KENTUCKY POWER COMPANY
STATEMENTS OF INCOME

For the Years Ended December 31, 2009, 2008 and 2007

(in thousands)

	
	
	
	
	2009
	
	2008
	
	2007

	REVENUES
	
	
	
	
	
	
	
	

	Electric Generation, Transmission and Distribution
	
	
	
	$
	567,564 
	
	$
	597,699 
	
	$
	526,754 

	Sales to AEP Affiliates
	
	
	
	
	62,613 
	
	
	66,249 
	
	
	60,551 

	Other Revenues
	
	
	
	
	2,349 
	
	
	1,612 
	
	
	695 

	TOTAL REVENUES
	
	
	
	
	632,526 
	
	
	665,560 
	
	
	588,000 

	
	
	
	
	
	
	
	
	
	
	
	

	EXPENSES
	
	
	
	
	
	
	
	
	
	
	

	Fuel and Other Consumables Used for Electric Generation
	
	
	
	
	188,525 
	
	
	171,215 
	
	
	147,912 

	Purchased Electricity for Resale 
	
	
	
	
	24,839 
	
	
	26,157 
	
	
	17,786 

	Purchased Electricity from AEP Affiliates
	
	
	
	
	198,320 
	
	
	234,379 
	
	
	185,399 

	Other Operation
	
	
	
	
	51,417 
	
	
	64,330 
	
	
	66,118 

	Maintenance
	
	
	
	
	38,888 
	
	
	47,921 
	
	
	36,880 

	Depreciation and Amortization
	
	
	
	
	52,010 
	
	
	48,067 
	
	
	47,193 

	Taxes Other Than Income Taxes
	
	
	
	
	11,738 
	
	
	9,644 
	
	
	11,872 

	TOTAL EXPENSES
	
	
	
	
	565,737 
	
	
	601,713 
	
	
	513,160 

	
	
	
	
	
	
	
	
	
	
	
	

	OPERATING INCOME
	
	
	
	
	66,789 
	
	
	63,847 
	
	
	74,840 

	
	
	
	
	
	
	
	
	
	
	
	

	Other Income (Expense):
	
	
	
	
	
	
	
	
	
	
	

	Interest Income
	
	
	
	
	218 
	
	
	2,103 
	
	
	1,992 

	Allowance for Equity Funds Used During Construction
	
	
	
	
	391 
	
	
	1,012 
	
	
	260 

	Interest Expense
	
	
	
	
	(33,812)
	
	
	(34,535)
	
	
	(28,635)

	
	
	
	
	
	
	
	
	
	
	
	

	INCOME BEFORE INCOME TAX EXPENSE
	
	
	
	
	33,586 
	
	
	32,427 
	
	
	48,457 

	
	
	
	
	
	
	
	
	
	
	
	

	Income Tax Expense
	
	
	
	
	9,650 
	
	
	7,896 
	
	
	15,987 

	
	
	
	
	
	
	
	
	
	
	
	

	NET INCOME
	
	
	
	$
	23,936 
	
	$
	24,531 
	
	$
	32,470 


	The common stock of KPCo is wholly-owned by AEP.

	

	See Notes to Financial Statements.


KENTUCKY POWER COMPANY

BALANCE SHEETS

ASSETS

December 31, 2009 and 2008

(in thousands)
	
	
	
	2009
	
	2008

	CURRENT ASSETS
	
	
	
	
	
	
	

	Cash and Cash Equivalents
	
	
	$
	494 
	
	$
	646 

	Accounts Receivable:
	
	
	
	
	
	
	

	Customers
	
	
	
	17,593 
	
	
	21,681 

	Affiliated Companies
	
	
	
	8,692 
	
	
	6,721 

	Accrued Unbilled Revenues
	
	
	
	4,806 
	
	
	2,533 

	Miscellaneous
	
	
	
	1,304 
	
	
	83 

	Allowance for Uncollectible Accounts
	
	
	
	(851)
	
	
	(1,144)

	Total Accounts Receivable
	
	
	
	31,544 
	
	
	29,874 

	Fuel
	
	
	
	36,168 
	
	
	29,440 

	Materials and Supplies
	
	
	
	18,248 
	
	
	10,630 

	Risk Management Assets 
	
	
	
	13,687 
	
	
	13,760 

	Accrued Tax Benefits
	
	
	
	29,540 
	
	
	41 

	Regulatory Asset for Under-Recovered Fuel Costs
	
	
	
	- 
	
	
	9,953 

	Margin Deposits
	
	
	
	5,925 
	
	
	5,207 

	Prepayments and Other Current Assets
	
	
	
	2,416 
	
	
	5,710 

	TOTAL CURRENT ASSETS
	
	
	
	138,022 
	
	
	105,261 

	
	
	
	
	
	
	
	

