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li INTRODUCTION 

12 Q. WHAT IS YOUR NAME AND BUSINESS ADDRESS? 

My name is Joseph Hamrock. My business address is 850 Tech Center Drive, 

Gahanna, OH 43230. 

BY WHOM YOU ARE EMPLOYED AND IN WHAT CAPACITY? 

I am employed by the American Electric Power Service Corporation (AEPSC). I am 

President and Chief Operating Officer - AEP Ohio. I am du-ectly responsible for the 

day-to-day operations of Columbus Southem Power Company (CSP) and Ohio Power 

Company (OPCO), collectively known as AEP Ohio (or the Companies). 

WHAT IS YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL 

EXPERIENCE? 

22 A. I earned a bachelor of engineering degree in electrical engineering in 1985 from 

23 Yoxmgstown State University. In 1999, I earned a master's degree in business 

24 administration from the Massachusetts Institute of Technology in Cambridge where I 

25 was a Sloan fellow. 
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1 I joined AEP in 1986 as an electrical engineer in transmission and distribution 

2 planning at OPCO in Steubenville, Ohio, where I also served in commercial and 

3 industrial customer services. I am a registered professional engineer in Ohio. 

4 In 1993 I transferred to CSP in Columbus, Ohio to supervise the commercial 

5 marketing and customer services staff. Since that time, I have held several other 

6 positions with AEPSC, including Director - Strategic Development, Executive 

7 Assistant to E. Linn Draper Jr. (AEP's former Chairman, President and Chief 

8 Executive Officer), Senior Vice President, General Services and Senior Vice 

9 President and Chief Information Officer (CIO). 

10 I have served in my role as President and Chief Operating Officer since 

11 January 2008. 

12 Q, HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE A 

13 REGULATORY AGENCY? 

14 A. Yes. I submitted testimony before the Public Utility Commission of Texas in PUC 

15 Docket No. 33309. 

16 

17 PURPOSE OF TESTIMONY 

18 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

19 A. I am AEP Ohio's overall policy witness in this case. My testimony will address a 

20 number of areas including the following: 

21 • AEP Ohio's vision for the future; 

22 • Objective and components ofthe Electric Security Plan (ESP) filing; 



1 • Economic Development; 

2 • Witnesses in the case and the subject matters of their testimony; and 

3 • AEP as an industry leader. 

4 Q. ARE YOU SPONSORING ANY EXHIBITS? 

5 A. Yes. I am sponsoring EXHIBIT JH-1 which is the 2008 AEP Corporate Sustainability 

6 Report. As a part ofthe AEP System, AEP-Ohio is committed to the goals set forth 

7 in this report. 

8 

9 AEP OHIO'S VISION FOR THE FUTURE 

WHAT IS AEP OHIO'S VISION FOR THE FUTURE? 

AEP Ohio's vision is to continue to provide our customers with reliable and 

affordable electric service with a focus on environmental stewardship. For over 100 

years, AEP has been a leader in technical innovation that has provided our customers 

and communities the benefit of affordable, reliable electricity. Changes underway in 

the global energy sector as well as the new statutory and regulatory environment in 

Ohio present unique opportunities that require AEP Ohio to re-think the traditional 

ways of providing service to its customers: 

• Technology offers new opportunities to transform customer service and to 
further optimize the complex systems and processes that the Companies 
use to produce and deliver electricity. 

21 • Renewable energy resources are becomii^ more viable. 

22 • Dynamic wholesale markets provide clear indications of the time-
23 differentiated value of electricity. 
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1 • Costs of many of the inputs to electricity production and delivery are 
2 increasing with unprecedented speed. For example, Central Appalachian 
3 coal prices have increased by 151% in nine months. Natural gas prices 
4 have increased by more than 69% since the beginning of 2007. These two 
5 fuels are used in approximately 90% of AEP's production capability. 
6 Structural steel prices have increased more than 100% since the beginning 
7 of this decade. Copper prices have increased by 160% since 2004 and are 
8 up 2 1 % in 2008 already. Alummum prices have increased by 53% since 
9 2004, And as we all know, the price of gasoline and diesel fiiel have 

10 increased substantially in the past year, an average of 38% for AEP's 
11 vehicle fleet, 

12 • As the Companies replace aging infrastructure there is an opportunity to 
13 modernize systems rather than simply replacii^ like-for-like using last 
14 generation technologies and systems. 

15 • Customer attitudes appear to be changing as well, though AEP Ohio has 
16 much to learn in this area. The Companies believe: 
17 o Customers expect higher service reliability and power quality than 
18 ever before in our digital economy and life style 
19 o Environmental awareness and sensitivity is growing 
20 o Price sensitivity is heightened due to the pressures consumers are 
21 feeling from increasing costs of many essential goods and services 

22 • Development of new generation supply takes longer than ever before to 
23 permit, construct and interconnect to the grid. 

24 Simply put, customers and regulators expect: better power quality and 

25 reliability, economical and environmentally-fnendly baseload generation, and 

26 additional programs that offer more opportunities for customers to actively shape 

27 their energy consumption patterns. 

28 Q. PLEASE DESCRIBE AEP O H I O ' S PLAN T O MEET C U S T O M E R AND 

29 REGULATORY EXPECTATIONS. 

30 A. AEP Ohio's plan represents the next steps in the evolutionary journey to deliver 

31 more value to its customers. Specifically, AEP Ohio's plan encompasses the 

32 strategy for: 



1 • commitment to the development of renewable energy and advanced energy 
2 technologies; 

3 • innovative economic development programs offering an economic 
4 development rider for business attraction, expansion and retention, which 
5 can include businesses supporting energy efficiency and demand response 
6 products and services; 

7 • deployment of advanced technologies to provide customers with greatly 
8 improved information and control of their energy consumption through 
9 modem grid management (gridSMART^^); 

10 • investments in comprehensive targeted power quality and reliability 
11 initiatives that will help modernize and improve the reliability of the energy 
12 delivery system; 

13 • implementation of energy efficiency programs and development of 
14 additional energy efficiency, demand response and alternative energy 
15 programs through a collaborative process; and 

16 • a transparent recovery mechanism for fuel and other variable costs used to 
17 provide electricity production. 

18 Q. HAS AEP OHIO TAKEN INTO CONSIDERATION THE COST TO 

19 CUSTOMERS OF IMPLEMENTING ITS PLAN? 

20 A. Yes. AEP Ohio recognizes that Ohioans are experiencing increasing costs in nearly 

21 every aspect of their lives and the Companies remain consistently responsive to this 

22 fact. AEP Ohio's leadership has a heightened commitment to meet customers' 

23 growing expectations for better power quality and reliability, along with complying 

24 with new envkonmental regulations and a sensitivity to find better ways to offset or 

25 delay the need to acquire new baseload generation. Our leadership in providmg 

26 secure, reliable and affordable energy will continue to support economic development 

27 and a high standard of living in the communities served. 



1 In addition, I have authorized a $75 million "Partnership With Ohio" fund 

2 from shareholder money that will help mitigate the impact of rate increases for AEP 

3 Ohio's low-income customers and promote economic development. A portion of this 

4 "Partnership With Ohio" fund will specifically be used to assist low-income 

5 customers to mitigate the effects of rising electricity costs. AEP Ohio stands ready to 

6 partner with the State of Ohio to ensure these funds are targeted to their highest and 

7 best uses. 

8 Q. PLEASE BRIEFLY SUMMARIZE HOW AM. SUB. S.B. 221 (S.B. 221) 

9 IMPACTS AEP O m O IN ACHIEVING ITS PLAN FOR THE FUTURE? 

10 A. S.B. 221 provides the means for AEP Ohio to implement new programs to meet the 

11 changing environment in which we all live. S.B. 221 addresses advanced metering 

12 capabilities which are a part of the Companies' proposed gridSMART program that 

13 provides customers with more choices to actively and effectively manage their energy 

14 consumption. It also sets out benchmarks concerning advanced energy resources, 

15 renewable energy resources, and energy efficiency and peak demand reduction 

16 programs. These components of S.B. 221 are included in our plan thus providing 

17 environmental and economic benefits for our customers and the communities served. 

18 S.B. 221 also addresses economic development and job retention, AEP Ohio's plan 

19 addresses this important topic and expands our existing practices which in recent 

20 years alone have led to new business development, job creation and retention that has 

21 been vital to Ohio's economic well-being. 



1 Finally S.B. 221 addresses an issue of importance on a day-to-day basis: the 

2 reliability of our distribution service. S.B. 221 permits the inclusion, in the ESP of 

3 provisions for distribution infrastructure and modernization incentives for electric 

4 distribution utilities. Overall, our ESP expands the proud tradition of the AEP 

5 System's record of iimovation that provides our customers and communities with 

6 secure and reliable electricity at affordable prices. 

7 

8 OBJECTIVE AND COMPONENTS OF THE ESP FILING 

9 Q. WHY IS AEP OHIO MAKING THIS FILING? 

10 A. This is a critical time for AEP Ohio and all of the investor-owned Ohio electric 

11 distribution utilities. The new electric restructuring legislation brings novel 

12 challenges of blending rates based on competitive market forces with elements of 

13 governmental regulation. Ohio's investor-owned electric distribution utilities have 

14 largely been in a continual state of transition since the time that Ohio's last electric 

15 restructviring legislation was passed in 1999 and there has been and will likely 

16 continue to be significant regulatory uncertainty. 

17 AEP Ohio is submitting only an ESP because AEP Ohio believes it has the 

18 opportunity to balance the interests of its customers and its shareholders. It is, 

19 however, more than just a rate plan. As described below, AEP Ohio's proposed 

20 ESP incorporates commitments and programs that benefit customers and are 

21 consistent with AEP Ohio's long-term vision for the future, while also promoting 

22 the state policies outlined in S.B. 221. 



1 To this end, the Companies have approached their ESP in a comprehensive 

2 manner, consistent with S.B. 221, addressing a range of issues that are broader than 

3 simply focusing on the Standard Service Offer (SSO) price for competitive retail 

4 electric services. 

5 Q. PLEASE SUMMARIZE MAJOR COMPONENTS IN AEP OHIO'S ESP 

6 FILING. 

7 A. AEP Ohio's ESP filing consists ofthe following major components: 

8 " A fuel adjustment clause (FAC); 

9 • Non-fuel base generation annual rate adjustments including environmental 

10 capital carrying costs; 

11 • A Provider Of Last Resort (POLR) charge; 

12 • A base distribution rate adjustment for enhanced reliability and gridSMART; 

13 • An energy efficiency and demand reduction rider; 

14 • A n economic development rider; and 

15 • Recovery of previously authorized distribution regulatory assets. 

16 These components comprise the key objectives of AEP Ohio's ESP 

17 discussed earlier in my testimony, which are to provide an adequate supply of 

IS energy and capacity for its customers, while incorporating advanced energy options, 

19 to improve its customers' service experience, while maintaining reasonable and 

20 predictable rates and stimulating economic development. 

21 Q. WHAT WILL BE THE IMPACT TO THE CUSTOMER? 

10 



1 A. The adoption and implementation of AEP Ohio's ESP will limit the overall price 

2 increases to all customer classes for 2009, 2010 and 2011 to approximately 15% per 

3 year. The Companies are aware that as the eight-year period of rate increase 

4 restrictions comes to a close, the impact of the other rate increases resulting from the 

5 ESP, when coupled with the incremental FAC costs being phased-in, still suggests 

6 that it is in the interest of customers to limit increases over the next three years. 

7 To achieve this, the Companies will defer incremental FAC expenses so that 

8 for each year of the ESP no customer rate schedule will experience an increase in 

9 excess of approximately fifteen percent Since transmission cost adjustments are 

10 recoverable through the Companies' Transmission Cost Recovery Riders and cost 

11 increases associated with new govemment mandates are expected to be recovered 

12 t h r o i ^ Commission-approved rates, an absolute cap on increases cannot be ensured. 

13 In addition to being consistent with provisions within S.B. 221 authorizing phase-in 

14 of rate increases, this proposal advances the policy outlined in Section 4928.02(A), 

15 Ohio Rev. Code, to help ensure reasonably priced retail electric service. 

16 Q. PLEASE BRIEFLY DESCRIBE THE GENERATION COMPONENTS 

17 LISTED ABOVE. 

18 A, As described in Companies' witness Mr. Baker's testimony, a major generation-

19 related component change in AEP Ohio's proposed ESP is a request to adjust the 

20 price for generation service to reflect current fuel-related costs, including variable 

21 environmental costs, purchased power, and renewable energy costs. AEP Ohio is 

11 



1 requesting to implement a FAC as described by the Companies' witness Mr. 

2 Nelson. 

3 Q. PLEASE BRIEFLY DESCRIBE THE PROPOSED PROVIDER OF LAST 

4 RESORT (POLR) CHARGE. 

5 A. The Companies are proposing a POLR charge that is based upon an option 

6 valuation methodology described by Mr. Baker. 

7 Q. PLEASE BRIEFLY DESCRIBE THE DISTRIBUTION COMPONENTS 

8 CONTAINED IN THE PLAN. 

9 A. CSP's regulatory transition charge is eliminated in the proposed ESP rates. The 

10 proposed base distribution increase is designed to reflect the cost ofthe Companies' 

11 proposal for enhanced distribution reliability initiatives and gridSMART programs. 

12 The Companies also propose to amortize previously approved deferrals related to 

13 customer choice implementation and education, Monongahela Power Company 

14 acquisition costs, line extension costs and other regulatory deferrals approved by 

15 the Public Utilities Commission of Ohio (PUCO). In addition, the Companies 

16 propose a rider to recover the costs of implementing the energy efficiency and 

17 demand reduction requirements of S.B. 221. Finally, a rider is proposed to recover 

18 costs associated with Commission-approved economic development and job 

19 retention initiatives. In addition to being-consistent with provisions within S.B. 221 

20 that authorize recovery of such costs, the Companies' ESP proposal advances the 

21 policy outiined in Section 4928.02(N), Ohio Rev. Code, to facilitate the state's 

22 effectiveness in the global economy. 

12 



1 Q. WHAT IS AEP OHIO'S PLAN TO ADDRESS THE STANDARDS FOR 

2 RENEWABLE RESOURCES? 

3 A. AEP has significant experience with the development and advancement of renewable 

4 resources and is committed to contmued leadership in this area. Buildmg on that 

5 history, AEP Ohio has developed projections ofthe requisite amounts of renewable 

6 resources, specifically wind and solar energy resources, the Companies will need to 

7 secure relative to the requirements set out in Section 4928,64 (B) (2), Ohio Rev. 

8 Code. AEP Ohio plans to secure those levels of renewable resources, and provides a 

9 general overview of a range-of-magnitude estimate of the costs that would be 

10 encountered in order to secure those resources. 

11 Q. DOES AEP OHIO PLAN TO CONTINUE ITS VOLUNTARY GREEN 

12 PRICING OPTION PROGRAM AFTER 2008? 

13 A. No, however, the Companies intend to offer a new green tariff option during the 

14 ESP period, AEP Ohio's current Green Pricing Option is scheduled to end 

15 December 31, 2008 in accordance with the stipulated agreement filed and approved 

16 by the PUCO in Case No. 06-1153-EL-UNC. Customers who voluntarily 

17 subscribed to the program did so with the imderstanding that their participation was 

18 scheduled to end December 31, 2008. With the Alternative Energy Portfolio 

19 benchmarks in S.B. 221 all AEP Ohio's customers will have a portion of their 

20 generation supply sourced through green resources. 

13 



1 Q. PLEASE DISCUSS THE ADDITIONAL PROGRAMS THAT ARE 

2 IMPORTANT TO THE COMPANIES' PLANS UNDER THE ESP. 

3 A. There are a number of programs, riders and proposed tariffs which are important 

4 factors in the ESP. These programs include a net metering tariff for hospitals that 

5 utilize customer-owned generators, governmental aggregation options, economic 

6 development programs for retention of existing customers or for new or expanding 

7 customers, and programs applicable to an energy efficiency production facility, as 

8 well as others. Additionally, AEP Ohio proposes changes to the existing terms and 

9 conditions regardii^ residential and non-residential line extensions. 

10 

11 ECONOMIC DEVELOPMENT 

12 Q. HOW DOES AEP OHIO VIEW ECONOMIC DEVELOPMENT IN OHIO? 

13 A. Economic development is more important than perhaps at any time in Ohio's recent 

14 history. While AEP Ohio has contributed too many successes in Ohio attracting new 

15 business, there's much more work to be done. To achieve any successful economic 

16 development objective, it should be first recognized that economic development is not 

17 the responsibility of any single entity. It will truly reqmre a team effort - a partnership 

18 and collaboration among State leadership, AEP Ohio and others to create transparent 

19 incentives to attract and retain diverse businesses. AEP Ohio stands ready to work 

20 with state officials and community leaders in its service territory to expand economic 

21 development efforts. 

