gains and dividend tax 
rates for individuals, TRHCA 2006 extended the research credit and for 2007 provided a new alternative formula for 
determining the research credit. The application of TRHCA 2006 is not expected to materially affect KPCo’s results 
of operations, cash flows or financial condition. 
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Several tax bills and other legislation with tax-related sections were enacted in 2007, including the Tax Technical 
Corrections Act of 2007, the Tax Increase Prevention Act of 2007 and the Energy Independence and Security Act of 
2007. The tax law changes enacted in 2007 are not expected to materially affect IUPCO’S results of operations, cash 
flows or financial condition. 

State Tax Legislation 

On June 30, 2005, the Governor of Ohio signed Ohio House Bill 66 into law enacting sweeping tax changes 
impacting all companies doing business in Ohio. Most of the significant tax changes will be phased in over a five- 
year period, while some of the less significant changes became fully effective July 1, 2005. Changes to the Ohio 
fianchise tax, nonutility property taxes and the new commercial activity tax are subject to phase-in. The Ohio 
fianchise tax will fully phase-out over a five-year period beginning with a 20% reduction in state fianchise tax for 
taxable income accrued during 2005. In 2005, KPCo reversed $3.6 million of SFAS 109 Regulatory Assets and 
deferred state income tax liabilities that are not expected to reverse during the phase-out. 

The new legislation also imposes a new commercial activity tax at a fully phased-in rate of 0.26% on all Ohio gross 
receipts. The new tax is being phased-in over a five-year period that began July 1,2005 at 23% of the full 0.26% rate. 

On July 12, 2007, the Governor of Michigan signed.Michigan Senate Bill 0094 (MBT Act) and related companion 
bills into law providing a comprehensive restructuring of Michigan’s principal business tax. The new law is effective 
January 1, 2008 and replaces the Michigan Single Business Tax that expired at the end of 2007. The MBT Act is 
composed of a new tax which will be calculated based upon two components: (a) a business income tax (BIT) 
imposed at a rate of 4.95% and (b) a modified gross receipts tax (GRT) imposed at a rate of 0.80%, which will 
collectively be referred to as the BIT/GRT tax calculation. The new law also includes significant credits for engaging 
in Michigan-based activity. 

On September 30,2007, the Governor of Michigan signed House Bill 5198 which amends the MBT Act to provide 
for a new deduction on the BIT and GRT tax returns equal to the book-tax basis difference triggered as a result of the 
__________ enactment of _ _ _ _ _ _  the h4BT __ Act. This new state-only temporary ~ difference will be deducted over a 15 year period on the 
MBT Act tax returns starting in 2015. The purpose of the new MBT Act state deduction was to provide companies 
relief from the recordation of the SFAS 109 Income Tax Liability. KPCo has evaluated the impact of the MBT Act 
and the application of the MBT Act will not materially affect its results of operations, cash flows or financial 
condition. 

11. LEASES 

Leases of property, plant and equipment are for periods up to 20 years and require payments of related property taxes, 
maintenance and operating costs. The majority of the leases have purchase or renewal options and will be renewed or 
replaced by other leases. 

Lease rentals for both operating and capital leases are generally charged to Other Operation and Maintenance expense 
in accordance with rate-making treatment for regulated operations. The components of rental costs are as follows: 

Years Ended December 31, 
2007 2006 2005 

Lease Rental Costs (in thousands) 
Net Lease Expense on Operating Leases $ 2,405 $ 2,079 $ 1,735 
Amortization of Capital Leases 1,141 1,207 1,519 
Interest on Capital Leases 
Total Lease Rental Costs 

140 116 34 
$ 3,686 $ 3,402 $ 3,288 
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The following table shows the property, plant and equipment under capital leases and related obligations recorded on 
KPCo’s Balance Sheets. Capital lease obligations are included in Current Liabilities - Other and Noncurrent 
Liabilities - Deferred Credits and Other on KPCo’s Balance Sheets. 