	PROPERTY, PLANT AND EQUIPMENT
	
	
	
	
	
	
	

	Electric:
	
	
	
	
	
	
	

	Production
	
	
	
	547,378 
	
	
	533,998 

	Transmission
	
	
	
	438,775 
	
	
	431,835 

	Distribution
	
	
	
	569,389 
	
	
	528,711 

	Other Property, Plant and Equipment
	
	
	
	59,002 
	
	
	65,485 

	Construction Work in Progress
	
	
	
	28,409 
	
	
	46,650 

	Total Property, Plant and Equipment
	
	
	
	1,642,953 
	
	
	1,606,679 

	Accumulated Depreciation and Amortization
	
	
	
	508,806 
	
	
	476,568 

	TOTAL PROPERTY, PLANT AND EQUIPMENT – NET
	
	
	
	1,134,147 
	
	
	1,130,111 

	
	
	
	
	
	
	
	

	OTHER NONCURRENT ASSETS
	
	
	
	
	
	
	

	Regulatory Assets
	
	
	
	206,074 
	
	
	179,845 

	Long-term Risk Management Assets
	
	
	
	9,498 
	
	
	10,860 

	Deferred Charges and Other Noncurrent Assets
	
	
	
	40,178 
	
	
	41,884 

	TOTAL OTHER NONCURRENT ASSETS
	
	
	
	255,750 
	
	
	232,589 

	
	
	
	
	
	
	
	

	TOTAL ASSETS
	
	
	$
	1,527,919 
	
	$
	1,467,961 


	See Notes to Financial Statements.


KENTUCKY POWER COMPANY

BALANCE SHEETS

LIABILITIES AND SHAREHOLDER’S EQUITY

December 31, 2009 and 2008

	
	
	
	2009
	
	2008

	CURRENT LIABILITIES
	
	
	(in thousands)

	Advances from Affiliates 
	
	
	$
	485 
	
	$
	131,399 

	Accounts Payable:
	
	
	
	
	
	
	

	General
	
	
	
	42,595 
	
	
	35,584 

	Affiliated Companies
	
	
	
	27,341 
	
	
	45,245 

	Risk Management Liabilities
	
	
	
	5,190 
	
	
	6,316 

	Customer Deposits
	
	
	
	18,258 
	
	
	15,985 

	Accrued Taxes 
	
	
	
	12,625 
	
	
	11,903 

	Accrued Interest
	
	
	
	7,466 
	
	
	7,009 

	Other Current Liabilities
	
	
	
	26,996 
	
	
	22,517 

	TOTAL CURRENT LIABILITIES
	
	
	
	140,956 
	
	
	275,958 

	
	
	
	
	
	
	
	

	NONCURRENT LIABILITIES
	
	
	
	
	
	
	

	Long-term Debt – Nonaffiliated
	
	
	
	528,722 
	
	
	398,555 

	Long-term Debt – Affiliated
	
	
	
	20,000 
	
	
	20,000 

	Long-term Risk Management Liabilities
	
	
	
	4,101 
	
	
	5,630 

	Deferred Income Taxes
	
	
	
	304,549 
	
	
	259,666 

	Regulatory Liabilities and Deferred Investment Tax Credits
	
	
	
	35,678 
	
	
	46,135 

	Employee Benefits and Pension Obligations
	
	
	
	49,843 
	
	
	51,819 

	Deferred Credits and Other Noncurrent Liabilities
	
	
	
	12,286 
	
	
	12,190 

	TOTAL NONCURRENT LIABILITIES
	
	
	
	955,179 
	
	
	793,995 

	
	
	
	
	
	
	
	

	TOTAL LIABILITIES
	
	
	
	1,096,135 
	
	
	1,069,953 

	
	
	
	
	
	
	
	

	Rate Matters (Note 2)
	
	
	
	
	
	
	

	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
	
	
	
	50,450 
	
	
	50,450 

	Paid-in Capital
	
	
	
	238,750 
	
	
	208,750 

	Retained Earnings
	
	
	
	143,185 
	
	
	138,749 

	Accumulated Other Comprehensive Income (Loss)
	
	
	
	(601)
	
	
	59 

	TOTAL COMMON SHAREHOLDER’S EQUITY
	
	
	
	431,784 
	
	
	398,008 

	
	
	
	
	
	
	
	

	TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY
	
	
	$
	1,527,919 
	
	$
	1,467,961 


	See Notes to Financial Statements.