14 



1 Q. PLEASE DESCRIBE AEP OHIO'S COMMITMENT TO ECONOMIC 

2 DEVELOPMENT. 

3 A. AEP Ohio supports economic development and will continue to commit resources to 

4 advance that goal. During the ESP period, the Companies will continue to build then 

5 comprehensive economic development program that strengthens relationships at state, 

6 regional, county, city and other local levels of govemment through support of their 

7 economic development activities and initiatives. Two new components of this 

8 program are the creation of an economic development rider schedule and the 

9 establishment of AEP Ohio's $75 million "Partnership With Ohio" fund. 

10 Q. PLEASE DESCRIBE THE ECONOMIC DEVELOPMENT RIDER (EDR) 

11 THE COMPANIES ARE PROPOSING AS A PART OF ITS ECONOMIC 

12 DEVELOPMENT PROGRAM. 

13 A. The proposed EDR schedule sponsored by Mr. Roush will be a tool to increase the 

14 effectiveness of the economic development process. The EDR is intended to benefit 

15 all stakeholders by attracting new or expanding businesses within AEP Ohio's service 

16 territory thereby creating job opportunities. AEP Ohio, its customers, the 

17 communities it serves and the State of Ohio benefit from job creation. The EDR will 

18 encourage not only new development, but urban and brownfield redevelopment as 

19 well. 

15 



1 Q. HOW WILL POTENTLY CANDIDATES OR PROJECTS BE SCREENED 

2 TO PARTICIPATE IN THE EDR? 

3 A. My counsel has informed me that the PUCO in pending Case No. 08-777-EL-ORD 

4 (Chapter 4901:1-38) is establishing rules that address special arrangements and 

5 economic development schedule(s). AEP Ohio believes that the State of Ohio should 

6 be the leading party in the effort to identify and screen potential candidates or projects 

7 that would qualify for a special arrangement and that qualify for the EDR. 

8 Q. PLEASE DESCRIBE IN GREATER DETAIL THE "PARTNERSHIP WITH 

9 OHIO" FUND YOU PREVIOUSLY MENTIONED. 

10 A. I have authorized AEP Ohio's economic development organization, as part of the 

11 Companies' ESP, to establish the "Partnership With Ohio" fund which will be 

12 focused on low income customers and economic development. AEP Ohio has 

13 committed, over the ESP period, $75 million to this fund which will target the "at risk 

14 population" (low income customers) and economic development. The economic 

15 development portion of this fund will be used to attract and retain businesses within 

16 AEP Ohio's service territory, which will mclude increased support to local economic 

17 development organizations, continued support for regional and state economic 

18 development organizations, development of a learning/educational component, and 

19 research and marketing establishment of an economic development grant fund. AEP 

20 Ohio is eager to work with state and community leaders to identify the best utilization 

21 of these funds. 

16 



1 Q. DO YOU HAVE ANY PARTICULAR PROGRAMS IN MIND? 

2 A Yes. The Companies, through the Commercial Operations di\dsion of the AEP 

3 Service Corporation, propose to sponsor forums for political subdivisions within their 

4 certified service territories and for state entities to discuss energy price risk 

5 management contracts. 

6 While the Companies will not offer assistance with the negotiation of any 

7 particular energy price risk management contract, the content of the forums will 

8 enable state entities and political subdivisions to make a more informed decision 

9 regarding energy price risk management contracts. The Companies would not assess 

10 any fee for attending such a forum. 

13 Further Section 3318.112, Ohio Rev, Code, requires that the Ohio School 

12 Facilities Commission adopt rules prescribing standards for solar-ready equipment in 

13 school buildings lander its jurisdiction. The rules must include standards regarding 

14 roof space limitations, shading and obstmction, building orientation, roof loading 

15 capacity and electric systems. These rules can be an important foundation for the 

16 development of solar-ready equipment in school buildings. Not only can such 

17 equipment be financially beneficial for school systems facing constant budget 

18 constraints, but it can help the Companies meet the renewable energy and solar 

19 benchmarks included m Section 4928.64(B), Ohio Rev. Code. 

20 Once the rules have been promulgated the Companies will offer to work with 

21 school districts within their certified service territories to analyze the potential 

22 benefits and costs of installing such equipment in existmg and new school facilities. 

17 



1 Finally, Section 4928.621, Ohio Rev. Code, permits Edison Technology 

2 Centers to receive assistance pursuant to Section 4928.62, Ohio Rev. Code, creating 

3 an advanced energy manufacturing center. 

4 In addition. Section 4928.621, Ohio Rev. Code, also authorized universities in 

5 Ohio that conduct research on advanced energy resources and not-for-profit 

6 corporations formed to address issues affecting the price and availability of electricity 

7 and having members that are small businesses to receive assistance under Section 

8 4928.62, Ohio Rev. Code, for the purpose of encouraging research in Ohio regarding 

9 innovation in, or refinement of such resources or encouraging education outreach 

10 regarding resources. Assistance under Section 4928.62, Ohio Rev. Code, also is 

11 available to any mdependent group located in Ohio whose express objective is to 

12 educate small business in Ohio regarding renewable energy resources and energy 

13 efficiency programs or to educate any small business in Ohio that utilizes an advanced 

14 energy project or participates in an energy efficiency program. The Companies will 

15 set aside a portion ofthe "Partnership With Ohio" fund to provide complementary 

16 grant money to recipients within their service territories for financial assistance under 

17 Section 4928.62, Ohio Rev. Code. These grants will be distributed to recipients in the 

18 order of their approval for financial assistance by the Director of Development. 

19 Q. PLEASE BRIEFLY EXPLAIN THE ECONOMIC DEVELOPMENT 

20 BENEFITS THAT THE AEP SYSTEM, INCLUDING AEP OHIO, PROVIDES 

21 BY DOING BUSINESS IN THE STATE. 

18 



1 A. In Ohio, AEP employs more than 7,000 people in 2007. AEP Ohio's economic 

2 development and community contributions for 2007 were approximately $15 million. 

3 AEP Ohio owns and operates a power generation fleet that includes eight coal, 

4 generating stations in Ohio. AEP Ohio purchases more than half of the coal produced 

5 on Ohio. In addition, the Companies spent $1.1 billion on purchased goods and 

6 services which included almost $700 million through Ohio-based business contracts, 

7 with local and state taxes totaling almost $300 million. 

8 AEP Ohio expects that a number of the ESP initiatives (e.g., gridSMART, 

9 enhanced power quality and reliability initiatives, advanced energy, and renewables) 

10 will generate for Ohio similar additional economic benefits as discussed above. 

11 

12 WITNESSES IN THE CASE AND SPONSORED TESTIMONY 

13 Q. HOW IS THE ESP FILING ORGANIZED? 

14 A. Summarized below are the eleven AEP Ohio witnesses along with a general 

15 description of their testimony. 
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General Subject Area 

Overall Policy Witness 

Fuel Clause Policy 
Environmental Investment 

Provider Of Last Resort (POLR) 
IGCC Plans 

Excessive Earnings 
Phase-in 

FAC Mechanism 
Environmental Costs 

Enhanced Service 
Reliability Plan 

Grid SMART Initiatives 
Energy Efficiency 

Peak Demand Reduction 

Regulatoiy Accounting Treatment 

Rider & Tariffs 

Requirements of Renewables, 
Energy Efficiency and Peak 

Demand Reductions 

Renewable Energy Resources 

"Significantly Excessive" 
Earnings Test 

Line Extension Proposal 

Witness 

Joseph Hamrock 

J. C. Baker 

Philip Nelson 

Karl Boyd 

Karen Sloneker 

Leonard Assante 

David M. Roush 

William K.O<;tie 

Jay F. Godfrey 

Dr. Makhija 

Gregory A. Earl 

General Description of Testimony 
• AEP Ohio's vision for the future 
• the critical nature of this rate filing and the components ofthe filing 
• Organization or the rate filingj and witness list 
• AEP Ohio mdustry leadership 
• Economic development 
• fuel clause, POLR charge, and proposed phase-in plan related to their 

rate unpacts, 
• rationale for excluding certain economic development loads from the 

three-year averse baseline as provided for in S.B. 221 
• corporate separation plans, and the related request for authority to sell 

or transfer certain generating assets 
• AEP Ohio's plan concerning the con.struction of an Integrated 

Gasification Combined Cycle generating facility 
• "significantly excessive earnings" determination that will be made after 

each year ofthe ESP 
• potential future benefits of pursuing a securitization program as a means 

to reduce customer costs associated with the defeiial of FAC expenses 
• environmental capital carrying costs recovery 
• implementation of a cost recovery mechanism for fuel, purchased power 

and environmental costs consistent with provisions of S.B. 221 
• recovery of capital carrying costs on environmental additions 
• overview of AEP Ohio's current power quality and service reliability 

programs 
• proposal of enhanced power quality and reliability initiatives 
• advancements in technology and the implementation of AEP Ohio 

gridSMAR'T" initiatives 
• creation of a collaborative group to develop energy efficiency and peak 

demand reduction initiatives 
• propose energy efficiency programs and peak demand reduction 

initiatives and related costs 
• regulatory accounting for the proposed phase-in ofthe incremental FAC 

cost recovery and on-going FAC true-ups 
• accounting/ratemaking for generating units that may be retired early 
• accounting/ratemaking for the amortization/recovery of existitig 

regulatory assets 
• accountmg for the proposed gridSMART program and DSM programs 
• accounting for economic development rider 
• net metering tariff for hospitals that are customer-generators 
• governmental aggregation options 
• proposed rate schedules for economic development programs for 

retention of existing customers or for new or expanding customers 
• energy efficiency applicable to an energy efficiency production facility 
• enhanced power quality and reliability initiative recovery 
• alternate feed service, energy efficiency and demand response riders 

• projections ofthe requirements for renewable resources, energy 
efficiency and peak demand reductions 

• plans to secure the required levels of renewable and solar resources 
• range-of-magnitude estimate of the costs 
• appropriate peer group and how the term "significantly excessive" as 

used in S.B. 221, should be interpreted 
• proposes cost recovery for residential and non-residential Ime 

extensions 
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1 AEP AS AN INDUSTRY LEADER 

2 Q. HOW DOES AEP MAINTAEV INDUSTRY LEADERSHIP IN A 

3 CHALLENGING ENVIRONMENT? 

4 A. For more tiian a century, AEP has created new ways to provide power for today while 

5 preparing for the needs of tomorrow. One of the most significant issues moving 

6 forward for the electric generation sector is environmental stewardship. AEP is 

7 helping to lead the discussion to find a reasonable, achievable approach for state and 

8 federal energy policy that properly addresses environmental concerns in a manner 

9 which is realistic in tune frame and does not seriously harm the economy. On the 

10 clean coal technology front, we are pursuing technologies includuig integrated 

11 gasification combined cycle and ultra-supercritical pulverized coal generating 

12 facilities. Electricity production is only part of the equation. It is critical to harness 

13 new resources where economically available such as wind, biomass and solar and to 

14 have the ability to deliver electricity across state and regional boxmdaries to where it is 

15 most needed. As for actions towards environmental stewardship, AEP contracted to 

16 reduce methane emissions from livestock farms and have planted millions of trees 

17 across the U.S. AEP also has extensive international forestry projects and is a charter 

18 member of the Chicago Climate Exchange (CCX). Starting in 2006, AEP has 

19 demonstrated leadership among corporations m the area of environmental 

20 sustahiability and advanced energy development through issuance of its sustainability 

21 reports. EXfflBIT JH-1 is a copy ofthe AEP 2008 Corporate Sustainability Report. 
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V CONCLUSION 

2 Q, PLEASE SUMMARIZE YOUR TESTIMONY. 

3 A, Now and for the foreseeable future, AEP Ohio is facing a changing landscape. 

4 Customers expect greater service reliability and better power quality more than ever 

5 before due to the digital world we now live in. Environmental awareness and 

6 sensitivity is growing both from our customers and regulators. Price sensitivity is 

7 high, perhaps higher than ever before due to the pressiu*es consumers are feeling 

8 from increasing costs of many essential goods and services. Costs for system 

9 components and fuels continue to rapidly escalate due to increasing global demand. 

10 Development of new supply takes longer than ever before to permit and construct 

11 new envkonmentally-friendly generation. Infrastructure is aging. All of these signs 

12 indicate that the Companies must change the business model in ways that require 

13 new thinking for all of us. 

14 Utilities need more transparent and collaborative approaches to developing 

15 and deploying innovative technologies and customer offerings, while working with 

16 regulators to promote innovation and create an environment that encourages 

17 investment while carefully managing risks. AEP Ohio is eager to work 

18 constructively with all stakeholders to achieve a balanced approach for meeting 

19 Ohio's electricity needs in the short and long-term. In submitting this ESP, AEP 

20 Ohio believes that the programs in the Companies' proposed ESP will achieve those 

21 objectives. 
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1 Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY? 

2 A. Yes, it does. 
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The AEP Board of Directors has assigned die responsibility for moniloring and overseeing die company's sustainability 

initiatives to the Board's Committee on Directors and Corporate Governance. That Committee met twice in the past year 

with company management to review the company's sustainability objectives, challenges, targets and progress. That Com­

mittee gave management input and guidance for the proposed approach to th^ report, and then reviewed and discussed the 

final text of this report before recommending its approval by the foil Board of Directors. 

The AEP Board of Directors has received periodic reports both from management and from the Committee on Directors 

and Corporate Governance about the company's sustainability initiatives. Many of the topics in this report have been the 

subject of active discussion at Board and Committee meetings. Members of the Board all received copies of this report before 

it was published and several directors made suggestions that have been incorporated into this report. Following its review, 

and upon recommendation of the Cormnittee, the Board of Directors adopted a formal resolution approving this report. 

The Board believes this report is a reasonable and traiKparent presentation of the company's plans and performance and 

their environmental, social and financial impacts. While pleased with progress to date, the Board expects and requires higher 

performance in the future. The Board has emphasized to management that it will be evaluated by its success in executing 

the company's strategic plan to meet stakeholders' and ttie Board's expectations, including specifically the commitments in 

this report. 

/ ^ V L J Sr^^-^_ 

Lester A. Hudson , Jr . 
Presiding Director of the AEP Board of Directors 
April 2008 
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DEAR FRIENDS & COLLEAGUES, 

Imagine a world where electricity is assured; 

where techiMlogies enable power plants to 

ran cleaner and help consumers to use energy 

more efficiently; wliere nations come together 

to address climate change and where econo­

mies and communities prosper and grow. Im 

a^ne a world in which yoa craitrol the amount, 

timing and price of the electricity you use. 

At American Electric Power (AEP). we 

are not just imagining this world, we are work­

ing toward it. And sustainability is our road map. 

Electricity is necessary for a modem society, yet its 

very production h ^ adverse impacts on society. AEP pro­

duces more greenhouse gases than mcKt electric companies 

in die United States, so we have an increased responsibility 

to be part of the climate change solution, internationally, 

nationally and locally. 

For more than a century. AEP h ^ created new ways to 

provide power fbr today while preparing for the needs of to 

morrow. While others may watch and wait, we move aggres­

sively to meet those challenges in new and excitii^ ways. We 

maintain our leadership by irmovating and by turning respon­

sibility into opportunity through technology and efficiency. 

Our employees play a key role m leading us forward 

and their well-being is our paramount concem. We accom­

plished a goal in 2007 that had eluded us for 10 years: no 

AEP employee lost his or her hfe while working. I am pro­

foundly thankful and reheved about this, and I am deter 

mined that we continue to do more to prevent fatalities and 

irijuries in fliis year and in the future. 

1 am unhappy to report, however, that last year we had 

more record^le injuries and more safety inspections and 

fines fi^m the Occupational Safety & Health Administra­

tion than in 2006. Our goal is to be "best in class" by 2010 

and we must intensify our commitment to get there. We also 

must instet that our contract work force improve their safety 

performance, or they will not be allowed to work for AEP. 

Safety and health are a personal obligation and a collec­

tive responsibility, one that we must embrace 

and share. I will never stop making that point. 

We must not take shortcuts or unsafe actions 

that can have di re consequences to us, our co­

workers or our families. 

We took a major step toward creating a 

sustainable future last year by obtaining a far 

better understanding of how our stakeholders 

want us to measure, manage and account for 

the full range of our impacts, both positive 

and negative. Technology can and wiU pro­

vide many solutions, but not without the support and trust 

of our stakeholders, who have to hve with the results of that 

technology. We must be allowed to test and validate these 

new technologies and we need their support for this. 

Stakeholder engagement is making AEP a better com­

pany. This year we engaged many more stakeholders in the 

process. These thoughtful discussions gave us a greater un­

derstanding of who we are and what is expected of us, much 

of which is reflected in this report. 

Scientific evidence has led us to conclude that human 

activity has contributed to global wanning. We will con­

tinue to be part of local, national and international efforts to 

find a reasonable, achievable approach to carbon controls. 