December 31, 
2007 2006 

(in thousands) 
Property, Plant and Equipment Under Capital Leases 

Production $ 22 $ 436 
Other 5,261 6,723 
Total Property, Plant and Equipment Under Capital Leases 5,283 7,159 
Accumulated Amortization 3,039 4,512 
Net Property, Plant and Equipment Under Capital Leases $ 2,244 $ 2,647 

Obligations Under Capital Leases 
Noncurrent Liability $ 1,272 $ 1,493 
Liability Due Within One Year 
Total Obligations Under Capital Leases 

972 1,154 
$ 2,244 $ 2,647 

Future minimum lease payments consisted of the following at December 3 1 , 2007: 

Noncancelable 
Capital Leases Operating; Leases 

(in thousands) Future Minimum Lease Payments 
2008 
2009 
2010 
201 1 
2012 
Later Years 
Total Future Minimum Lease Payments 
Less Estimated Interest Element 

$ 1,056 $ 2,463 
647 2,218 
407 2,069 
180 1,667 
85 1,223 
58 2,933 

$ 2,433 $ 12,573 
189 

Estimated Present Value of Future Minimum Lease Payments $ 2,244 



12. FINANCING ACTMTIES \ 

Long-term Debt 

There are certain limitations on establishing liens against KPCo’s assets under its indentures. None of the long-term 
debt obligations of KPCo have been guaranteed or secured by B P  or any of its affiliates. 

The following details long-term debt outstanding as of December 3 1 , 2007 and 2006: 

Type of Debt 

Senior Unsecured Notes, Series B 
Senior Unsecured Notes, Series C 
Senior Unsecured Notes, Series A 
Senior Unsecured Medium Term Notes, Series A 
Senior Unsecured Medium Term Notes, Series A 
Senior Unsecured Notes, Series E 
Senior Unsecured Notes, Series D 
MT&I of Fair Value Hedge 
Unamortized Premium (Discount) 
Total Senior Unsecured Notes 

Notes Payable - AfEliated 
Total Notes Payable - Affdiated 

Total Long-term Debt 
Less: Long-term Debt Due Within One Year 
Long-term Debt 

Maturity 

2007 
2007 
2007 
2007 
2008 
2017 
2032 

Interest Rates at 
December 31, 

2007 2006 

4.3148% 
4.368% 
5.50% 
6.91% 

6.45% 6.45% 
6.00% 
5.625% 5.625% 

December 31, 
2007 2006 

(in thousands) 
80,400 
69,564 

125,000 
48,000 

30,000 30,000 

75,000 75,000 
325,000 

(916) 
(1,627) (80) 

426,968 428,373 

2015 5.25% 5.25% 20,000 20,000 
20,000 20,000 

448,373 446,968 
30,000 322,048 

$ 418,373 $ 124,920 

At December 3 1,2007 future annual long-term debt payments are as follows: 
- - - -  - - - -_ - - __ -~ 

After 
2008 2009 2010 2011 2012 2012 Total 

(in thousands) 
Principal Amount $ 30,000 $ - $  - $  - $  - $ 420,000 $ 450,000 
Unamortized Discount (1,627) 
Total Long-term Debt $ 448,373 

Lines of Credit - AEP System 

The B P  System uses a corporate borrowing program to meet the short-term borrowing needs of its subsidiaries. The 
corporate borrowing program includes a Utility Money Pool, which funds the utility subsidiaries. The AEP System 
corporate borrowing program operates in accordance with the terms and conditions approved in a regulatory order. 
The amount of outstanding loans (borrowings) to/fiom the Utility Money Pool as of December 3 1,2007 and 2006 are 
included in Advances to/fiom Aftiliates on KPCO’S balance sheets. KPCo’s Utility Money Pool activity and 
corresponding authorized borrowing limits for the years ended December 31, 2007 and 2006 are described in the 
following table: 

Maximum Maximum Average Average Borrowings Authorized 
Borrowings Loans to Borrowings Loans to from Utility Short-Term 
from Utility Utility from Utility Utility Money Pool as of Borrowing 
Money Pool Money Pool Money Pool Money Pool December 31, Limit 

Year (in thousands) 
59,104 $ 115,727 $ 19,153 $ 250,000 2007 . $ 164,913 $ 181,970 $ 

2006 46,156 1 1,993 25,994 4,384 30,636 200,000 
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Maximum, minimum and average interest rates for funds either borrowed fiom or loaned to the Utility Money Pool 
for the years ended December 3 1 , 2007,2006 and 2005 are summarized in the following table: 

Maximum Minimum Maximum Minimum Average Average 
Interest Rates Interest Rates Interest Rates Interest Rates Interest Rates Interest Rates 

for Funds for Funds for Funds for Funds for Funds for Funds 
Borrowed from Borrowed from Loaned to the Loaned to the Borrowed from Loaned to the 

the Utility the Utility Utility Money Utility Money the Utility Utility Money 
Year Ended Money Pool Money Pool Pool Pool Money Pool Pool 