KENTUCKY POWER COMPANY

STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2009, 2008 and 2007

(in thousands)

	
	
	2009
	
	2008
	
	2007

	OPERATING ACTIVITIES
	
	
	
	
	
	
	
	
	

	Net Income
	
	$
	23,936 
	
	$
	24,531 
	
	$
	32,470 

	Adjustments to Reconcile Net Income to Net Cash Flows from   Operating Activities:
	
	
	
	
	
	
	
	
	

	Depreciation and Amortization
	
	
	52,010 
	
	
	48,067 
	
	
	47,193 

	Deferred Income Taxes
	
	
	50,612 
	
	
	4,097 
	
	
	5,691 

	Allowance for Equity Funds Used During Construction
	
	
	(391)
	
	
	(1,012)
	
	
	(260)

	Mark-to-Market of Risk Management Contracts
	
	
	(2,386)
	
	
	(4,650)
	
	
	89 

	Fuel Over/Under-Recovery, Net
	
	
	11,740 
	
	
	(5,528)
	
	
	(3,383)

	Deferral of Storm Costs
	
	
	(24,355)
	
	
	- 
	
	
	- 

	Change in Other Noncurrent Assets
	
	
	1,452 
	
	
	(11,298)
	
	
	(4,122)

	Change in Other Noncurrent Liabilities
	
	
	(2,943)
	
	
	2,055 
	
	
	1,001 

	Changes in Certain Components of Working Capital:
	
	
	
	
	
	
	
	
	

	Accounts Receivable, Net
	
	
	(444)
	
	
	8,317 
	
	
	2,445 

	Fuel, Materials and Supplies
	
	
	(13,643)
	
	
	(18,866)
	
	
	9,015 

	Accounts Payable
	
	
	(7,149)
	
	
	21,288 
	
	
	1,806 

	Accrued Taxes, Net
	
	
	(29,470)
	
	
	(4,199)
	
	
	(1,410)

	Other Current Assets
	
	
	(1,177)
	
	
	(3,953)
	
	
	415 

	Other Current Liabilities
	
	
	(2,997)
	
	
	2,473 
	
	
	2,744 

	Net Cash Flows from Operating Activities
	
	
	54,795 
	
	
	61,322 
	
	
	93,694 

	
	
	
	
	
	
	
	
	
	

	INVESTING ACTIVITIES
	
	
	
	
	
	
	
	
	

	Construction Expenditures
	
	
	(63,963)
	
	
	(129,619)
	
	
	(68,134)

	Acquisitions of Assets
	
	
	(316)
	
	
	(314)
	
	
	- 

	Proceeds from Sales of Assets
	
	
	927 
	
	
	947 
	
	
	695 

	Net Cash Flows Used for Investing Activities
	
	
	(63,352)
	
	
	(128,986)
	
	
	(67,439)

	
	
	
	
	
	
	
	
	
	

	FINANCING ACTIVITIES
	
	
	
	
	
	
	
	
	

	Capital Contribution from Parent
	
	
	30,000 
	
	
	- 
	
	
	- 

	Issuance of Long-term Debt – Nonaffiliated 
	
	
	129,292 
	
	
	- 
	
	
	321,100 

	Change in Advances from Affiliates, Net
	
	
	(130,914)
	
	
	112,246 
	
	
	(11,483)

	Retirement of Long-term Debt – Nonaffiliated
	
	
	- 
	
	
	(30,000)
	
	
	(322,964)

	Principal Payments for Capital Lease Obligations
	
	
	(749)
	
	
	(806)
	
	
	(883)

	Dividends Paid on Common Stock
	
	
	(19,500)
	
	
	(14,000)
	
	
	(12,000)

	Other Financing Activities
	
	
	276 
	
	
	143 
	
	
	- 

	Net Cash Flows from (Used for) Financing Activities
	
	
	8,405 
	
	
	67,583 
	
	
	(26,230)

	
	
	
	
	
	
	
	
	
	

	Net Increase (Decrease) in Cash and Cash Equivalents
	
	
	(152)
	
	
	(81)
	
	
	25 

	Cash and Cash Equivalents at Beginning of Period
	
	
	646 
	
	
	727 
	
	
	702 

	Cash and Cash Equivalents at End of Period
	
	$
	494 
	
	$
	646 
	
	$
	727 

	
	
	
	
	
	
	
	
	
	

	SUPPLEMENTARY INFORMATION
	
	
	
	
	
	
	
	
	

	Cash Paid for Interest, Net of Capitalized Amounts
	
	$
	37,402 
	
	$
	28,602 
	
	$
	28,864 

	Net Cash Paid (Received) for Income Taxes
	
	
	(8,713)
	
	
	3,554 
	
	
	10,477 

	Noncash Acquisitions Under Capital Leases
	
	
	829 
	
	
	544 
	
	
	826 

	Construction Expenditures Included in Accounts Payable at December 31,
	
	
	5,451 
	
	
	9,662 
	
	
	12,161 

	SIA Refund Included in Accounts Payable at December 31,
	
	
	- 
	
	
	18,526 
	
	
	- 


	See Notes to Financial Statements.