We are working to develop federal legislation that combines 

a mandatory cap-and-trade pro-am with provisions to en­

sure the participation of all countries. We beUeve strongly 

that carbon caps must have broad bipartisan support and not 

cause serious harm to our economy. Federal climate fwUcy 

must recognize coal's vital role in our nation's energy inde­

pendence; we cannot afford to turn our back on this abun­

dant, domestic resource. We support a more diversified and 

domestic-b^ed energy supply mix, increased energy effi­

ciency and greater investment in new energy technologies. 

We took a leading role in addressing climate change 

on the international stage last year. AEP was one of 10 glob­

al companies that worked with the World Business Council 

for Sustainable Development's Electticity Utilities Sector 

Project to identify short- and long-term technolo^ solu-
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tions and to call for international public policies to promote 

them. This WBCSD report was presented to leaders from 

more than a dozen countries at the United Nations' interna 

tional climate negotiatio[K in Bali. Indonesia. 

For AEP's part, we are working to bring advanced coal 

technolo^es, including carbon capture and storage, ultra-

supercritical pulverized coal and Integrated Gasification 

Combined Cycle (IGCC) to commercial operation. We are 

pleased that the West Virginia Public Service Commission 

recently approved our proposed 629-MW IGCC plant, a 

decision that recognizes the importance of diis technology 

to our future energy security. We hope for a similar deci­

sion from the Virginia State Corporation Commission. 

We are disappointed that a recent decision of the Ohio 

Supreme Court on our proposed IGCC plant rejected a PUCO-

approved mechanism for timely recovery of future costs of 

the project. We remain hopeful we can resolve this issue. 

Meanwhile, we will complete a vahdation project for 

carbon capture at our Mountaineer Plant in West Virginia in 

2009. We plan to have the equipment and permits we need 

this year to drill the underground wells that wiU permanently 

store the carbon dioxide. We also received some approvals 

for one of our advanced clean-coal plants-die Turk Plant in 

Arkansas- but, unfortunately, Oklahoma rejected the other. 

We were disappointed with the Department of Ener^ 's 

(DOE) itecision to end its funding of the FutureGen project -

the firsft near-zero emissions coal power plant. The DOE has 

restructured the FutureGen project funding, giving us an 

opportunity to receive funds to support our carbon capture 

and storage initiatives, and we are pursuing that option. 

Electricity production is only part ofthe equation. It is 

critical to harness new sources such as wind, biomass and 

solar and to have the ability to deliver electricity across 

state and regional boundaries to where it is most needed. 

We beheve an extra-high voltage interstate transmission 

system regulated at the federal level, similar to natural gas 

pipelines, is in the nation's best interest The existing trans­

mission system simply cannot meet the growing demand for 

energy, including energy efficiency and renewable energy. 

We envision an enhanced electric distribution system, 

giving our customers far more conttol and choice over their 

electricity, much like they now decide which mobile phone 

plan to buy. Freedom of choice will be an enormous benefit 

to our customers, enabling them to reduce consumption, con­

trol costs and limit their individual environmental impacts. 

This distribution system, part of our gridSMART^" 

initiative, will also provide data to improve service reliabil­

ity, increase efficiencies on our system and reduce ct^tomer 

outage times. Our agreement with the General Electric Co. 

to deploy equipment and technology programs is an impor­

tant component of our plan to supply our 5.2 mUlion cus­

tomers with "smart meters" by 2015 to give them the infor­

mation needed to control their electricity use. 

We continue to be challenged by an aging work force: 

18 percent of our employees are eli^ble to retire today and 

10 percent of our employees are likely to do so in the next 

four years. This is significant because it takes years to train 

employees to operate power plants or work on the electric 

transmission and distribution system. Our employees have 

shared their concerns about this challenge and we are work 

ing to provide more infonnation about our plans. We must con­

tinue to have a stable, diverse, knowledgeable and motivated 

work force in the future in order to meet our business goals. 

We see a world in which energy transmission is facih-

tated and climate change is addressed; a world in which 

electricity is created from more diverse and cleaner sources 

and used more efficiently with far more control in the hands 

of users. We see a senior management team and work force 

that is prepared and eager to lead this change, with the abil­

ity and commitment to make it happen. Working with oth­

ers, we have the power and the talent to make it happen. 

Thank you for your interest in American Electric Power. 

Sincerely, 

c 
re 

2 

M i c h a e l Q. M o r r i s 
Chairman, President & Cliief Executive Officer 
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DEAR STAKEHOLDERS, 

At AEP we are trying hard to balance meet­

ing the needs of shareholders, customers, 

employees, communities, the environment, 

public health and the world in which we five. 

The better we sfrike this balaiKe, the better 

we will do as a business. 

We hve and work today in an intercon­

nected world, side-by-side with many differ­

ent stakeholders: advoc^t^ and community 

groups, neighbors, customers, investors, reg­

ulators and national arKi international pofitical leaders. They 

often have different points of view from ours and from one 

another. We are starting to discover that by simply listening to 

each other and working together, we all make more informed 

and better decisions. AEP does not have all the answers to 

climate change or any other issue. But we are more likely to 

find the right answers by working closely with others to 

build knowledge, trust, mutual awareness and respect for 

each others' needs. It is also vitally important that each of 

these groups interact in the same way with us. 

We have committed to you to be candid and transpar­

ent about our business. Last year we reached out to many of 

our stakeholders and collaborated with them throughout the 

year about climate change, technology, energy efficiency and 

transmission siting. Our first sustainability report gave us a 

meaningful vehicle for those discussions and we hope this 

one will as well. What we learn not only helps to shape this 

report but also to influence the decisions we make, the pro­

grams and practices we implement and our fundamental un 

derstanding of who we are and what we are about. 

I cannot emphasize enough that we view this document 

as much more than a "report"; rather, we see it as a road map 

for the future, guiding our actions and brii^ing us closer to 

our stakeholders. 

As a result of these discussions, we have become more 

aggressive about our own ene i^ conservation and have be 

gun to reduce the demand for electricity from our customers; 

we have started to work with our coal suppfiers and others 

to improve their environmental, safety and 

health practices; we have become more en­

gaged internationally, as well as nationally, 

in the drive to find achievable solutions for 

global climate change; and we continue to 

engage more of our stakeholders on a wider 

range of issues. 

Sustainability is a journey for AEP, but 

it must be a personal journey for our man­

agement and our employees, too. One of 

our continuing challenges is to spread our 

vision for sustainability throughout the company so that we 

all understand and embrace it and are aware of our pereonal 

roles in leading AEP into the future. We are developmg a 

plan that wiU raise awareness among employees and embed 

sustainabihty within training, leadership communications, 

new employee orientation and day-to day operations. 

Our employees and company have succeeded for more 

than 100 years by being innovative and bringing new tech­

nologies forward to address challenges. Or^ of today's great­

est challenges is climate change and the solutions will affect 

AEP and our industry far into the future. As Mike Morns has 

said, we believe that advanced technology combined with 

an enhghtened public and responsible regulation are the es­

sential elements in addressing climate change. We are pre­

pared to do our part. 

If we are to achieve a reasonable solution to global cli­

mate change, we have to significantly increase investments 

in new technologies and energy efficiency programs. Our 

job is to convince our customers and regulators that these 

investments are necessary and appropriate. We work contin­

uously with our federal regulators, state public utility com­

missions, customers and legislators to convey our message 

and points of view. 

It is gratifying to hear from so many of our stakehold­

ers that they beheve we are making progress. But we know 

our actions speak much louder than any document and we 

recognize there is much more to do. Our environmental com­

pliance performance was excellent in 2007; we made tremen-
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dous progress toward achieving our ultimate goal of zero 

environnffintal enforcement actions. We had fewer iiKidents 

of non-complianre last year than in 2006 and, more important­

ly, when something did occur we reached out to regulators 

and advocates to work with them to prevent future incidents. 

It would be wrong for AEP to advocate energy efficien­

cy as part of the climate change solution and not practice 

it ourselves. With more than 400 facilities in 11 states, we 

have a unique opportunity to be more energy efficient and 

to demonstrate the value and cost-effectiveness of "green" 

buildings, especially in an industrial setting. Through the 

Clinton Global Initiative we committed that, as we invest ap­

proximately SlOO million durir^ the next five years to bmld 

or i^xlate existing facilities, we wiU do so according to Lead­

ership in Energy and Environmental Design (LEED) stan 

dards as those opportunities arise. We are also working to­

ward achieving greater efficiencies through more eflHcient 

electrical transformers, heatii^ and coohng equipment and 

other initiattves. 

We settled our New Source Review litigation in 2007, 

enabling us to move forward with plans to lessen our envi­

ronmental impacts over time. The setdement provides for a 

broad range of environmental projects: reducing emissions 

from our coal-fired power plante, addii^ more hybrid cars 

and trucks to our automotive fleet, converting our river fleet 

to ultra low-sulfur diesel fuel and developing land conser­

vation and restoration programs. 

The safety and health of our work force, our customers 

and the general public are always our top concern. We are 

very grateful that w« had no AEP fatalities last year-the first 

time since 1997 and only the second time since 1970. We 

know we can work safely when we stay focused and look 

cMit for each other. Unfortunately, contractors working for us 

and members of the public were fatally injured after coming 

in contact with electrical facilities. 

We are concerned about the growing number of accident 

near-misses that are occurring within AEP, too. We must 

work harder to take the "luck factor" out of safety and health 

and replace it with the "on purpose" factor, which entails 

aggressive, relentless preventive action. Our focus on haz­

ard recognition is changing how and when employees and 

contractors think about the risks associated with their jobs. 

By identifying all hazards and risks associated with any job, 

we can change tools or procedures and influence behaviors 

to prevent injuries and occupational illnesses from happen­

ing. That sounds easy, but we aU know that changing hu­

man behavior is often a difficult challenge. 

We have renamed this report the AEP Corporate Sus 

tainability Report based on stakeholder feedback. While 

similar to our first Corporate Responsibility Report, we be­

lieve the new title better reflects its content and orientation. 

Also, several stakeholders s i^ested we identify it as the 

2008 report, rather than the 2007 report, because we look 

forward s& much as we review past performance. 

Sustainability K a process of continuous change and im 

provement. We are on a pathway that bends and turns as we 

work with others to address the issues that face us. With hard 

work and dedication, we will move forward on that path so 

that we can be proud of what we have accomplished and give 

the next generation the abihty to meet its needs. 

The constructive tension between non-governmental 

organizations, such as environmental groups, and the business 

community has helped each of us to improve who we are as 

people, as organizations and as corporations. What's changed 

is that we now collaborate more frequentiy because we are 

more willing to listen to each other and have productive dis­

cussions on issues of mutual interest. 

We enjoy and continue to learn from our ongoing dia­

logue and collaboration with our stakeholders and I thank 

them for their efforts. To those who are new to us, we wel­

come your conmients and invite you tojoin us - and to chal­

lenge us - as we move forward. 

SiiKerely. 

f il)6uiWv 
Dennis E. Welch 
Executive Vice President, 

Environment, Safety 8t Health and Facilitie 
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About This Report 
OUR CORPORATE VISION 

We seek to maintain our leadership as one of the largest 

generation and transmission companies in the United States 

and as the lai^est electric distribution business throu^out 

the regions we serve, and to be a leader in technical innova­

tion of power systems, environmental technolo^. transmis­

sion systems and customer service. 

OUR VISION FOR SUSTAINABILITY 

American Electric Power enters its second century commit­

ted to operating responsibly, efficiently 

and profitably for customers, sharehold­

ers, employees and communities. We will 

safely provide reliable, reasonably priced 

electric power while working to protect 

people and the environment. We will en­

gage stakeholders and continue our role 

in making people's lives better today and 

for generations to come. 

MATERIALITY 

Like last year's report, this report covers 

seven material issues identified by man­

agement and our Board of Directors that 

(1) have a significant impact on the fi­

nances or operation of the company; (2) have significant 

impact on the environment or society now or in the future; 

or (3) substantially infli^nce the assessments and decisions 

of stakeholders. 

Our seven material issues are: 

• Leadership, Management & Strategy: Sustainability re­

quires a strong and committed leadership team willing to be 

aggressive and take prudent risks to maintain AEP's role as 

an industry leader, meet the needs of our customers, dehver 

value to our shareholders and meet our sustainability vision. 

• Environmental Performance: Although environmental 

laws and regulations are complex and change frequently, 

we must comply at all times, and we have made significant 

investments in order to do so. Our chaUenge is to continually 

Rockport Plant, Indiana 
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achieve compliance arxl to reduce risks to the environment 

and the health of our communities. 

• Work Force Issues: Protecting our employees' safety and 

health and ensuring that we have a skilled, diverse work 

force to build, operate and maintain new generation, trans 

mission and distribution technologies are imperative if we 

are to remain an industry leader. 

• Public Policy: We must actively engage pohcymakers, 

employees, community leaders and other stakeholders to 

ensure that pubhc poficy, laws and regulations allow us to 

continue to serve our customers, reward 

our shareholders and pursue our vision 

for sustainability. 

• Climate Change: We are one of the 

largest greenhouse gas emitters in the 

Western Hemisphere. Our sustainabil­

ity and financial stability, and the eco­

nomic well-being of our service terri­

tory, are at risk if we are not able to 

prosper with the proposed passage of 

a U.S. climate pohcy. Our success will 

be based on our ability to work with 

technology providers to bring new 

technologies to commercial scale. 

* Ene i^ Security, Relialnlity & Growth: 

Our electric deUveiy system must be modern, reliable and 

keep pace witii customer demand with a diverse fuel sup­

ply. This requires us to collaborate with regulators, legisla­

tors and odier stakeholders not only to create and maintain 

such a system, but to ensure timely regulatory cost recovery. 

• Stakeholder Engagement: We need to work closely with 

our numerous stakeholders, such as investors, customers, 

employees, regulators and policymakers. If we are to be 

sustainable, we must be transparent and listen to all points 

of view whUe measuring and holding ourselves account­

able for our unpads. 

STAKEHOLDER REVIEW OF THIS REPORT 

American Electric Power conducted eight stakeholder meet-
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Top 10 Issues Raised by Stakeholders 

• Safety and health in the workplace - leading 

versus lagging indicators 

• Climate change-policy position, technology 

• Cost of electricity - more consumer education 

• Energy efficiency-part ofthe climate 

change solution 

• Mountaintop mining-position, 

environmental impacts 

• Mercury issues at power plants-CAMR ruling 

• Aging work force - plan to address 

• Transmission growth and the need for it 

• Supply chain performance, accountability 

• Environmental effects/impacts-water, air. waste 

ings in the process of preparing this report, enabling us to 

engage many more stakeholders tiian in the past. Our oper­

ating companies and power plants, as well as senior man 

agement. participated in this process. 

We worited with SustainAbility, a highly regarded sus­

tainability firm, to facilitate most of our stakeholder meet­

ings. We spoke with state and federal regulators, power 

plant neighbors, envhi^nmental and conservation groups, 

customers, employees, academia and community leaders. 

We worked ^a in with Ceres, a network of investors, envl-

rorunentalists and other public interest groups that works 

with companies and investors to address sustainability 

challenges. Ceres brought together 17 organizations for this 

process. A group of investors also met with AEP to talk 

specifically about sustainability issues. Our discussions are 

reflected throughout this report. 

Our primary stakeholders are: 

• Shareholders and prospective investors 

• Customers-large and small 

• AEP employees and retirees 

• Labor unions 

• Local communities 

« Federal and state legislators and regulators 

CRCTslOBest 
Corpora te Cit izens 
by I n d u s t r y > 2 0 0 7 

Our 2006 Corporate Responsibility Report 

w o n praise f rom Corporate Responsibil i ty 

Officer magazine. 

• Prospective employees 

• Suppliers and others doing 

business with the company 

• Non-govemmental organizations (NGOs) 

• Professionals from industry, government, labor 

and academia 

REPORTING PERIOD & DEVELOPMENT 

This report is based on performance and information for cal 

endar year 2007, but also provides available data for 2005 and 

2006 to establish trends against which current performance 

can be compared. Financial performance is covered in AEP's 

2007 Annual Report to Shareholders. This report contains 

forward-looking information about our goals and progress. 

AEP's Steering Committee for Sustainable Develop­

ment, co-chaired by the chief financial officer and the ex­

ecutive vice president of environment, safety & health and 

facilities, guides the company's sustainable development 

and participated in creating this report. This executive-level 

steering committee represents every business function at 

AEP and met periodically throughout the year. The Com­

mittee on Directors and Corporate Governance of AEP's 

Board of Directors reviewed the report and its content. The 

full Board of Directors also reviewed the report and voted 

to approve it. 

AEP joined SustamAbility's Engaging Stakeholders 

Program, which conducted a benchmark of last year's re 

port. The benchmark study offered several suggestions for 

improvement, such as to make a clearer business case for 

climate change action and to show how sustainability is be­

ing integrated within the company. The study also found the 

report to be comprehensive, candid and transparent. 