December 31, 
2007 5.92 % 5.29% 5.94% 5.16% 5.50% 5.58 % 
2006 5.41 % 3.32% 5.12% 4.19% 4.74% 4.97 % 
2005 4.49% 2.68% 4.45 % 1.63% 3.70% 2.70 % 

Interest expense and interest income related to the Utility Money Pool are included in Interest Expense and Interest 
Income, respectively, in KPCo’s Statements of Income. For amounts borrowed from and advanced to the Utility 
Money Pool, KPCo incurred the following amounts of interest expense and earned the following amounts of interest 
income, respectively, for the years ended December 3 1 , 2007,2006 and 2005: 

Years Ended December 31, 
2007 2006 2005 

(in thousands) 
Interest Expense $ 2,494 $ 1,065 $ 18 
Interest Income 1,614 30 287 

Dividend Restrictions 

Under the Federal Power Act, KPCo is restricted from paying dividends out of stated capital. 

Sale of Receivables - AEP Credit 

AEP Credit has a sale of receivables agreement with banks and commercial paper conduits. Under the sale of 
receivables agreement, AEP Credit sells an interest in the receivables it acquires fiom affiliated utility subsidiaries to 
the commercial paper conduits and banks and receives cash. This transaction constitutes a sale of receivables in 
accordance with SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishment of 
Liabilities,” allowing the receivables to be taken off of AEP Credit’s balance sheet and allowing AEP Credit to repay 
any debt obligations. AEP has no ownership interest in the commercial paper conduits and is not required to 
consolidate these entities in accordance with GAAP. AEP Credit continues to service the receivables. This off- 
balance sheet transaction was entered into to allow AEP Credit to repay its outstanding debt obligations, continue to 
purchase the AEP operating companies’ receivables, and accelerate AEP Credit’s cash collections. 

In October 2007, AEP renewed AEP Credit’s sale of receivables agreement. The sale of receivables agreement 
provides a commitment of $650 million from banks and commercial paper conduits to purchase receivables from AEP 
Credit. Under the agreement, the commitment will increase to $700 million for the months of August and September 
to accommodate seasonal demand. This agreement will expire in October 2008. AEP intends to extend or replace the 
sale of receivables agreement. The previous sale of receivables agreement, which expired in August 2007 and was 
extended until October 2007, provided a commitment of $600 million from a bank conduit to purchase receivables 
from AEP Credit. At December 31, 2007, $507 million of commitments to purchase accounts receivable were 
outstanding under the receivables agreement. AEP Credit maintains a retained interest in the receivables sold and this 
interest is pledged as collateral for the collection of receivables sold. The fair value of the retained interest is based on 
book value due to the short-term nature of the accounts receivable less an allowance for anticipated uncollectible 
accounts. AEP Credit purchases accounts receivable through a purchase agreement with KPCo. 
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Comparative accounts receivable information for AEP Credit is as follows: 

Years Ended December 31, 
2007 2006 2005 

($ in millions) 
Proceeds from Sale of Accounts Receivable $ 6,970 $ 6,849 $ 5,925 
Loss on Sale of Accounts Receivable $ 33 $ 31 $ 18 
Average Variable Discount Rate 5.39% 5.02 % 3.23% 

December 31, 
2007 ’ 2006 

(in millions) 
Accounts Receivable Retained Interest and Pledged as Collateral 
Less Uncollectible Accounts $ 71 $ 87 

68 85 
66 83 

Deferred Revenue fiom Servicing Accounts Receivable 1 1 
Retained Interest if 10% Adverse Change in Uncollectible Accounts 
Retained Interest if 20% Adverse Change in Uncollectible Accounts 

Historical loss and delinquency amounts for the AEP System’s customer accounts receivable managed portfolio is as 
follows: 

December 31, 
2007 2006 

Customer Accounts Receivable Retained 
Accrued Unbilled Revenues Retained 
Miscellaneous Accounts Receivable Retained 
Allowance for Uncollectible Accounts Retained 
Total Net Balance Sheet Accounts Receivable 
Customer Accounts Receivable Securitized 507 536 

- Total Accounts Receivabl ~- - - -  - -$ 1,624. $ - -1,576 - -- - -__ -- 

(in millions) 
$ 730 $ 676 

379 350 
60 44 

(52) (30) 
1,117 1,040 

Net Uncollectible Accounts Written Off $ 24 $ 31 

Customer accounts receivable retained and securitized for the domestic electric operating companies are managed by 
AEP Credit. Miscellaneous accounts receivable have been fully retained and not securitized. 