Lastyear's report was reviewed by £'rWca7Co/po/atfofl 

magazine, which said: [our] "approach to corporate respon­

sibility reporting is proportionate in size yet without verbosity 

or hype." The review offered thoughtful suggestions for im 

provement that we considered in developing this report. 
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CHANGES IN REPORTING 

This report includes metrics for each material issue within 

each section of the report relating to that issue, eliminating 

the need for an overview section (formerly entided "Chal-

lenges. Goals. Progress"). Many of our stakeholders asked 

for a shorter summary report and we will publish one start 

ing this year. 

AEP is participating in the Global Reporting Initiative 

(GRI) Electric Utility Sector Supplement Pilot designed to 

identify relevant performance indicators for the electric util­

ity hidustry globally. This report incorporates more of the 

Supplement's indicators than did last year's report. 

COMPLETENESS, 

RELIABILITY & ACCURACY OF REPORTING 

Through AEP's Enterprise Risk and Insurance Department 

and oversight by the Risk Executive Committee, AEP es 

tabhshed a formal information collection and reporting pro­

cess for GRI indicators that allows us to track our progress 

against our commitments. Reports to the Risk E>fficutive Com­

mittee are made twice a year and are reported to the Board 

of Directors. Each business unit collects and verifies data for 

which it is responsible. Some of the data pre^nted are re­

quired to be filed with other entities (e.g., Chicago Climate 

Exchange, U.S. EPA) and are verified accordingly. We con­

tinue to develop a more complete information management 

system as part of our sustainable development initiative. 

REPORTING PRINCIPLES & GUIDANCE 

We continue to follow GRI's G3 Reporting Principles in an 

effort to provide a balanced and reasonable representation 

3 of AEP's sustainabihty performance. These 

principles are materiahty, stakeholder inclu-

siveness. sustainability context, complete­

ness, comparability, accuracy, timeliness, 

clarity, reliability and boundary setting. 

CONTACT FOR QUESTIONS ABOUT THIS REPORT 

For additional information about diis report, the GRI infor­

mation on AEP's web site cr tihe company's sustainability ini­

tiatives, please contact Sandy Nessing at smm$$ing®A£P.com. 

Strategy & Management 
OUR STRATEGY FOR SUSTAINABILITY 

Our corporate Vision, Mission. Strategy & Values state 

ments outline the principles that guide our business. Our 

effort to integrate corporate sustainability with our busi­

ness strategy and daily decision-making has prompted us to 

take a wider view of what a sustainable future looks hke for 

AEP. For more details on AEP's vision, mission and values, 

please visit wwwMP.com/sbout. 

We strive to put people first-the health and safety of our 

employees and contractors working for AEP and the welfare 

of the communittes in which we operate are very important 

to us. AEP elevated oversight of environment, safety and 

health to the executive vice president level in 2007 to under­

score die critical importance of safety and environmental sus­

tainability to the company's future and the increasing stature 

of AEP as a leader in corporate sustainability. 

Our customers and communities rely on us to meet their 

energy needs in ways that improve their quality of life and 

protect the environment today and for future generations. 

Our challenge is to help our customers understand the true 

value of electricity-from the raw materials to the impacts 

on the environment-and offer ways to encourage energy 

efficiency and give them greater control over use and cost. 

We also have to obtain adequate and timely recovery of 

AEP's costs and earn a reasonable return for our sharehold­

ers on the investments we make in the company. 

OUR CHALLENGES & OUR OPPORTUNITIES 

Our ability to address climate change will require new tech­

nology coupled with policies and regulations to support its 

depbyment; legislative and regulatory support for energy 

efficiency programs and initiatives to help our customers de­

crease their demand and usage; expansion ofthe transmission 

grid to facihtate fuel diversity; renewable energy ^wt f i and 
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reliabihty; continued availability of greenhouse gas offsets; 

and additional plant efficiencies. Before we invest in these 

solutions we collaborate with our stakeholders to ensure 

that we can recover our costs from these investments while 

meeting any new mandates. 

Our projected earnings growth rate of 5 percent to 

9 percent per year through 2010 is based on making capital 

investments and securing timefy regulatory recovery. Our 

business strategy is based on the idea that sustained capital 

investment supports earnings growth. We have delivered on 

this strategy in 2006 and 2007 and will do so again. 

Our capital investment oudook presents opportunities 

from die short to the long term. We are Investing $2.5 billion 

per year to improve plant efficiency and reliability to keep 

our coal plants economically viable. Concurrently, we are 

completing our S5.4 billion environmental retrofit program 

to comply with current mandates: investing $1.3 billion in 

new generation facilities to meet growing demand withhi 

our service territory; and conducting research and feasUjility 

studies on carbon capture and storage technology. With reg 

ulatoiy approval, we intend to invest $1 billion to $2 biUlon 

to modernize our electric distribution infrastructure through 

gridSMART". 

Our long-term vision is for an interstate transmission 

system that will minimis environmental impacts, reduce 

land use and provide electricity more reliably and efficiently. 

We intend to have a carbon retrofit solution commercially 

available for our coal plante. have advanced coal plants com­

mercially operational, and possibly pursue a nuclear con 

struction and operating license within die next decade. For 

more information, visit www.AEP.comfm)/estors/attnrep. 

MANAGING OUR RISK 

AEP uses an enterprlsewide approach for risk management 

that encompasses all business units and aligns widi our ma­

jor business functions. Our objective is to review the com 

pany's total risk profile to assure accountability for the iden-

tification^ measurement, evaluation and management of risk. 

The Risk Executive Committee, which includes AEP 

senior leadership and risk managers, approves and monitors 

key risk factors and ensures they are integrated in strategic 

planning. This includes climate change, which we consider 

to be a potential high-impact risk. The committee determines 

which risks require an independent assessment and which 

risk factors are best measured through the business units. 

The Audit Committee of the Board of Directors regularly 

receives summary reports regarding tfie company's risks. 

ETHICS & COMPLIANCE 

AEP's commitment to high ethical standards comes from 

the collective ethics, character and hitegrity of our employ­

ees. We are committed to do what's right, at the right time, all 

of the time. We regularly survey and discuss AEP's ethical 

standards with our employees and, while there is opportunity 

for improvement, they give the company high marks. Our 

employees generally believe that the company's leaders will 

do what's right, not just what's profitable. Emplo>ees have 

also told us that they see AEP managers living the compa­

ny's values of safety, justice and fairness, trustworthiness, 

resfronsibillty, environmental stewardship, citizenship, re­

spect and caring. 

AEP requires all employees to abide by its Principles of 

Business Conduct We provide a 24-hour, toll-free anony­

mous concerns fine for reporting and receiving he^ with 

ethical issues. We communicate the numbers and types of 

concerns that are raised and how we resolve them and con­

tinually look for new ways to allow employees to raise and 

discuss ethical questions because we understand that keep­

ing our values in the forefront Is the key to maintainii^ an 

ethical culture. 

Ethics and compliance are areas of ongoir^ focus for the 

company. We are committed to strengtiiening our programs 

and continuing to instill high standards of integrity and be­

havior throughout the company. • 
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Our success as a company is based on many factors, one of 

which is executing excellent envhonmental programs that 

address a variety of issues. This section presents those pro­

grams and their results-of which we are quite proud, but 

which we constantly seek to improve. 

We have recently taken first steps toward expanding 

our envirormiental efforts to include our use of natural re­

sources and the activities of our suppliers. From our "green" 

building initiative announced in conjuration with the Cfin-

ton Global Initiative to our focus on working with our sup­

pliers on sustainable initiatives, we are 

leveraging our resources and expertise 

as broadly and deeply as we can. 

COMPLIANCE 

For AEP, compliance is both a legal re­

quirement and a social responsibihty-it 

is a fundamental expression of our re­

gard for society. It is unacceptable for us 

to be out of compliance at any time and 

we are dedicated to achieving our goal of 

zero environmental enforcement actions. 

During 2007. we were cited with two for­

mal environmental enforcement actions, 

compared with nine in 2006. One was re­

lated to a landfill issue at our Mountain­

eer Plant in W^t Virginia and the other to our inabihty to 

meet a new water quality permit limit at the Comanche Plant 

in Oklahoma. 

In 2007, federal, state and local regulatory agencies 

conducted 112 inspections of our power plants, 15 inspec­

tions of our utility operations facilities and 344 inspections 

of our fuel operations facilities. These resulted in one of the 

two formal enforcement actions received last year. That does 

not mean we were perfect all but a couple of times; these 

Inspections point out general areas where improvement is 

needed. Understanding the requirements and expectations 

of regulatory agencies is a critical part of our environmental 

program, and these inspections provide an important feed-

AEP uses a variety of methods 

to deliver coal, including trudcs. 

barges and rail. 

back mechanism for our employees and executives. We set 

internal envminmental goals each year that are tied direcdy 

to the company's Incentive compensation program. 

We also conduct our own environmental audl^, cover­

ing both federal and state requirements. In 2007 we audited 

five service centers and 31 power plants to assess their en-

virorunental compliance and capacity to remain in comph­

ance. Our intemal reviews generally showed our environ 

mental programs to be functioning effectively at all locations 

visited. While overall performance has improved, the audits 

identified opportunities both to correct 

and enhance our environmental pro­

grams. By year end. all corrective actions 

identified were complete or in process. 

Our primary challenge now is to com­

municate individual audit results more 

effectively across business units so they 

can become shared learning, in order to 

prevent similar occurrences elsewhere. 

Managing Environment, Safety & 

Health (MESH) is an initiative to con­

form to the international environmental 

management system standard ISO 14001, 

and to increase knowledge and aware 

ness to drive continuous performance im­

provement. Through MESH. 12 power 

plants are improving management of their significant envi­

ronmental aspects. This includes improving heat rates to op­

erate the plants as efficiently as possible and subsequent­

ly reduce air emissions, and improving preventive main­

tenance on pollution control equipment to minimize envi­

ronmental impacts. We are also working with regulators 

to manage water resources by using water for cooling and 

cattie and livestock use. We are improving storm water 

outflows to prevent soil and erosion run-off and improv-

ii^ the identification and management of environmental 

aspects at our construction sites. (See Work Force Issues to 

read about the MESH initiative's woi1< to improve safety 

and health management.) 

Tamisha Palmer, chemical lab technic ian, Dolan Chemist ry Laboratory 
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AEP's underground storage tank (UST) operations are 

a good example of our proactive approach to compliance. 

We own and operate more than 230 USTs that contain large 

amounts of gasoline, diesel fuel and oil. We inspect them. 

perform leak detection tests and maintain the tanks on a 

regular basis. In the last three years, there were 59 routine 

regulatory inspections with no enforcement actions. 

AIR QUALITY ISSUES 

AEP's program to install emissions-reductton controls on 

existing power plants was the largest within the electric util­

ity industry in 2007 in terms of coital Investment and con­

struction. Through this program we installed and brought 

online pollution controls to reduce sulfur dioxide {SO2) emis­

sions on 3.500 MW of generation. Controls to reduce nitro­

gen oxide (NOx) emissions began operating on 1.600 MW 

of generation. 

We have completed more than two tiiirds of our $5.4 bil­

lion investment program to reduce airborne emissions from 

our coal-fired power plants to comply with the federal Clean 

Air Interstate Rule (CAIR) and the recently-vacated Clean 

AEP's Annual Emissions Profile 

(SO2 snd NOx in kilotons. CO2 in million metric tons) 
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AEP NSR Se t t l ement F a c t s ~ B y t h e Dol lars 

• $4.6 billion settlement. 

• $15 million for civil penalty. 

• $ 1.6 billion estimated cost for additional emissions 

control equipment. 

• $36 million for environmental projects coordinated 

with the federal govemment. 

• $24 millicxi to ei^t states tar environmental mitigation. 

• $2.2 million in attorneys' fees. 

• Balance for ongoing plwit retrofits. 

in 2007, AEP's CO? emissiDns increased 2.8 percertwhrle electricity 

demand grew 3.6 percent. The decline in SO? emissions reflects the success 

of our environmental programs. 

Air Mercury Rule. This program significantiy reduces emis­

sions and provides comphance with more stringent environ­

mental requirements while allowing these low-cost facili­

ties to continue to meet our customers' needs for energy. 

AEP's court-approved settlement of the New Source 

Review (NSR) fitigation provides us with additional oppor-

hinities to reduce our power plant emissions. The complaint 

by the U.S. EPA and others alleged that AEP had made 

major modifications at some of its coal-fueled generating 

units without obtalnir^ the necessary permits and without 

installing controls required by the Clean Air Act to reduce 

emissions of SO2. NOx and particulate matter. 

The settlement encompasses all of the environmental 

retrofits we have already completed as well as those we 

have planned, while providing for additional controls at our 

Rockport Plant hi Indiana, We also agreed to annual SO2 

and NOx emissions caps on our 16 coal-fueled power plants 

in Indiana, Kentucky, Ohio. Virginia and West Virginia. 

As part of the NOx reductions, AEP wUl operate its 

selective catalytic reduction systems (SCRs) year-round on 

generating units at three of our eastem coal plants starting in 

2008. SCR equipment is currently operated to reduce NOx 

emissions only during the May through September ozone 

season. Additional environmental controls will be added to 

several other plants by 2019 as part ofthe CAIR comphance 

program. 
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Our eiforte will eventually reduce S02 emissions from 

our eastem coal-fired power plants by more than 550,000 

tons per year and NOx emissions by 159,000 tons per year. 

The agreement includes $36 milhon for environmental pro­

jects coordinated with the federal government and $24 mil­

lion to the states that were parties to the agreement. AEP also 

paid a civil penalty of $15 million. AEP did not admit to 

wrongdoing by agreeing to this settlement. For a full sum­

mary and schedule of NSR settlement commitments, visit 

www.AEP.com/cTMsr. 

MAKING OUR OWN BUILDINGS 

MORE ENERGY EFFICIENT 

Accordhig to the World Business Coun 

cil for Sustainable Development, build­

ings use about one-third of the world's 

energy and, if this trend continues, will 

become the world's primary energy users 

by 2025. AEP operates more than 400 

facilities m the United States, giving us 

an opportunity to demonstrate the value 

and cost-effectiveness of energy effi­

ciency within our own buildings. 

Through the Clinton Global Initia­

tive, we committed to invest approxi­

mately $100 million during the next five 

years to build or update AEP facilities using die U. S. Green 

Building Council's Leadership in Enei^ and Environmental 

Desi^ (LEED) building rating system. AEP completed con­

struction in early 2008 on a new facility in Ohio that will seek 

LEED "silver" certification and will use 15 percent less en­

ergy and 20 percent less water dian comparable non-LEED 

buildings. We wiU also appty LEED standards to renovations 

or new construction of service centers in Indiana. Tejas and 

Arkansas. Some stakeholders have asked us to consider Green 

Globes as an alternative to LEED, which we will evaluate. 

WATER QUANTITY & QUALITY 

As the population grows, water requirements increase. In 

Cooling towers, like ^ is one, release 
excess heat from a power plant to the air, 

rather ttian to rivers or lakes. 

certain areas, domestic needs may come into conflict with 

the needs of industrial and energy facifities. Climate change 

can have an adverse impact on water availability. This issue 

is of great concem to many stakeholders and AEP, so we 

will be taking a closer look at it going forward. 

AEP uses large quantities of water to operate our pow­

er plants-roughly 10.5 bllHon gallons per day to generate 

steam and to cool plants. Most of it travels through the fa 

cility once before nearly all of it is returned to its source, in 

accordance with our permits. More often than not, the water 

is cleaner when it is returned than when 

it was withdrawn. Compliance with our 

water quality permits is important to 

us because they are designed to address 

known and unintended impacts, includ­

ing water temperature impacts on fish. 

We are concerned about potential 

changes in Clean Water Act regulations 

- the federal framework that governs our 

water use and our impacts on water re­

sources. A court decision issued in 2007 

could require many of the nation's 

power plants to replace existing cooling 

systems with new cooling towers-re­

stricting the U.S. EPA to allow power 

plants to use cooling systems other than 

coohng towers, 

AEP owns and operates 18 power plants that could be 

affected. The EPA estimated the cost to AEP at $193 million 

and the cost to the electric industry at billions of dollars to 

be spent on new capital investments and increased opera­

tion and maintenance costs. We are working with the EPA 

to develop a revised rule that will keep costs reasonable 

while maximizing environmental benefits. 

IMPROVING AIR QUALITY CAN 

AFFECT OTHER ASPECTS OF THE ENVIRONMENT 

Environmental controls installed to improve air quality can 

create other environmental challenges and managing these 

http://www.AEP.com/cTMsr
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trade-offs can be difficult. In some cases, the controls we 

use to reduce air emissions can adversely affect the quality 

of our water discharges. 

AEP uses the mineral trona to control sulfur trioxide 

(SO3) levels in the Aire gas on certain units, including our 

Mitchell Plant in West Virginia. Unfortunately, when we 

used trona there, the pH ofthe fly ash pond increased and 

heavy metal concentrations rose to levels above the permit 

limits. We are exploring solutions at Mitchell Plant and will 

apply the lessons learned to other plants as well. 