Delinquent customer accounts receivable for the electric utility affiliates that AEP Credit currently factors were $30 
million and $29 million at December 31, 2007 and 2006, respectively. AEP Credit’s delinquent customer accounts 
receivable represents accounts greater than 30 days past due. 

Under the factoring arrangement, KPCo sells, without recourse, certain of its customer accounts receivable and 
accrued unbilled revenue balances to AEP Credit and is charged a fee based on AEP Credit financing costs, its 
uncollectible accounts experience receivables and administrative costs. The costs of factoring customer accounts 
receivable are reported in Other Operation of the KPCo’s Statements of Income. 

KPCO’S factored accounts receivable and accrued unbilled revenues were $41.4 million and $44 million as of 
December 3 1,2007 and 2006, respectively. 

KPCo paid fees to AEP Credit for factoring customer accounts receivable of $3.8 million, $3.4 million and $2.9 
million for the years ended December 3 1,2007,2006 and 2005, respectively. 

KPCo-38 



13. RELATED PARTY TRANSACTIONS 

For other related party transactions, also see “Lines of Credit - AEP System” and “Sale of Receivables-AEP Credit” 
sections of Note 12. 

AEP System Power Pool 

APCo, CSPCo, I&M, KPCo and OPCo are parties to the Interconnection Agreement, dated July 6,195 1, as amended 
(the Interconnection Agreement), defining how they share the costs and benefits associated with their generating 
plants. This sharing is based upon each company’s “member-load-ratio,” which is calculated monthly on the basis of 
each company’s maximum peak demand in relation to the sum of the maximum peak demands of all five companies 
during the preceding 12 months. In addition, since 1995, APCo, CSPCo, I&M, KPCo and OPCo have been parties to 
the AEP System Interim Allowance Agreement, which provides, among other things, for the transfer of SO2 
allowances associated with the transactions under the Interconnection Agreement. 

Power, gas and risk management activities are conducted by the AEP Power Pool and pr0fitsAosse.s are shared among 
the parties under the System Integration Agreement. Risk management activities involve the purchase and sale of 
electricity and gas under physical forward contracts at fixed and variable prices. In addition, the risk management of 
electricity, and to a lesser extent gas contracts, includes exchange traded futures and options and over-the-counter 
options and swaps. The majority of these transactions represent physical forward contracts in the AEP System’s 
traditional marketing area and are typically settled by entering into offsetting contracts. In addition, the AEP Power 
Pool enters into transactions for the purchase and sale of electricity and gas options, futures and swaps, and for the 
forward purchase and sale of electricity outside of the AEP System’s traditional marketing area. 

System Integration Agreernent (SIA) 

AEP’s System Integration Agreement, which has been approved by the FERC, provides for the integration and 
coordination of AEP’s East companies and West companies zones. This includes joint dispatch of generation within 
the AEP System, and the distribution, between the two zones, of costs and benefits associated with the transfers of 
power between the two zones (including sales to third parties and risk management and trading activities). It is 
designed to function as an umbrella agreement in addition to the Interconnection Agreement and the CSW Operating 
Agreement, each of which controls the distribution of costs and benefits within each zone. 

In November 2005, AEP filed with the FERC a proposed amendment to the SIA to change the method of allocating 
profits from off-system electricity sales between the East and West zones. The proposed method causes such profits 
to be allocated generally on the basis of the zone in which the underlying transactions occy or originate. The filing 
was made in accordance with a provision of the agreement that called for a re-evaluation of the allocation method 
effective January 1,2006 and was approved as filed effective April 1 , 2006. 

Power generated by or allocated or provided under the Interconnection Agreement or CSW Operating Agreement is 
primarily sold to customers at rates approved by the public utility commission in the jurisdiction of sale. 

Under both the Interconnection Agreement and CSW Operating Agreement, power generated that is not needed to 
serve the AEP System’s native load is sold in the wholesale market by AEPSC on behalf of the generating subsidiary. 

Affiliated Revenues and Purchases 

The following table shows the revenues derived from sales to the pools, direct sales to affiliates, natural gas contracts 
with AEPES, and other revenues for the years ended December 3 1,2007,2006 and 2005: 

Years Ended December 31, 
2007 2006 2005 

Related Party Revenues (in thousands) 
Sales to East System Pool $ 56,708 $ 57,921 $ 49,791 
Direct Sales to West Affiliates 3,738 4,801 6,122 
Natural Gas Contracts with AEPES (197) (4,698) 14,586 
Other 
Total Revenues 

302 263 304 
$ 60,551 $ 58,287 $ 70,803 



The following table shows the purchased power expense incurred from purchases from the pools and affiliates for the 
years ended December 3 1 , 2007,2006 and 2005: 

Years Ended December 31, 
2007 2006 2005 

Related Party Purchases (in thousands) 
Purchases from East System Pool $ 96,997 $ 99,166 $ 95,187 
Direct Purchases .from East Affiliates 88,05 1 92,881 81,163 
Direct Purchases from West Affiliates 351 33 - 
Total Purchases $ 185,399 $ 192,080 $ 176,350 

The above summarized related party revenues and expenses are reported as Sales to AEP Affiliates and Purchased 
Electricity from AEP Affiliates on KPCO’S income statements. 

AEP Systein Transmission Pool 

AEP’s System Transmission Integration Agreement provides for the integration and coordination of the planning, 
operation and maintenance of the transmission facilities of AEP’s East companies and AEP West companies zones. 
Similar to the System Integration Agreement, the System Transmission Integration Agreement functions as an 
umbrella agreement in addition to the Transmission Equalization Agreement (T3EA) and the Transmission 
Coordination Agreement (TCA). The System Transmission Integration Agreement contains two service schedules 
that govern: 

0 The allocation of transmission costs and revenues and 
0 The allocation of third-party transmission costs and revenues and AEP System dispatch costs. 

The Transmission Integration Agreement anticipates that additional service schedules may be added as circumstances 
warrant. 

APCo, CSPCo, I&M, KPCo A d  OPCoGe part to the TEAT dated April 1, 1984, as mended, defining how they 
share the costs associated with their relative ownership of the extra-high-voltage transmission system (facilities rated 
345 kV and above) and certain facilities operated at lower voltages (138 kV and above). Like the Interconnection 
Agreement, this sharing is based upon each company’s “member-load-ratio.” 

KPCO’S net credits as allocated under the TEA during the years ended December 3 1 , 2007,2006 and 2005 were $800 
thousand, $2 million and $3.5 million, respectively, and were recorded in Other Operation on KPCO’S income 
statements. 

__ ___ __- -_ ____ 

PSO, SWEPCo, TCC, TNC and AEPSC are parties to the TCA, originally dated January 1,1997. The TCA has been 
approved by the FERC and establishes a coordinating committee, which is charged with overseeing the coordinated 
planning of the transmission facilities of the AEP West companies. 

Natural Gas Contracts with DETM 

Effective October 31, 2003, AEPES assigned to AEPSC, as agent for the AEP East companies, approximately $97 
million (negative value) associated with its natural gas contracts with DETM. The assignment was executed in order 
to consolidate DETM positions within AEP. Beginning in 2007, PSO and SWEPCo were allocated a portion of the 
DETM assignment based on the SIA methodology of sharing trading and marketing margins between the AEP East 
companies and PSO and SWEPCo. Concurrently, in order to ensure that there would be no financial impact to the 
AEP East companies, PSO or SWEPCo as a result of the assignment, AEPES and AEPSC entered into agreements 
requiring AEPES to reimburse AEPSC for any related cash settlements and all income related to the assigned 
contracts. There is no impact to the AEP consolidated financial statements. KPCO’S risk management liabilities 
related to DETM at December 3 1 , 2007 and 2006 were $1.9 million and $2.7 million, respectively. 

KPCO-40 



Fuel Agreement between OPCo and MPES 

OPCo and National Power Cooperative, Inc (NPC) have an agreement whereby OPCo operates a 500 M W  gas plant 
owned by NPC (Mone Plant). AEPES entered into a fuel management agreement with those two parties to manage 
and procure fuel for the Mone Plant. The gas purchased by AEPES and used in generation is first sold to OPCo then 
allocated to the AEP East companies, who have an agreement to purchase 100% of the available generating capacity 
from the plant through May 2012. KPCo’s related purchases of gas managed by AEPES were $930 thousand, $398 
thousand and $924 thousand for the years ended December 3 1 , 2007,2006 and 2005, respectively. 

These purchases are reflected in Purchased Electricity for Resale on KPCo’s income statements. 