Another challenge is compliance with fly ash pond dis­

charge hrrtits when SCRs operate year-roimd. Some of the 

anmioitia used in the pollution control systems ends up in 

the fly ash ponds. In the summer, l^cteria and algae in the 

ponds absorb or chemically alter ammonia, making it less 

toxic. But when the SCRs run in the winter, when the water 

is much colder, biological reactions occur very slowly. In 

these conditions, ammonia levels can remain high. Fortu­

nately, ammonia is l^s toxic in cold water, so AEP has 

worked with state regulators to increase permit hmits dur­

ing the winter. Without these increases, operating SCRs 

year-round to comply with die NSR setdement and Clean 

Air Interstate Rule could create compliance problems with 

our state water permits. 

WASTE MANAGEMENT 

AEP reduces, reuses or recycles as much of its waste as pos­

sible and tries to dispose of the remainder witii the least ad­

verse effect on the environment. For example, the company 

has recycled more than 180 milhon pounds of metal, 5.8 mil­

hon pounds of paper. 2.6 million gallons of ofl and more 

than 470,000 light bulbs during the last five years. We do not 

track the total weight of our general refuse but we do track 

special waste streams, such as ha2ardous wastes, polychlo-

rinated biphenyl (PCB) and other products that have serious 

environmental consequences if not properly disposed. 

We report to the U.S. EPA under the Toxic Release 

Inventory Program (TRI) the transfers and releases of toxic 

chemicals that occur off-site. For AEP this report typically 

includes metals found in ash, emissions, waste put in land­

fills, ammonia and acids. Our TRI report is available on our 

web site. For a full waste management summary, visit www. 

AEP.com/cr/Gftl. 

One of two waste-related enforcement actions AEP 

received in 2007 related to construction of a landfill at our 

Mountaineer Plant. After substantial rainfall, landfill run­

off inadvertently carried soil and fly ash from the plant into 

nearby watervifays and nei^boring properties. There was 

no fine associated with the Mountaineer enforcement action. 

We also self-reported an error we found in how mate­

rial from the Conesville Plant scrubbers had been disposed 

of and took corrective action. We conducted a root-cause 

analysis and changed some of our processes in the short-

term while we develop a long-term solution to address these 

issues and prevent future recurrences. 

MERCURY 

Mercury, a toxic heavy metal, is released when coal is 

burned. The amount of mercury emitted from our power 

plants depends on the type of coal and the emission control 

equipment installed. AEP's Pirkey Plant in Texas was 

ranked as one of the two highest emitters of mercury in the 

United States last year, for the third straight year (based on 

2005 data), because the Ugnite it burns tends to have higher 

mercury levels compared with other types of coal. Pirkey's 

SO2 scrubber removes significant amounts of the mercury 

in the flue gas. 

Concerns about the environmental and public health 

implications of mercury emissions led the U.S. EPA to es-

tabhsh the Clean Air Mercury Rule. AEP has been working 

toward meeting the requirements of that rule, which had a 

comphance deadline of 2010. The necessary emission re­

ductions wfll come largely from installing SO2 scrubbers 

and NOx SCR systems which, in combination, can achieve 

significant mercury reductions. Additional controls may be 

needed as weU. 

The EPA's mercury rule was challenged by a number of 

states and environmental groups when it was issued in 2005. 

http://AEP.com/cr/Gftl
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In February 2008, the District of Columbia Circuit Court 

of Appeals sent the rule back to the EPA for recoiKidera 

tion. The ultimate impact of this ruling is unclear. 

Even with the uncertainty created by the recent legal 

challenge, we will still make significant mercury emission 

rediKtions at our power plants that have been equipped with 

scrubbers and SCR systems. We will move ahead with install 

ing the mercury monitoring equipment required by the Clean 

Air Mercury Rule. We expect this equipment to provide de­

tailed information on actual emissions-which may assist 

in the development of the new regula­

tory requirements. 

Once sgam, fliereare trade-offe. One 

challenge is that removing mercury from 

air emissions resulte in higher levels of 

mercury elsewhere, siK:h as in approved 

solid waste landfills and in wastewater 

treatment ponds. AEP's power plants 

with scrubber systems must manage an 

increased amount of mercury in waste­

water within the hmits of then- water 

quality permits. In some states we expect 

regulators to begin includir^ very low 

effluent limitations for mercury in re­

newed or modified wastewater permits. 

We have accelerated our evaluation of 

new technologies that might meet these requirements, but 

they are still in very early stages. 

PCBs: STILL AN ISSUE 

PCBs have been used since the 1930s. However, they are a 

suspected human carcinogen and are heavily regulated by 

federal and state agencies. AEP still has equipment in use, 

such as transformers and capacitors, that contain PCBs. We 

are eliminating them through plarmed phase-outs. 

Since 2000 we have disposed of more dian 12,000 PCB 

and PCB^ontaminated transformers and more than 4,500 

PCB capacitors. We will continue to replace known PCB 

transformers at our power plants during planned outages 

AEP conducts thousands of tests 
each yeat to ensure compliance with 

water quality permits. 

and as part of required maintenance during the next decade. 

We have approximately 427 pieces of equipment to replace. 

We also have approximately 700 PCB capacitors in service 

at 11 electrical substations. We are developing plans to re­

move them. 

Durmg all property transactions involving facilities or 

sites where PCBs were tcnown or could be assumed to have 

been in use, we conduct a thorough site assessment to deter­

mine if there is any PCB contamination. In 2007. AEP con­

ducted 27 site assessments that resulted in eight PCB reme­

diation projects which were completed 

without incident. 

In 2007. we had approximately 1,625 

dcwumented spills from oil-filled electri­

cal equipment. A small portion of these 

(6.2 percent) were significant enough to 

be reporteble to regulatory agencies and 

an even smaller number (2.3 percent) 

involved PCBs, Most were small spills 

caused by downed electrical equipment 

from car accidents, bad weather, van­

dalism or equipment failure. We clean 

these in a timely manner and report them, 

as appropriate. 

COAL ASH 

AEP bums an estimated 76 million tons of coal per year. 

generating significant quantities of byproducts that need to 

be recycled or disposed of. As a member of the Coal Com­

bustion Products Partnership, we promote the beneficial 

use of coal combustion products. Some of these can, for ex­

ample, be used to treat acid mine drainage and return sur­

rounding land closer to pre-mined condition. 

We are working with die Ohio Department of Natu­

ral Resources to use coal combustion products (CCPs) to 

reclaim a 1950s surface mine that was abandoned, leaving 

behind acid mine drainage and a dangerous 100-foot-high 

wall. Acid mine drainage is a liability for AEP. While there 

are costs associated with tiiis reclamation project, it will re-
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Members of the Eastern Lands Resource Council visit 

AEP's Conesville Plant to learn about the company's land 

management practices. 

suit in significant long-term savings compared v«th the ctret 

of perpetually treating the runoff. It also will improve the 

water quality of nearby Wills Creek. 

In 2006, the most recent year for which data are avail­

able, AEP produced nearly 8.4 million tons of coal ash 

products. Use of CCPs resulted in approximately $18.6 mil 

lion in avoided costs that would otherwise have been 

irKurred to build and operate landfills for these byproducts. 

For more information about coal combustion byproducts 

and their uses, visit ivwwAEP.com/aboat/coafCombastion/ 

profects.htm. 

Although there are many beneficial uses for coal com­

bustion products, we are reminded by stakeholders diat envi 

ronmental impacts also must be considered when determin­

ing how and where this ash will be used. We have heard these 

concerns and we are listening. We will do a better job of 

taking these considerations Into accoimt. 

MANAGING NUCLEAR WASTE 

Nuclear energy will likely play an increasingly Important 

role in the nation's energy future, especially in a carbon-

constrained world. However, the storage of nuclear waste 

presents a significant challenge. 

For example, AEP's Cook Nuclear Power Plant in 

Bridgman, Mich., generates emissions-free energy. Cook 

Plant has been shipping its low-level nuclear waste to a 

storage facifity in Barnwell, S.C. However, this option will 

no longer be available after June 2008 to companies that are 

not part of the Atlantic Interstate Low Level Waste Com 

pact Consequently, Cook Plant will need to store its low-

level waste on-site in High Intensity Containers (HICs) built 

in the 1990s. Cook currently generates enough low-level 

waste to fill seven of these HICs annually, on average, but 

will implement process improvements designed to reduce 

the number of HICs needed to four per year, thus reducing 

our storage needs. 

Begirming in 2011, Cook Plant will employ on-site diy 

cask spent nuclear fuel storage imtil a permanent facility 

becomes available. The Cook on-site storage facility was 

originally designed to hold five years of waste; the changes 

made recendy have extended its life to approximately 20 

years-a necessity because a permanent storage facility for 

spent niKlear fael and other h i ^ level waste remains elusive. 

We are disappointed and frustrated that the federal 

govemment has made no significant progress in meeting 

its obligation to take and store high-level nuclear waste. 

Since the enactment of the Nuclear Waste Policy Act of 

1982, we and other nuclear generator operators have paid 

into a fund administered by the U.S. Department of En-

^tgy (DOE). In exchange. DOE is responsible for licens­

ing, building and operating a permanent high-level nuclear 

waste storage facility. 

The DOE has not met its 1998 deadline to begin tak­

ing spent nuclear fuel. We and other utihties have sued the 

DOE and a court ruled in our favor. The ruling requires that 

we prove the amount of our damage claims against the DOE 

periodically. For nuclear power to be a viable, long-term part 

of our energy future, the current impasse over permanent 

storage of high level nuclear waste needs to be resolved. 

ECOLOGICAL STEWARDSHIP & BIODIVERSITY 

The construction and operation of AEP facilities have the 

potential to affect biodiversity if not well-managed. For 

example, the installation of pollution control equipment 

and associated landfills has resulted in the loss of wetland 

and riparian areas; however, these losses have been mitigat­

ed. Some of our hydroelectric facilities operate on waters 

considered to be of high biodiversity or ecological value. 

http://ivwwAEP.com/aboat/coafCombastion/
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We have addressed potential impacts through installation 

of fish ladders and by shutting down operations during 

spawning season. 

On the flip side, many of AEP's power plants and trans­

mission corridor projects are recogrtized for the habitat they 

support. E^ht power plants and two transmission line corri 

dor projects were recertified by the Wildlife Habitat Council 

last year as Wildlife at Work pro-ams. Flint Creek Plant in 

Arkansas received a special award for its pollinator protec 

tion efforts. 

AEP's investments in forestry not only benefit us by 

providing carbon storage, they also help to avoid deforesta­

tion and provide thriving habitats for endangered species. 

In the United States, AEP partnered with the U.S. Fish & 

Wildlife Service and The Conservation Fund to restore bot­

tomland hardwood forests in the lower Mississippi River 

Valley. Tlie project involved more than 18,000 acres and 

planting more than 3 million bottomland hardwood seed 

lings. They will provide habitat for local waterfowl, shore-

birds and neotropical migratory birds, as well as white tail 

deer, cottontail rabbits, river otters and many others. Learn 

more at www.AEP.com/cr/ecologicaL 

ENVIRONMENTAL 

MANAGEMENT-THE CHECKS 8{ BALANCES 

We work hard to measure and manage our envirormiental 

performance. But how do we keep ourselves in compliance 

on an ongoing basis? How do we manage and minimize 

water and energy use, waste and the impact of our daily 

activities on the environment? 

We are implementing an initiative to conform to ISO 

14001. an international standard for managing environmen­

tal performance, which wiQ supplement our ongoing envi­

ronmental programs. This is hnportant to ensure that our fu­

ture work force has the knowledge and access to information 

needed to maintain compliance. We began implementation 

of ISO 14(K)1 at 12 power plants in 2007. Seven power plants 

and 17 hydro facilities will begin Phase One implementation 

in 2008 as part of our MESH initiative. (See the Work Force 

/5Soe5 section to read about the MESH initiative's work to 

improve safety and health.) 

DEVELOPING A SUSTAINABLE SUPPLY CHAIN 

We are looking at how we manage our supply chain In terms 

of environmental and social performance. We are identify­

ing opportunities to work more closely with suppliers on a 

range of issues and have begun discussions with many of 

them. We place a high priority on safety, health and the 

environment-and we will require our suppliers to share 

diat commitment 

WORKING WITH OUR COAL SUPPLIERS 

Our relationship with our coal supphers is of particular con­

cem to some of our stakeholders. Our choice of suppliers is 

determined largely by a least<ost procurement process to 

enhance our abihty to receive full cost recovery from regu­

lators. Because of this dynamic, we would be dependent on 

our regulators to accept a decision to buy fuel from certain 

higher cost suppliers even if the coste were higher as a resuh 

of better health, safety and environmental performance. 

We are developing a process with coal suppliers to 

measure and track their safety, health and environmental 

performance, which we hope to implement in 2010. This 

type of transparency is new to our industry. We invite our 

peers tojoin us to working with the mining industry to adopt 

similar standards. 

One issue we have been pressed to address is our posi­

tion on mountaintop mining. As a regulated utihty, we have 

an obUgation to provide reliable electricity to our custom­

ers while taking steps to minimize cost. We do not make 

choices based on mining practices; our focus is on quality 

of coal and cost. However, we expect our supphers to make 

eveiy effort to operate in comphance with all regulations 

that apply to their industry. When our new process is in 

place, we will have greater transparency of our coal supph­

ers' mining operations, allowir^ us to make more informed 

decisions that we wiU share with regulators. Because of 

today's tight coal market and the duty to serve customers, 

http://www.AEP.com/cr/ecologicaL
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we must purchase coal to meet the demand, without exclu­

sion. We recognize the concerns about mountaintop mining 

and have committed to continue discussions with interested 

stakeholders, including Appalachian Miices, to find common 

ground on this issue. 

BEYOND OUR COAL SUPPLIERS 

For the first time, AEP is taking a hard look at \\^at we buy-

from utility poles and transformers to chemicals and office 

paper- to see if there are better alternatives with fewer envi­

ronmental impacts. AEP was the first electric utility tojoin 

the Green Suppliers Network. By the end of 2008 we expect 

at least five suppliers will have completed the environmental 

and technical reviews: three have already signed up. 

To help us achieve our own goals, we have appointed 

a manager of Sustainable Supplier Development, who is or­

ganizing a process for sharing best practices among utilities 

that have a similar interest. We are also visiting manufac­

turers in China who make some of the parts for equipment 

that AEP buys, in order to learn more about their processes 

and Impacts. This focus is still new to die elecoic indusoy, 

but we are enthusiastic about the opportunities to influence 

our supply chain and about the interest from our peers in 

collaborating with us. • 

Useful web l inks: 
www.epa.gov • www.uegbc.org/LEED 

www.greensuppliers.gov • www.wi ld l i fehc.org 

C h a l l e n g e s , G o a l s , P r o g r e s s {Knvironninv.iPert ,nan. } 

Challenge Goal Progress 

Achieving envlnonmental compliance, preventing 
pollution, imprcfvtng incident response and fbster-
Ir^ positive regulatory relatlon^lps to aihance 
petf amance in an environment of complex 
regulations. 

Zero enforcement actions. 

15014001: 
Complete jrfiase-ln of MESH Initiative bj' end of 
2012 in all fossil and hydro power plants. 

Target In 2008-seven fossil plants and 17 hydro 
plants begin implementatlQa 

Number of enfracement actions: 
2007-2 
2006-9 
2005-5 

ISO 14001: 
2007-12 power plants began Phase 1 implementation. 
2(M)6-foiir plants began Implementation, 

More stringent intemal taints to challenge 
ourselves to go beyond compliance with envi­
rormiental performance by tracldng measures of 
air quali^, watw quality and waste management 
ibrough an intemal Environmental Performance 
Index (EPI)- Performance Is tied to compensation. 
The EPI s«s an annual tBi;get of total number of 
incidents for the index. 

2008 EPI goal = 12 or fewer incidents at 

generating units: 

i, Opacity-measure of visual appearance of 
gas exitmg power plant stack and is a rough 
indlcatar of particulate emissions. 

2. NPDES (NaUonal Pollutant Dischai^e 
Elimination System) permit requirements 
[wastewater exceptions) - a measure of vrater 
cpjality permit compliance. 

3. Oil and chemical ^ U s - a measure of how 
we respond to ̂ d manage spills. 

EPI set a 2007 target of 12 or fewer incidents; 
1 ] occurred; 

Opaci^-1 (2006-0) 

NTDES-7 (2006-9) 

Oil & chemical spills- 3 (2006-0) 

Proactive outreach with regulator '̂ agencies. Ongoing outreach with r^ulators, 

To lead by example we must Improve our ovm 
use of energy, reduce cx' o f^ t emissions from 
our mobile fleet, improve the efficiency of our 
^icilities and infrastructure and reduce die office 
waste stream. 

Achieve 1,000 MW reduction in demand by 
2012 with 15 percent coming from AEP actions, 
85 percent from customer programs. 

Installed meters at 95 percent of our facilities to 
monUot Miergy usage. Another full year of data 
will be necessary to have a solid baseline, allowing 
us to set long-term goals. 