Unit Power Agreements (UPA) 

A unit power agreement between AEGCo and I&M (the I&M Power Agreement) provides for the sale by AEGCo to 
I&M of all the power (and the energy associated therewith) available to AEGCo at the Rockport Plant unless it is sold 
to another utility. I&M is obligated, whether or not power is available from AEGCo, to pay as a demand charge for 
the right to receive such power (and as an energy charge for any associated energy taken by I&M) for such amounts, 
as when added to amounts received by AEGCo from any other sources, will be at least sufficient to enable AEGCo to 
pay all its operating and other expenses, including a rate of return on the common equity of AEGCo as approved by 
the FERC. The I&M Power Agreement will continue in effect until the expiration of the lease term of Unit 2 of the 
Rockport Plant unless extended in specified circumstances. 

Pursuant to an assignment between I&M and KPCo, and a unit power agreement between KPCo and AEGCo, 
AEGCo sells KPCo 30% of the power (and the energy associated therewith) available to AEGCo from both units of 
the Rockport Plant. KPCo has agreed to pay to AEGCo in consideration for the right to receive such power the same 
amounts which I&M would have paid AEGCo under the terms of the I&M Power Agreement for such entitlement. 
The KPCo unit power agreement ends in December 2022. See Affiliated Revenues and Purchases section of this note. 

d&M Barging, Urea Transloading and Other Services 

I&M provides barging, urea transloading and other transportation services to affiliates. Urea is a chemical used to 
control NO, emissions at certain generation plants in the AEP System. KPCo recorded costs of $80 thousand, $68 
thousand and $133 thousand in 2007, 2006 and 2005, respectively, for urea transloading provided by I&M. These 
costs were recorded as fuel expense or operation expense. 
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Central Machine Shop 

APCo operates a facility which repairs and rebuilds specialized components for the generation plants across the AEP 
System. APCo defers on its balance sheet the cost of performing the services, then transfers the cost to the affiliate 
for reimbursement. KPCo recorded these billings as capital or maintenance expense depending on the nature of the 
services received. These billings are recoverable from customers. KPCo’s billed amounts were $167 thousands, $1 8 1 
thousand and $285 thousand for the years ended December 3 1,2007,2006 and 2005, respectively. 

Affiliate Railcar Agreement 

KPCo has an agreement providing for the use of affiliate’s leased or owned railcars when available. The agreement 
specifies that the company using the railcar will be billed, at cost, by the company furnishing the railcar. KPCo 
records these costs or reimbursements as costs or reduction of costs, respectively, in Fuel on the balance sheets and 
such costs are recoverable fiom customers. The following table shows the net effect of the railcar agreement on 
KPCo’s 2007 and 2006 balance sheets: 

December 31, 
2007 2006 

Billing Company . (in thousands) 
APCO $ 90 $ 384 
OPCO 183 233 

I&M Urea Transloading 

I&M provides urea transloading services to KPCo. Urea is a chemical used to control NO, emissions at certain 
generation plants in the AEP System. KPCo recorded costs paid to I&M for barging services as Fuel and Other 
Consumables Used for Electric Generation in the amount of $80 thousand, $68 thousand and $133 thousand for the 
years ended December 3 1 , 2007,2006 and 2005, respectively. 

AEP Power Pool Purchases from O W C  

Beginning in 2006, the AEP Power Pool began purchasing power &om OVEC as part of wholesale marketing and risk 
management activity. These purchases are reflected in Electric Generation, Transmission and Distribution revenues 
in KPCo’s Statements of Income. The current agreement will expire in May 2008. KPCo recorded $2 million and 
$2.7 million for the years ended December 3 1,2007 and 2006, respectively. 

- _ _  - 

Sales and Purchases of Property 

KPCo had affiliated sales and purchases of electric property individually amounting to $100 thousand or more, for the 
years ended December 3 1,2007,2006 and 2005 as shown in the following table: 

Years Ended December 31, 
2007 2006 2005 

Companies (in thousands) 
OPCO to mco $ 133 $ - $  
KPCo to APCo - 191 
KPCo to OPCO - 101 
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In addition, KPCo had aggregate affiliated sales and purchases of meters and transformers for the years ended 
December 3 1 , 2007,2006 and 2005 as shown in the following table: 

APCO CSPCo I&M KGPCo OPCo PSO SWEPCo TCC WPCo TOTAL 
Sales (in thousands) 

2007 $ 345 $ 38 $ 21 $ 10 $ 124 $ 85 $ 7 $  - $  6 6 $  696 
2006 2,178 75 40 11 254 28 3 9 2,598 
2005 381 1 1 135 518 

Purchases 
2007 $ 518 6 $  4 $  1 $  1 9 7 $  - $  - $  - $  5 $  73 1 
2006 3,206 1 18 - 504 3 3,732 
2005 1,577 8 22 - 304 - 1,911 

The amounts above are recorded in Property, Plant and Equipment. Transfers are performed at cost. 