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

Fuel consumption 
2007-5.6 milUon gallons gasoline; 4.9 million 
gallons diesel fuel; 283.000 gallons B20 blodiesel 

http://www.epa.gov
http://www.uegbc.org/LEED
http://www.greensuppliers.gov
http://www.wildlifehc.org
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Challenge Goal Progress 

2006-5.5 milhon gallons gasoline; •4.7mlJUon 
gallons diesel fuel; 324,000 gallons B20 blodiesel. 
2005-5.5 million gallons gasoline; 4.7mllllon 
gallons diesel; 4.000 gallons B20 blodiesel. 

Offset or reduce GHG emissions from mobile fleet, 
including corporate aircraft. 

Mobile fleet emissions offset through maricet-based 
carbon credits purchased through CCX. 

AEP will purchase 65 hybrid cars, ] 10 flex fuel 
vehicles, and 24 hytxld bucket trucks. 

Build all new facilities and improve efficiaicy of 
existing buildings using Leadership m Energy and 
Environment Design (LEED) standards, where 
apjropriate. Seek LEED certification, 

Initiated $100 railliorv five-year commitment to 
invest in green building initiatives across AEP 
through Clinton Global Inlttatlve. New Transmission 
Operations Center in Ohio and service centers in 
Indiana, Aricansas and Texas will be "green" under 
this initiative. 

Enhance and e>pand office recyclii^ prc^am to 
reduce office waste 

Contract negotiated for systemwlde program 
in 2007; program roiled out early ZOOS to be 
completed by year-end. 

AEP's environmental compliance requirements 
drive a $5.4 billion program to install environ­
mental c<Hitrols on coal-fired power plants to meet 
re tpiironents of die Clean Air Act and EPA's NOx 
State Implement^cHi Plan rule and initial require-
merrts of the Clean Air Imerstale Rule (CAIR). 

Coirqilete environmental compliance pro-am 
bv 2030. 

During 2007 installed and tx'ought online 
poUuticn controls to reduce SO2 emissions on 
3,500 MW of generation: controls &D reduce 
NOx emissions began c^rating on 
1,600 MW of generation. 

Under AEP's court-approved NSR settlement, 
additional pollution controls will be installed at 
other plants. For a full overview of this agreement, 
please vidt www.AEP.coin/cr/nsr. 

The availability of water to nwke electricity' and 
meet society's needs is increasingly iir^rtant 
because of impacts from climate change and 
population growth. 

Initiate a study to review consumption patterns and 
Identi^ opportunities to set goals to reduce water 
consumption at AEP facilities, 

N/A 

Nuclear energy will play an Increasingly important 
role in our nation's enei^ fiiture, but managing 
nuclear waste storage remains a significant 
challenge. 

Begin on-site dry cadt storage of ^jent fuel al 
Cock Plant, starting in 2011. 

Reduce stor^e needs. 

Participate in national effort to develop 
permanent solutkHi. 

Decision made to develop on-site storage facilities 
al Cock Banr. 

Identified procesE improvements to roi^ice 
storage needs. 

Ongoing work with policymakers and others to 
achieve a long-term storage solution. 

Sustaimdale aif^iy chain development is new to 
the utility indusffy but has become increasingly 
important as we seek to reduce our environmental 
impacts: will regulators ap îrove cost recoveiy 
when costs may be higher because of performance 
standards regarding sustainabiUty? 

mask with suppliers on a range of issues, including 
envlronm^tal impacts and imprci\'ing safety and 
health performance. 

First utility tojoin Green Suppliers Networtt. 
Three AEP suppliers agreed to participate. 

Develop a process for evaluating coal suppliers' 
envlronmaital, safety and health performance 
and set expect^ions. Implementby end of 2010. 
Work with stakehtdders and industry peers. 

Began to develop process for evaluating 
environmental, safety and health practices of coal 
suppliers. Began discussicais with coal suppliers. 

Collaborate with Industry peers for IndustrywWe 
changes that have positive environmental Impacts 
and/or improve safety and health for suppliers 
and for companies. 

Initiated industrywide, mmthly best practices 
s i^ ly diain cc»iference call. 

http://www.AEP.coin/cr/nsr


EXHIBIT JH-1 
Page 22 of 68 



Work Force Issues 

2008 Corpo['^^£traH4biiUtyi|e£ju^t 

Page 23 of 68 
21 

The health and safety of people is the most important part 

of who we are and what we do. Our employees have re­

sponded to this philosophy in the most profound and im­

portant way possible: we had no employee fatalities in 

2007. Through collaboration, mutual care, hard work and 

a deeply shared commitment, we achieved a goal that has 

eluded AEP for a decade and that we have accomplished 

only twice in 37 years. 

Our safety goal is simple - no fatalities in any year. We 

believe so strongly in attaining this goal that, starting this 

year, all employee and senior management incentive plans 

will be directly tied to it. 

AEP's continued success re 

lies on a healthy, happy, skilled 

and agile work force that can 

adapt to rapidly changing work 

environments without compro­

mising safety or service. As we 

develop the work force and the 

culture we need to meet tomor­

row's challenges, we must retain 

our current employees for as loi^ 

as possible by meeting their 

needs, too. To this end, we offer 32 different work/life pro­

grams, including alternative work schedules. 

Our new military leave policy is another important 

way to meet our employees' needs. We allow employees 

to take up to 10 days of unpaid leave per year to spend 

time with family members who are called to or return from 

active duty. 

Transferring knowledge from retiring to new employ­

ees remains a high priority for AEP and for the rest of our 

industry. Our employees are staying in the work force lon­

ger, which helps. AEP's average retirement age climbed 

from 59 in 2003 to 61 in 2007, 

Diversity programs also help us grow the strong work 

force that we need. We are attracting more women and mi­

norities to AEP than ever before, which is good news for 

AEP and for our future. 

Maintaining and operating our electrical system 
requires years of training and education 

SAFETY & HEALTH-

CHANGING BEHAVIORS, SAVING LIVES 

AEP believes in strong safety and health management. We 

focus on the human side of safety and health: preventing 

harm and protecting health so that every employee and ev­

ery person we vrork with can return home safely every day. 

Our goal is detect and prevent rather than react and correct. 

Accomplishii^ this requires good policies, training, 

proper procedures, effective leadership, thorough plan­

ning, teamwork and hazard recognition-with reporting 

and corrective preventive actions as the keys to improve­

ment. When an injury or near-

miss event occurs, we analyze it, 

learn from it and make changes 

to prevent it from happening 

again elsewhere. 

Our record, however, is not 

perfect. In January 2007, an ex­

plosion occurred when an AEP 

supplier was unloading hydro­

gen at our Muskingum River 

Plant, killing the delivery driver 

and injuring nine AEP employ­

ees. A pressure relief device failed prematurely, causing 

OSHA Citations {resulting in fines} 

Number of Citations Pint 

2007 
2006 
2005 
2004 

6 
3 
1 
6 

$60,000 
$ 5,500 
$85,000 
$83,100 

Recordable & Severity Injury Rates 
(AEP versus industry peer groupV 

Recordable Recordable Severitv 
AEP Industry AEP 

Severity 
Industry 

2007 
2006 
2005 

1.76 
1.66 
2.35 

N/A 
2.57 
2.68 

42.83 
31.77 
43.91 

N/A 
29.17 
28.59 

" IniJusttv peer group defined by EE! as an electric utility witti 
7,000 or more employees. 

Kevin T Brisbin, general servicer, Tulsa, Okla. 
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Target Zero is s safety campaign 
to prevent injuries from happening. 

the event. 

We eliminated this type of relief 

device, performed a comprehensive evalu­

ation of all hydrogen systems to ensure we are 

controUii^ the risks better, and developed new procedures 

for hydrogen unloading. A qualified AEP employee must 

now observe the unloading process-a step not previously 

required. The corrective and 

preventive actions were com­

municated to all AEP power 

plants, shared with utilities 

across the nation and posted 

to the Occupational Safety 

& Health Administration 

(OSHA) web site. AEP settled 

the case with OSHA and paid 

a $55,000 fine, but the real 

penalty was the loss of life and 

injuries it caused. 

Although every AEP em 

ployee is accountable for his or 

her own safety and health, employees are also asked to look 

out for each other. AEP encourages employees to speak 

up when they see unsafe situations in any workplace set 

t i i^ and to share information about near-misses, which can 

help us prevent harm. Unfortunately, our company culture 

sometimes inhibits people from commg forward and this 

must change if we are to succeed. We must do more to 

encourage and support employees to share information, 

opinions and ideas while showii^ concern for each other's 

safety and health. 

AEP has initiated Significant Event conference calls 

with business units and safety and health leaders to en­

sure that information is shared across business units when 

a significant event or near-miss occurs. We conducted five 

of these calls in 2007 and found them to be effective in 

communicating important information to prevent similar 

events from occurring elsewhere. 

Last year we began a welding survey to identify pos­

sible health hazards to employees. Because of the potentially 

harmful fumes associated with welding, we expect to pre­

scribe some control measures for specific types of welding 

processes in 2008. Our samplii^ of various types of welding 

processes and metals will help us learn whether these expo­

sures could create health risks for bng-term welders and, 

if so, what precautions should he taken. 

I was really amazed at the candor. I like 

tlmt you talk about specific enforcement 

actions, what you learned from theni, what 

you did with those lessons and that you 

shared them with other utilities. I would like 

to see more leading indicators, or proactive 

safely activities. Injury and illness rales, 

or lagging indicators, do not give the full 

picture of safety and health performance. 

Sandra Tayior, deputy regional administrator, OSHA 

RECOGNiZING HAZARDS: 

SCAN + IDENTIFY 

+ PREDICT + DECIDE + ACT 

If you don't recognize a haz­

ard, you can't take action to 

prevent being harmed. That 

rationale underlies our initia­

tive to empower employees 

with the skills and tools they 

need to recognize and elimi­

nate on-the-job hazards. 

Hazard recognition train­

ing across AEP helps our em­

ployees to be proactive and take preventive actions. We 

seek to eliminate conditions or situations that could lead 

to unintended events: machinery left unguarded or poorly 

AEP's Line School provides hands-on, ongoing safery training 
and education to those who maintain our system. 
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maintained; confined spaces that increase exposure to er-

genomic or other health hazards; material handling that 

could lead to slips, trips or falls; long-term exposure to 

dusty or dark conditions that affect breathing or eyesight; 

exposure to continued noisy equipment and conditions that 

could contribute to hearing loss; and conditions of physical 

risks related to working around electricity. 

As a r^tjlt of training, we are seeing positive changes: 

employees are identifying hazards they never before con 

sidered and are eliminating them. We believe so strongly 

in hazard recognition as a first-line de­

fense against injury that we shared our 

training with our contractor work force. 

We are now taking this focus to the next 

level to include risk assessment and en-

surir^ the adequacy of risk controls for 

our employees and contractors. 

Climbing, loading and digging 

around utility poles present hazards to 

utility crews every day. Working with 

and around utility poles is a leading 

cause of injury: between 2004 and 2006 

we had 50 pole-related incidents r^ulE-

ing in 2.500 lost or restricted work days. 

Cross-functional teams of front-line 

workers and contractors from our dis­

tribution and transmission divisions launched a Pole Safe­

ty initiative whose objective is to reduce the causes of 

pole-related iiijuries by 50 percent by the end of 2008 and 

100 percent hy the end of 2010. Teams analyzed more than 

265 recommendatkins and developed best-practice recom­

mendations, including more training, greater use of fall 

protection, the use of safety observers and improving job 

briefings to identify hazards. 

PUBLIC SAFETY & CONTRACTOR SAFETY 

Accidents occur not only to our work force but also when 

the general public and our commercial contractors come 

in contact with our electrical facilities. In 2007, a total of 

One safety initiative al AEP is to eliminate 
pole-related injuries by 2010, 

51 non-employees came in contact with our electrical facil­

ities, resulting in five fatalities (compared with 66 contacts 

and six deaths in 2006). Some of these were related to tres­

passers attempting to steal copper, despite tougher state laws 

in our service areas to prosecute offenders. 

Contractor safety remains a key issue as well. We have 

developed a five-year public safety plan that includes educa­

tion, advertising, outreach and partnerships with our con­

tractors and others. In 2007. a new, national one-call num­

ber was created that requires anyone doing work around 

utility facilities to call ahead to have 

the utilities marked. We contacted all 

AEP contractors to relay this informa­

tion, and developed a safety video about 

the new 811 one-call system and about 

the requirement to have the utilities 

marked. Putting more focus on contrac­

tor safety paid off during last Decem­

ber's ice storm in Tulsa, Okla. Dozens of 

contractors came to help with service res­

toration but they started no work at any 

time without first holding a safety brief­

ing. As a result, no one was injured. With 

the exception of our nuclear organiza­

tion, we do not have safety and health 

goals specific to contractors, but we in­

tend to begin setting them in 2009. 

MANAGING PERFORMANCE 

FOR CONTINUAL IMPROVEMENT 

A new Safety & Health Event Management System launched 

in January 2008 that will give us the ability to identify 

emerging trends and the capability to develop leading in­

dicators-all of which will help us improve our health and 

safety outcomes. During our stakeholder meetings, an 

OSHA representative urged us to develop and measure 

leading indicators around safety and health and this system 

will allow us to do that. 

Safety and health audits also assist us in identifying 
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J ^ ^ t ^ B * ^ ^ ^ f c ^ H issues and improving perfor-

Haaiiikg civtraBaftBt, lafttf t HMitb mance. We conducted audit site 

visits at 13 power plants in 2007, including one compre 

hensive audit of Northeastern Station (units 3 & 4) in Okla­

homa and audits of higher-risk safety and health programs 

at four other plants. Separately, eight plants participated in 

an audit of OSHA record-keeping and Control of Hazard­

ous Energy procedures. We also began a pilot safety and 

health audit of AEP Ohio. 

These audits have identified some common issues, 

such as die need for improved training effwrtiveness, which 

we are addressing. And we continue to make progress on 

MESH (Managing Environment. Safety & Healtl̂ ) to con­

form to the OHSAS 18001 standard by identifying, review 

ing and developing programs to address safety and health 

hazards. In 2007, AEP expanded the MESH initiative to 

encompass major construction sites and rolled out the first 

phase of MESH at 12 power plants. 

MEETING TOMORROW'S BUSINESS 

NEEDS WITH THE RIGHT WORK FORCE 

Our success as an organization depends on the knowledge, 

experience, diversity and commitment of our people. We 

rely on our employees to lead us forward in creating and 

deploying new technologies so we can meet our custom­

ers' needs. We have an experienced work force and we 

Year-end 2007 Number of Employees by State 

AR.IL. TN, NE.PA, DC&NC-

KY 1 i 

Ohio(7,19B| 
West Virginia (2,781) 
Texas ;;,6n) 
Oklahoma (1,673) 
Indiana (1,110) 
Vir9(ma!l,274) 
Michigan (1,199) 
Louisiana (1,2591 
KentucKV (510) 
Missouri (502) 
Arkansas(2351 
Illinois (36) 
Tennassee (61) 
Nebraska (30) 
Pennsvlvania i2^J 
District of Columbia (51 
North Carolina (2) 

have been able to attract new employees who complement 

our long-term employees. 

Approximately 23 percent of our workers are age 55 

years or older and 18 percent are eligible to retire; we antic­

ipate that 10 percent of our employees will retire by 2012. 

In order to encourage our current employees to help us tran­

sition to a future work force, we offer them a program to 

work part-time with benefits at the better full-time rates. 

This program, known as "Legacy of Knowledge," gives 

them greater flexibilit>' to transition into retirement. 

We have to compete more aggressively for the talent 

and skills we need to operate a 21st century electric utility. 

To this end we are developing partnerships with techni­

cal schools, colleges and universities. For example. Public 

Service Company of Oklahoma worked with Oklahoma 

2007 Employment Data—EEO-1 (as of August 31, 2007) 

Employaes Females (%) lUinorities i%) 

Total Employment 
Officials & Managers 
Professionals 

21,005 
3.358 
5.285 

4,001 (18.9%) 
342 (10.2%) 

1,367 (25.9%) 

3.075 (14.0%) 
272 (7.9%) 
734 (13.9%) 

2006 Employment Data-EEO-1 
E m p l o y A e a F e m a l e s {%] M i n o r i t i e s {%} 

Total Employment 
Officials & Managers 
Professionals 

20,541 
3.239 
5,144 

3,892 (18.9%) 
307 (9.5%) 

1,308 (25.4%) 

2,868 (14.0%) 
255 (7.9%) 
647 (12.6%) 

For more detailed EED-1 information, please visit www.AEP.com/cr/Glt( 

http://www.AEP.com/cr/Glt(
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State University in Okmulgee and other power generators 

to launch a new. two-year associate degree program in 

Power Plant Technology. The companies worked with the 

university to develop curriculum, offer internship place­

ments and assist with recruitment. The first class began 

last fall with eight students. As the complexity of operating 

power plants increases, advanced education has become a 

prerequisite for even entry-level jobs. 

In Ohio, AEP teamed up with Washington State Com­

munity College and other organizations to host the first-

ever Women in Ei^ineerlng Summer Camp for h^h school 

girls. Engineering jobs are in high demand; our strategy 

is to develop and attract the talent we need while increas­

ing the diversity of our employees. We also provide our 

beginning line mechanic training curriculum to technical 

schools to encourage entry into this career field. 

To retain talent we have started offering back-up child 

care for full-time employees when their children are sick 

and the employee can't stay home. This program can also be 

used for a sick spouse or aging parents. We also offer ben­

efits such as flexible work schedules and telecommuting. 

Our continued success depends on our next generation 

of leaders. We have created AEP leadership development 

programs for employees with leadership potential, at all or­

ganizational levels. We have a week-long training program 

that encourages and teaches constructive candor while de-

AEP Employee Years of Service 
(average years of service is 17} 

N u m b e r o f E m p l o y e e s 

7,000 

6.000 

5,000 

4,000 

2,000 

1,000 

LssstharS 5-9 10-19 

Years of Service 

20-29 

AEP Employee Age Data (average employee age is 46} 

60+1.6%) ^ ^ ^ ^ ^ ^ ^ ^ ^ 505(36%) 

20s (10%) 

30s (16%) ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ 

4 0 E (32%) 

veloping leadership skills. For the third time in two years, 

a group of senior executives was reassigned in a corporate 

succession plan that prepares them and the company for 

the future by broadening their leadership skills, experience 

and understanding of our organization. 

HEALTH & WELLNESS PLAYING A LARGER ROLE 

The Centers for Disease Control (CDC) estimate that 

health care costs in the LJnited States will top $2.8 trillion 

by 2011, fully 70 percent of which are preventable or can 

be reduced. AEP spent $244 million on medical benefits in 

2006-a 6.2 percent increase over 2005. 

To encour^e our employees and their families to take 

greater control over their l^alth and wellness, AEP launched 

a companywide wellness program. Including health screen 

ings, personal health coachir^, education programs and ex­

ercise programs. Our goal in 2008 is to have 60 percent 

of our employees complete a confidential health risk assess­

ment. This gives employees information needed to make 

better lifestyle choices. It also tells us, on an anonymous 

basis, the types of health issues affecting our employees so 

that we can target programs and services more effectively. 

AEP also partnered with the American Heart Asso-

c^tion's START! walking program in 2007 to encourage 

a culture of physical activity and health thnaugh walking. 

The program spawned walking challenges acn^ss the com­

pany. In 2008, our goal is for one-quarter of our work force 

to participate In the START! heart walk. 

Health and wellness include being prepared for the 

worst. As a regulated, critical resource provider, AEP is ob-
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ligated to plan and prepare to operate during a pandemic. 

Our Avian Flu Task Force was formed in 2006 to address 

such a risk. As part of our stakeholder engagement diis year, 

OSHA told us how important it is for the agency to know we 

are prepared. At the end of 2007, many AEP emplojrees 

received a preparedness kit and information about what to 

do In the event of a widespread health emergency. 

Organized Labor at AEP 
ir}aariy 30 percent of AEP's work force is represented by labor unions} 

Labor Union Number of Employees 

International Brotherhood of Electrical Workers 3,700 

Uti l i ty Workers Union o f America 1,300 

United Steelworkers of America 500 

United Mine Workers of America 400 

LABOR/MANAGEMENT RELATIONS 

Nearly one-third of AEP's work force Is represented by 

labor unions. Our relationship with our unionized employ­

ees is extremely important and we value a relationship built 

on trust, mutual respect and collaboration. 

In 2007. we worked with the leaders of our largest labor 

union, the International Brotherhood of Electrical Workers 

(IBEW). to develop a joint proposal to address the potential 

Impact of climate legislation on the U.S. economy and the 

risk of drivUig Jobs overseas. The AFL-CIO joined with us 

to ad-wcate a climate change solution that does not r^uk in 

a bss of U.S. jobs. We also collaborate with our labor part­

ners on community projects and an annual United Way cam­

paign. During the process of preparing this report, we in­

vited the IBEW to be part ofthe review process and received 

meaningful feedback, including an interest in collaborating 

more closely on safety and health issues. We are doing this 

now and will do more in the future, as it makes sense. 

THE FUTURE LIES IN A DIVERSE WORK FORCE 

From our power plants and distribution centers to the ex­

ecutive suite, we need a diverse work force to stay com­

petitive, to be sustainable and to succeed. We have created 

short- and long-range plans to attract, recruit, hire and re­

tain a work force of highly skilled individuals with a vari 

ety of perspectives from all cultures and backgrounds. 

Even though close to 40 percent of our hires and inter­

nal promotions in 2007 were minorities and/or females, we 

continue to have difficulty achieving diversity targets for 

engineering and power plant jobs. These challenges are 

the result of keen competition for the dwindling number 

of skilled workers and the remote locations of many of our 

facilities. We have expanded our outreach to Include pre­

dominantly black colleges and are working closely with re­

cruiting firms that specialize in attracting females and mi­

norities. We also have developed a new "Adopt-a-School" 

program to encourage minority and female students at 

younger ages to consider careers in the power industry. 

AEP's Diversity Council reflects our diverse work force 

and our commitment to diversity. In addition to tracking 

compliance with affirmative action programs, the Council's 

goals are to raise awareness of AEP's diversity, celebrate 

its many differences and foster a culture of inclusion. 

As we develop a more sustainable supply chain, AEP 

remains committed to having a diverse supply base. In 

2007, AEP spent $885 million doing business with smaU or 

minority-owned companies; women-owned and veteran-

owned businesses; small disadvantaged businesses; and 

HUBzone and Service disabled businesses. This represents 

19.5 percent of the total amount spent on material and serv­

ices, excluding fuels. While the overall percentage com­

pared with 2006 was down (from 21.2 percent, increases 

were gained in the following areas: women-owned small 

businesses (from 1.7 percent to 2.0 percent; and minority-

owned businesses (from 0.4 percent to 0.6 percent). 

The primary challenge is developing small and di­

verse suppliers who can support the large capital projects 

that represent current growth in our business units. • 

Useful web l inks: www.osha.gov • www.ibew.org 
www.nafe.com • www.americanheart .org 

http://www.osha.gov
http://www.ibew.org
http://www.nafe.com
http://www.americanheart.org
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Challenges, Goals, Progress { Work Force Issues 

Challenge Goal Progress 

AchieviDg lop quartile pedbrmance within the 
electric Industry by 2010, as measured l̂ y record­
able and seventy incid^it: rates, requires a major 
shlft at AEP in behaviors and attitudes about safety 
and health (bendimarklng peffc»inance against 
comparably sized EEI companies]. 

Recordable Rate-Goal: 
2008-1.70 
2009-1.45 
2010-U4 
2011-1.12 

Recordable Rate: 
2007-1.76 (goalwas 1.99) 
2006-1.56 
2005-2,35 
2004-2.19 

Hazard recognittein training Incorpcrates rt^ assess-
meot and adequ^;y of controls. Focie cn iroactive 
behaviors to prevent tarm, detect weaknesses in the 
safety and beaMi marw^ment system, hold people 
accountaHe when we feii and reward/recognize 
successes. Every employee, at all levels, has com­
pensation bed to safi^ and health perfixmance. 

Explore at least one appCH^n% to partner 
wl± OSHA on 3 meanli^ul v/otk force issue. 

Establish leading indicaKirs to measure safety and 
health perftirmance. 

Hazard reception irainlng initiated across 
AEP and b^an to affect overall performance. 

Developed Safe /̂ & Heal^ Event Management 
System to track saf^ and health performarKs; 
Identify trends: and adjust training, procedures and 
Implement ccffrecttve and fweventlve actions, etc, 
topreventlnjury'harm.LaunrfiedJan. 1,2008, 

Initiated Significant Event Calls with business 
units to share infcsmatiem abcut significant 
events in a timely way. Five Significant Event Calls 
held in 2007. 

Muskingum River Plant will sutimlt application for 
OSHA's Voluntary ProtecttcBi Program In addition 
to conforming to OHSAS 18001. 

Conducted audit site visits at 13 power plants, 
including a compFeheaisive audit of Noitheastem 
Station (units 3 & 4); eight o&t^ fdants audited for 
OSHA record-keeping and Control of Hazardous 
Energy irocedures. Pilot audit of AEP CM̂lo started, 
Among issues identified is need to improve 
training effectiveness. 

SevM^j- Rate 
2008-30.07 
2009-25.56 
2010-21.73 
2011-19.58 

Goal: Seveiify Rate: 
2007-42.83 (goal was 35.38) 
2006-31.77 
2005-43,91 
2004-53,00 
Severl^ rate was high because Injuries wwe 
more serltxis, resulting in more lost wodt da>'s or 
restricted duty days. Slips, trips and falls were main 
causes of serious Injuries. 

OHSAS 18O01: 
Long-term confOTmance with this standard wU] be 
reflected in recordable and severity rates. 
Complete first phase of roUcut to all power plaits by 
end of 2012. 

OHSAS 1800L: 
Phase 1 rollout at 12 power plants in 2007, 
Seven additional plants and all hydro plants wtU 
begin Smplementation in 2008. 

It is Imperative we eliminate wicker fatalities. 
AEP's history tells us the risk for Job-rekted 
fatalities is high. 

Zero AEP employee fatalities. 

•Hinxigh plater emphasis a i hazard and ridi 
recc^nttion, fffoacHve injury fSFvendon activities, 
Glaring best [x^ctlces and lessor learned &̂om 
near-misses, we ê îect and will accept no more than 
zero Salutes. 

Zero employee fatalities in 2007-firat time in 10 
years: only Ihe second time In 37 years. 

2006 -1 employee fatally 
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AEP is regulated by the public service commissions in the 

11 states we serve, as well as the Federal Energy Regula­

tory Commission at the federal level. Regulators review 

AEP's costs to ensure we are acting responsibly and pru­

dently. In return, we have the opportunity to recover our 

costs and earn a reasonable return. AEP represents its own 

as well as its customers' and shareholders' interests before 

Regional Transmission Organizations (RTOs), Indepen­

dent System Operators (ISO^, Congress and with state and 

federal agencies. 

As a company that operates in a 

highly regulated industry. AEP con­

ducts robust public policy activities on 

the local, national and international lev­

els. These may range from local zoning 

questions regarding the siting of equip­

ment or facilities to international issues 

regarding climate change. These issues 

can influence what customers pay for 

electricity. 

Our stakeholders care deeply about 

public policy and want to know more 

about our involvement. We work with 

many stakeholders In the public policy 
Our governmental affairs managers 

p r o c e s s a n d bel ieve tha t co l l abora t ion routinely work with legislators and other 
, . - - leaders in their states. 

is essential if we are to solve complex 

problems such as climate change. Our stakeholders sug 

gested that our public poUcy positions should be developed 

more collaboratively with them before we go to regulators 

or legislators. We agree. For example, the Arkansas Sierra 

Club asked us to work with them and others to develop a 

reasonable renewable energy standard for that state. Our 

Southwestern Electric Power Co. is now discussing this 

with them. 

Our public policy positions are developed with input 

and assistance from many departments, including the Board 

of Directors, the CEO and our Executive Council. Regula­

tory ServKes/Public Policy, Environment. Safety & Health 

and Facilities, Generation, Transmission, Corporate Com­

munications, Human Resources, our operating compan­

ies and our Washington, D.C, office, among many others. 

We work with organizations such as the National Associa 

tion of Regulatory Utility Commissioners, National Confer­

ence of State Legislatures, American Legislative Exchange 

Council, Council of State Governments. National Gover­

nors Association and regional governors associations to 

ensure that our positions are responsible, well-articulated 

and coordinated. 

Seven core public policy objectives guide our activi­

ties as we develop positions that would 

further the company's ability to: 

• Produce electricity safely, reliably and 

at a reasonable price. 

• Expand and reinforce the transmission 

infrastructure to create a robust sys­

tem that can be used to support the 

next generation of electricity supply 

resources, including renewables. This 

will also reduce congestion and ener­

gy losses, thereby reducing costs. 

• Meet the growing demand for clean 

energy. 

• Help our customers man^e their con­

sumption through energy efficiency 

programs designed to balance the im­

pact of increasing fuel costs, meet environmental require­

ments and manage infrastructure issues. 

Increase environmental protection through reasonable 

and voluntary efforts. 

Ensure regulatory cost recovery for generation, transmis­

sion, distribution and environmental compliance invest­

ments in markets subject to regulation. 

Provide a reasonable total return (including ROE and 

market growth) for shareholders, thereby helping to ensure 

AEP's financial stabihty needed to meet these pohcy goals. 

OUR POLICY WORK AT THE NATIONAL LEVEL 

Several issues will remain prominent for the foreseeable 

Sammie Cox, governmental affairs manager. Little Rock, Ark. 
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future-but few more so than climate change. AEP's climate 

change strategy and policy goals are outlined on Page 37. 

AEP will continue to participate in national and inter­

national dialogues and will work with all interested parties 

to adopt a federal climate change policy that adheres to 

our principles. We support federal legislation as opposed 

to state or regional regulation for several reasons. Climate 

change is a global issue and the nation can only play an ef­

fective role with a national approach: one set of r^ulations 

is the most efficient way to address the issue; and a na­

tionwide policy will create economies 

of scale to best facilitate a greenhouse 

gas allowance cap-and-trade program. 

AEP, the International Brotherhood 

of Electrical Workers and the AFL-CIO 

support a provision in federal climate 

legislation that would require other na­

tions-such as China and India- to buy 

international allowances if they export 

to the United States and have not tak 

en comparable actions to reduce their 

greenhouse gas emissions. We strongly 

believe such a provision is important 

to protect and retain U.S. jobs by pre-

oversight. We believe an interstate transmission high­

way is imperative to our nation's energy future and we will 

work with the state and the federal govemment to advance 

this vision. Specifically, we advocate the federal govern­

ment exercise jurisdiction over these EHV facilities (300 kV 

and higher), shnilar to how it regulates natural gas pipelines. 

OUR POLICY WORK AT THE INTERNATIONAL LEVEL 

No one nation can solve climate change. Our goal is to 

build coalitions to develop, advocate and support policies 

that address climate change globally. 

In addition to ongoing support of the 

Asia-Pacific Partnership and the eS, we 

joined the World Business Council for 

Sustainable Development (WBCSD) in 

2007. an organization of approximate­

ly 200 companies globally that works 

toward sustainable development. We 

joined to be part of the world's busi­

ness leadership that is addressing these 

issues, to learn what others are doing, 

to share our progress and to further the 

progress of others. 

We worked with the WBCSD's Elec-
The development of a nationwide 

venting a deployment of manufacturing interstate extra-high voltage transmission trlcity Utilities Sector Project to develop 
, , system remains one of AEP's primary 

overseas, vmere environmental costs ., , , 
public policy goals. could be avoided in non participating countries. 

Incentives and tax breaks for deploying advanced tech­

nologies and increasing renewable energy resources are 

also important federal priorities. AEP supports a bng-term 

extension of the federal Producticei Tax Credit for renew­

able energy resources. We ako continue to lobby for tax 

credits that encourage investments in advanced technolo­

gies such as carbon capture and storage and advanced coal 

technologies. 

AEP supports development of a national interstate, 

extra- high voltage (EHV) transmission system - similar to 

our interstate highway system. We believe the best way to 

develop this system is through federal encouragement and 

a road map for achieving a sustainable 

electricity future. We joined with nine 

global companies to prepare an analysis - Povi^eringA Sus-

tainabie Future-Xhsi was discussed at length during the 

United Nations' climate negotiations in Bali, Indonesia. In 

December 2007. The report advocates international collab­

oration for public pohcies that support the: 

• development of new technology: 

• development of renewable energy alternatives; 

• energy efficiency programs to reduce demand; and 

• ensuring affordable electricity worldwide. 

OUR POLICY WORK AT THE REGIONAL LEVEL 

AEP owns more than 39,000 miles of transmission lines in 
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the United States, 2,116 miles of which are high-voltage 

765 kV lines that serve as the backbone ofthe electric inter­

connection grid in the Eastern United States. This system 

serves our customers in 11 states and electricity markets. 

AEP is a member and participates In the organized whole­

sale markets administered by regional transmission organ­

izations (RTOs) that include PJM In the East and the Elec 

trie ReliabUity Council of Texas (ERCOT) and the South­

west Power Pool ^PP), both in the Southwest. 

A range of technical, madcet and planning issues emerge 

from our RTO participation. 

While they vary by RTO, com 

mon issues must be addressed, 

such as regional transmission 

planning processes, the alloca­

tion of costs for construction 

of extra-high voltage transmis­

sion infrastructure, fostering 

market efficiencies and the ap­

propriate use of demand re­

sponse in RTO markets. 