Global Borrowing Notes 

AEP issued long-term debt, a portion of which was loaned to KPCo. The debt is reflected in Long-term Debt - 
Affiliated on KPCO’S balance sheets. AEP pays the interest on the global notes, but KPCo accrues interest for its 
share of the global borrowing and remits the interest to AEP. The accrued interest is reflected in Other in the Current 
Liabilities section of KPCo’s balance sheets. KPCo participated in the global borrowing arrangement during the 
reporting periods. 

AEPSC 

AEPSC provides certain managerial and professional services to AEP System companies. The costs of the services 
are billed to KPCo by AEPSC on a direct-charge basis, whenever possible, and on reasonable bases of proration for 
services that benefit multiple companies. The billings for services are made at cost and include no compensation for 
the use of equity capital, which is furnished to AEPSC by AEP. Billings from AEPSC are capitalized or expensed 
depending on the nature of the services rendered and are recoverable from customers. During 2005, AEPSC and its 
billings were subject to regulation by the SEC under the PUHCA of 1935. Effective February 8,2006, the PUHCA of 
2005 was enacted, which repealed the PUHCA of 1935 and transferred the regulatory responsibility from the SEC to 
the FERC. 

Intercompany Billings 

KPCo performs certain utility services for other AEP subsidiaries when necessary or practical. The costs of these 
services are billed on a direct-charge basis, whenever possible, or on reasonable bases of proration for services that 
benefit multiple companies. The billings for services are made at cost and include no compensation for the use of 
equity capital. Billings are capitalized or expensed depending on the nature of the services rendered. 



14. PROPERTY, PLANT AND EOUIPMENT 

Depreciation 

KPCo provides for depreciation of Property, Plant and Equipment on a straight-line basis over the estimated useful 
lives of property, generally using composite rates by functional class. The following table provides the annual 
composite depreciation rates by functional class: 

, 
2007 Regulated Nonregulated 

Functional 
Class of 
Property 

Production 
Transmission 
Distribution 
C W  
Other 
Total 

Property, 
Plant and Accnmulated 

Equipment Depreciation 
(in thousands) 

$ 482,653 $ 168,806 
402,259 131,115 
502,486 136,528 
46,439 (1,463 1 
56,173 21,867 

$ 1,490,010 $ 456,853 

Annual 
Composite 

Depreciation Depreciable 
Rate Life Ranges 

(in years) 
3.8% 40-50 
1.7% 25-75 
3.4% 11-75 

N.M. N.M. 
8.7% N.M. 

Property7 
Plant and Accumulated 

Equipment Depreciation 
(in thousands) 

$ - $  

5,492 175 
$ 5,492 $ 175 

Annual 
Composite 

Depreciation Depreciable 
Rate Life Ranges 

(in years) 
- % - 
- 

N.M. N.M. 

2006 Regulated Nonregulated 

Functional 
Class of 
Property 

Production 
Transmission 
Distribution 
C W  
Other - 

Total 

Property, 
Plant and Accumulated 

Equipment Depreciation 
(in thousands) 

$ 478,955 $ 161,172 
3 94,4 19 124,709 
481,083 138,578 
29,587 (1,785) 
55;544 - - 19,918- _ _ _  

$ 1,439,588 $ 442,592 

Annual 
Composite Property, 

Depreciation Depreciable Plant and Accumulated 
Rate Life Ranges Equipment Depreciation 

(in years) (in thousands) 
3.8% 40-50 $ - $  
1.7% 25-75 
3.4% 11-75 - 

N.M. N.M. 
-916% -N.MF -- 5,545 - - - 186 

$ 5,545 $ 186 

Annual 
Composite 

Depreciation Depreciable 
Rate Life Ranges 

(in years) 
-% 

__ 
- N.M. - N.M.--- -_ - 

2005 Regulated 
Annual 

Class of Depreciation Depreciable 
Property Rate Life Ranges 

Functional Composite 

(in years) 
Production 3.8% 40-50 
Transmission 1.7% 25-75 
Distribution 3.5% 11-75 
Other 9.4% N.M. 

Nonregulated 
Annual 

Composite 
Depreciation Depreciable 

Rate Life Ranges 
(in years) 

-% 

2.0 N.M. 

N.M. =Not Meaningful 

The composite depreciation rate generally includes a component for nonasset retirement obligation (non-ARO) 
removal costs, which is credited to Accumulated Depreciation and Amortization. Actual removal costs incurred are 
charged to Accumulated Depreciation and Amortization. Any excess of accrued non-ARO removal costs over actual 
removal costs incurred is reclassified fiom Accumulated Depreciation and Amortization and reflected as a regulatory 
liability. 

Asset Retirement Obligations (ARO) 

KPCo implemented SFAS 143 effective January 1,2003. SFAS 143 requires entities to record a liability at fair value 
for any legal obligations for future asset retirements when the related assets are acquired or constructed. Upon 
establishment of a legal liability, SFAS 143 requires a corresponding ARO asset to be established, which will be 
depreciated over its usehl life. Upon settlement of an ARO, KPCo recognizes any difference between the ARO 
liability and actual costs as income or expense. 



KPCo adopted FIN 47 during the fourth quarter of 2005. FIN 47 interprets the application of SFAS 143. It clarifies 
that conditional ARO refers to a legal obligation to perform an asset retirement activity in which the timing and/or 
method of settlement are conditional on a future event that may or may not be within the control of the entity. Entities 
are required to record a liability for the fair value of a conditional ARO if the fair value of the liability can be 
reasonably estimated. FIN 47 also clarifies when an entity would have sufficient information to reasonably estimate 
the fair value of an ARO. 

KPCo c6mpleted a review of its FIN 47 conditional ARO and concluded that legal liabilities exist for asbestos 
removal and disposal in general buildings and generating plants. In 2005, KPCo recorded a liability for conditional 
ARO of $1.2 million in accordance with FIN 47. 

KPCo has identified, but not recognized, ARO liabilities related to electric transmission and distribution assets, as a 
result of certain easements on property on which assets are owned. Generally, such easements are perpetual and 
require only the retirement and removal of assets upon the cessation of the property’s use. The retirement obligation 
is not estimable for such easements since KPCo plans to use its facilities indefinitely. The retirement obligation 
would only be recognized if and when KPCo abandons or ceases the use of specific easements, which is not expected. 

The following is a reconciliation of the 2007 and 2006 aggregate carrying amounts of ARO for KPCo: 

Revisions in 
ARO at Accretion Liabilities Liabilities Cash Flow ARO at 

January 1, Expense Incurred Settled Estimates December 31, 
Year (in thousands) 

2007 $ 1,175 $ 63 $ - $  (294) $ - $  944 
2006 1,190 74 (89) - 1,175 

KPCo’s aggregate carrying amounts include ARO related to ash ponds and asbestos removal. 

Allowance for Funds Used During Construction (AFUDC) 

The amounts of AFUDC included in Allowance For Equity Funds Used During Construction on KPCo’s Statements 
of Income was $0.2 million, $0.2 million and $0.3 million for December 3 1,2007,2006 and 2005, respectively. 

The amounts of allowance for borrowed funds used during construction included in Interest Expense on KPCo’s 
Statements of Income was $0.6 million, $0.7 million and $0.3 million for December 31, 2007, 2006 and 2005, 
respectively. 

15. UNAUDITED QUARTERLY FINANCIAL I N F O W T I O N  

In management’s opinion, the unaudited quarterly information reflects all normal and recurring accruals and 
adjustments necessary for a fair presentation of the results of operations for interim periods. Quarterly results are not 
necessarily indicative of a full year’s operations because of various factors. KPCo’s unaudited quarterly financial 
information is as follows: 

2007 Quarterly Periods Ended 

(in thousands) 
March 31 June 30 September 30 December 31 

Operating Revenues $ 154,096 $ 134,530 $ 152,200 $ 147,174 
Operating Income 30,535 7,702 16,815 19,788 
Net Income 15,211 1,230 6,485 9,544 

2006 Quarterly Periods Ended 

(in thousands) 
March 31 June 30 September 30 December 31 

Operating Revenues $ 151,847 $ 135,303 $ 152,319 $ 146,398 
Operating Income 22,524 13,554 21,846 23,701 
Net Income 9,830 5,05 1 9,869 10,285 

There were no significant events in the fourth quarter of 2007 or 2006. 
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