We will do whatever we need to 
do with you to convince regulators of 

why you need to invest in cost-effective 
energ>' efficiency'. But the company 

needs to come forward with programs 
and incentive mechanisms that 

we can support 

Ashok Gupta, air and energy program director, 
Natural Resources Defense Council 

OUR POLICY WORK AT 

THE STATE & LOCAL LEVEL ' 

State and local issues vary widely by jurisdiction, but there 

are common issues, such as support and cost recovery for 

environmental retrofits, advanced coal technologies, re­

newable energy, energy efficiency and demand-side man­

agement (DSM) programs and improvements to our distri­

bution ^stem. 

Among many state issues that AEP addresses are: 

• jurisdictional and territorial boundaries; 

• market structures; 

• water resources; 

• transmission; 

• distribution reliability; 

• siting; 

" eminent domain; 

• state renewable portfolio standards (Ohio, Michigan 

and Indiana have introduced legislation); and 

• copper theft. 

From our familiarity with these Issues, AEP has cre­

ated the Clean Energy Development Toolkit, an inventory 

of national and state legislation focused on clean energy. In 

conjunction with this, AEP developed "model" legislation 

that states can use to encourage clean energy projects in 

their own jurisdictions. The toolkit has been distributed at 

legislative conferences and in trade meetings and is also 

available through third-party web sites, includir^ the Na­

tional Council of State Legis­

latures. It has been recognized 

by the Edison Electric Institute 

through its Advocacy Award. 

In addition, AEP supports 

the state-level version of the 

carbon capture and storage bill 

drafted by the Interstate Oil and 

Gas Compact Commission and 

has been tailoring the model to 

satisfy specific state needs. This 

model bill is being shared with 

state policymakers in AEP's 

^ service territory and beyond to 

help establish support for new ways to deal responsibly 

AEP's Energy Efficiency/DSM Policy 

AEP Is committed to actively pursuing the implementation 
ot energy efficiency and demand-side management (DSM) 
programs in all our jurisdictions. In order to fulfill this respon­
sibility, we will engage in active dialogue with our customers, 
legislators and regulators, community leaders, and other in­
terested parties to explore opportunities, implement solu­
tions, and evaluate results for programs aimed at reducing 
demand and.'or energy. In doing so. we will rely on the follow­
ing principles: 

• Energy efficiency and DSM wiit play crucial roles in meet­
ing our environmental and sustainability goals. 

• Cost-effective energy efficiency and DSM are important 
components of our Integrated Resource Plan. 

• Regulatory recovery of investments is a threshold require­
ment to the implementation of DSM programs. 
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with carbon stocks, such as safe underground storage and 

enhanced oil recovery. 

ENERGY EFFICIENCY & DSM 

Energy efficiency and DSM programs have long been used 

by the utility industry and regulators to encourage energy 

conservation and thereby reduce the need to build new 

power plants. Because AEP has been a low-cost provider, our 

customers and regulators have been comparatively slow to 

embrace these programs as cost effective. While they may 

agree In principle with the goal of ene i ^ conservation, 

low prices reduce the financial incentives to act quickly. 

More recently, however. Increasing fuel prices, esca­

lating new generation costs, new greenhouse gas concerns 

and the availability of new technology have combined to 

bring greater interest and attention to energy efficiency and 

DSM programs in our 11 states. AEP has embraced cost-

effective programs as a key component of our climate strat­

egy as a resource to keep energy costs affordable, and as a 

way to potentially delay the need for new power plants. We 

have modified our policy on energy efficiency and DSM to 

reflect this commitment. 

One major challenge in this new environment is the 

difference of opinion among our stakeholders. While some 

groups advocate for more aggressive programs, our com­

mercial and industrial customers tend to see higher rates as 

the difference between turning a profit and operating at a 

loss-or even being forced out of business. It is an example 

of the tension that exists between those who want us to 

implement new programs, ahead of regulations, and those 

who don't want to pay for programs that benefit others. 

AEP has set a self-imposed goal of reducing demand 

by 1.000 MW by 2012 through customer programs and in­

ternal energy efficiency improvements. Each program will 

Prices for Al l Retail Customers (2006. in cents perkWfi) 

What AEP's retail customers pay versus the average cost of electr ic i ty in AEP states: 

A r k a n 8 a s - 6 . 9 9 0 

SWEPC0-6C 

L o u i s i a n a - 8 . 3 0 i l 

SWEPCO-6C 

O k l a h o m a - 7 . 3 0 0 

PSO-70 

T e x a s - 1 0 . 3 4 $ 

SWEPCO-60 

AEP Texas Cent ra l -1 lC 

AEP Texas Nor th-12C 

I n d i a n a - e . 4 € Si 

I & M - 6 C 

K e n t u c k y - 5 . 4 3 i ! 

Kentucky Power -&c 

M i c h i g a n - 8 . 1 4 0 

I&M-6C 

O h i o - 7 . 7 1 0 

CSP-7tf 
Ohio Power-6C 

T e n n e s s e e - 6 . 9 7 0 

A P C O - 5 * 

V i r g i n i a - 6 . 8 6 0 

APC0-5C 

W a s t V i r g i n i a - 5 . 0 4 0 

A P C 0 - 5 « 

AEP Wheel ing P o w e r - 4 « 

lAPCOl Appalachian Power, 

ICSP) Coljnbus Southern Power, i l&M! Indiena Michigan Power, (PSOi Public Service Company of Oklahoma. (SWEPCOI Southwestern Electric Power Company. 

Source Energy Information Administralion, State Electricity Profiles, November 2007 
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be tailored to each state's regulatory requirements and will 

be promoted by the individual operating companies. Pro­

posals to some state regulators began in 2007. We have 

committed that 15 percent of these efficiencies will come 

from within -reduced energy consumption at our facilities, 

transformer efficiencies, etc. The remaining 85 percent will 

come from customer programs. (For more about AEP's 

pc^tion and actions on energy efficiency and DSM, see the 

Climate Change section. For a state-by-state overview of 

where we made progress in 2007. visit www.AEP.com/cr/ 

energyefficiency) /^ 

tions that represent its service territory, as well as with rel­

evant committee members from outside the service area. 

With the passage of new federal ethics legislation. AEP 

is reviewing and updating all of its data collection systems 

to ensure compliance with enhanced registration and re 

porting requirements for lobbyists. In 2007, AEP spent ap­

proximately $1.7 million to lobby on energy legislation and 

tax credits. 

A 

LOBBYING 

AEP advances its public posi­

tion through the use of state 

and federal lobbyists, most of 

whom are full-time employees 

who have diverse backgrounds 

in the company. Many have 

worked in the operations of our 

companies and understand the 

physical as well as policy as 

pects of our operations. AEP 

has employee lobhyists in ^ 

nearly every state in which we have a presence, as well as 

in Washington. D.C. Our lobbyists are part of our overall 

effort to represent AEP's interests and the interests of our 

customers. 

At the state level, our lobbyists work on such issues as 

taxes, maritet structure, siting, eminent domain and state 

environmental Initiatives. They also help manage cost re­

covery from a legislative perspective-working to ensure 

that cost recovery regulation is included in all new legis­

lative mandates. 

At the federal level. AEP tracks federal legislation 

through its Washington office as well as through the work 

of its primary trade associations, including the Edison 

Electric Institute and the Nuclear Energy Institute. AEP 

works with all ofthe members ofthe congressional delega-

"Have we really kept electricity 
rates too cheap, as you say? If so, that 
tension is missing from your public 

policy strategy and is impacting 
AEP's ability to maintain and expand 

its infrastructure. AEP's public 
policy should be a framework to 

direct the short- and long-term vision 
of the company. 

Leah Miller, Small Farm Institute, Ohio 

POLITICAL INVOLVEMENT 

AEP endeavors to develop 

strong working relationships 

with regulators and policy­

makers and encourages em­

ployees to get involved in the 

pohtical process. We sponsor a 

federal political action com­

mittee (PAC), the American 

Electric Power Committee for 

Responsible Government, as 

well as state PACs in Michigan. 

Ohio, Texas and Virginia. Eli­

gible employees can make vol-

^ untary contributions. The PACs 

are employee-controlled and not affiliated with any po­

litical party but do make donations to political candidates. 

AEP pays the administrative expenses of running the 

PACs to the extent allowed by law, spending approximately 

$300,000 on PAC support in 2007. 

AEP's federal PAC files monthly reports with the Fed­

eral Election Commission (FEC). Reports are available at 

the FEC's web site at www.fec.gov. Reports for AEP's state 

PACs are filed with the respective states and are available 

through those states' web sites. 

in 2007 we committed to track and report on trade 

association dues and memberships that may be used for 

political purposes. That same year, we asked trade asso­

ciations to which our dues or payments are significant to 

provide us with a breakdown of what portions are used 

http://www.AEP.com/cr/
http://www.fec.gov
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When appropriate, AEP asks its employees to contact their 
members of Congress about matters important to the company, 

for expenditures or contributions that, if made directly by 

AEP, would not be deductible under section 162(e)(1) and 

other applicable subsections of the Internal Revenue Code. 

Please visit www.AEP.com/cr to see these reports. 

GRASSROOTS CAMPAIGNS 

AEP periodically calls on our approximately 21,000 em­

ployees to voluntarily contact their elected officios about 

an issue that affects the compairy. Employees have been 

enthusiastic in the past in responding to such requests 

and we expect to call on them again when we can col­

lectively make a difference. Employee grassroots partici­

pation is strictly voluntary and is not monitored for indi­

vidual participation. 

COALITIONS 

AEP supports and collaborates with several coalitions 

that share common goals. Examples include the American 

Coalition for Clean Coal Electricity, Americans for Af 

fordable Climate PoUcy. Generators for Clean Air, Con­

sumers United for Rail Equity (CURE), the Pole Attach­

ment Group (PAG). American Wind Energy Association 

(AWEA), Internationa] Emissions Trading Association 

(lETA), Association of Electric Companies in Texas. In­

diana Energy Association, Ohio Electric Utility Institute, 

Edison Electric Institute, Nuclear Energy Institute, Mid­

west Energy Efficiency Alliance and many other national, 

regional, state and local organizations. 

Some advocates have raised concerns about our affili­

ation with some of these organizations. We believe that we 

have a positive impact by being part of these groups and 

working together to address many complex issues. We be­

lieve it is important to have a balanced approach to address­

ing these issues. Our participation, and often leadership, in 

these organizations allows us to do that. 

For a fuU overview of 2007 pubUc policy accomplish­

ments, visit www.AEP.com/cr/pubticpoiicy. 

OUR PUBLIC POLICY PRIORITIES IN 2008 

• Climate change legislation-see the Climate Changesec-

tion for full details. 

• Shape Renewable Portfolio Standards with state-by-state 

goals and appropriate cost recovery. 

• Encourage legislative and regulatory support for energy 

efficiency and DSM programs. 

• Promote federal jurisdiction over transmission siting and 

approval processes in order to encourage the develop­

ment of a robust interstate transmission system. 

• Protect water access rights in several states where they 

are in question. 

• Comply with federal/state enacted reliability and envi­

ronmental regulations and standards. 

• Support long-term extension of the federal Production 

Tax Credit for renewable energy resources. • 

Useful web l inks: 
www.wbcsd.org • www.naruc.org 

www.nga.org • www.ncsl .org 

http://www.AEP.com/cr
http://www.AEP.com/cr/pubticpoiicy
http://www.wbcsd.org
http://www.naruc.org
http://www.nga.org
http://www.ncsl.org
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Challenges, Goals, Progress {pibiicPoucv} 

Challenge Goal Progress 

ConsffUCt]V«ly woik to inQuaice the strucbire of a 
fecfetral cx^and-traite fxagtam that does not unfelFly 
harm the U.S. economy or aistomers whose electric­
ity is derived largely from coal. Convince developing 
cCTintrles they mua be partof tiie soliffilcm. 

Creation of a federal cap-and-trade program thai 
includes a safety valve, provides for a large free 
allocation of allowaru»£ and includes consequences 
fas: non-participating countries, as outlined in AEP's 
climate policy. 

All operating con:̂ Janies developed a plan to address 
this issue at the state level in an atten:^ to influence 
federal legislation to support cap-and-trade, impact 
allocation of carbon credits being discussed In 
V^̂ shlngtcm D.C. Contacts commenced in 1 ^ 2007 
auKi will cOfUnue in 2008. 

Wcrk wltb C(xigress to provide incentives and tax 
breaks for advanced coal technology deplqymeW: 
and improve accessibility and affordability cf wind 
energy aid other renewable resources. 

Include incentives ptics to or alraig with passage 
of a federal GHG cap-and-trade program to cost-
effecflvely address cUmate change. 

Lobbied successfully for financial incentives for 
carbon capture and ston^e in both the Bingaman-
Specter and Lieberman -Warner climate bills. 

Wnic Witt] federal and stale regulatcrs b3 gain 
support for federal overs^ht of a reUcxial extra-' 
vtdtage (EHV) bansmlssion system. 

Ensure Federal Enwgy Regulatory Commissloi has 
ovtffs^ht avfs EHV transmission, similar to how it 
regulates n£^ural gas pipelines. 

Received NIETC status fw entire PATH [Mt))ect, 

Made numerous presaitatlans and published cp-ed 
pieces in national publications outlining AEP's 
vislcm ftJT national oversl^t of EHV transmission. 

Gain state-level support for legislation tiiai sufpxts 
and encourages developm^t of clean 0iei;gy 
projectsMvifliln their own jurlsdlcttons. 

State legisljUion adopted supporting carbon cE t̂ure 
and stallage, renewables and baseload technologies. 

Clean enei^ bUl adopted in Ailcansfs. 

Virginia S.1416 includes additional rate of return fcff 
voluntary RPS and advanced coal technology. 

Participated in workshop led by National Coundl of 
State Le0slatures on advanced coal tedmolo^es. 

Engage In acUve dtelc^ue with our custom^^ 
legislators aitd regulators, consumer advocates, 
coirununl^ lewjers and other Interested parties to 
ex[ri(fl? opportunities, implement soluticxis and 
evaluate results fat programs aimed at reducing 
demand and/or enwgy. 

Achieve l.(X)0 MW reduction in demand by the md 
rf 2012 through DSM/EE programs offered 
to customers dnd through Intemal operations 
efficiency programs. 

Develop plans fbr deployment of an advanced 
metering infraslructure (AMI) with the goal ot 
installing smart meters in all our JurlsdlcticHis by the 
end of 2015, which vre believe will enable addittonal 
programs/pMXXlucts that will help customers reduce/ 
^lift their demand and reduce ttieir energy usage. 

Rely vipoa aieigy efficiency and DSM for 
cnjcial roles in meeting our environmental and 
sustainability goals. 

Make DSM an impcatant component of our 
Integrated Resource Plan. 

Secure regulatory recovery of invstments ftx 
implementation of EE/DSM and AM! irn'estments. 

Advocate for more strlngait building codes and 
appliance standards in the states we serve. 

Adopted a public policy position on commitment 
to active pursuit of EE/DSM programs in all 
AEP jurisdictions. 

Implemented EE/DSM activities in the following 
JurisdlctlDns: 

Ttxas a002-2007): 250,842 MWh energy savings 
(250,8 GWH). 72,125 MW peak demand reduction. 
S45.2 million investment 

Texas increased 6is target for demand growth 
reduction from 15 percent of projected growlh to 20 
percent by 2009. 

KentuclQ'(1996-200^: 411,212 MWh energy 
savlngs(411 GWH), 4,3 MW summer/19.8 winter 
peak ̂ vings. S8.7 million investment 

PSO-OkJfdiomB; Piled in December 2007 an 
apphcation seeking approval of com[rehCTisive and 
cost-effective EE/DSM prcgrams. The discovery 
process is cmgolng, 

Ariiansas: Initiated four programs in ^ 2007 
in addition to an all utlllty-sponsared education/ 
informtUlon program, 

bidiana: Filed for approval of fHOgrams as part 
of a filed rate case in Januaiy 2008, 
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WHERE AEP STANDS ON CLIMATE CHANGE 

The world is poised to make the most dramatic change in 

energy production since the Industrial Revolution. Our 

collective response to climate change is creating a trans­

formation thai will lead to profound ctmsequences for all 

sectors of the global economy. As one of the largest con 

sumers of coal in the Western Hemisphere. AEP recog­

nizes the urgent need to balance the growing demand for 

electricity with the imperative to protect the environment 

for future generations. 

The scientific community, led 

largely by the Intergovernmental Panel 

on Climate Change, has provided sci­

entific evidence that human activity has 

contributed to global warming. AEP is 

helping to lead the discussion nationally 

and internationally to find a reasonable, 

achievable approach and enact federal 

energy policy that is realistic in time 

frame and does not seriously harm the 

U.S. economy. We also are developing 

advanced coal technologies so that coal 

can continue to be the important ener­

gy resource it is today. We support the 

adoption of an economy wide, cap-and-

trade greenhouse gas (GHG) reduction 

program that allows us to provide reli­

able, reasonably priced electricity to our customers and that 

fosters the international participation that is necessary to 

make meaningful progress. 

At AEP, we believe that cap-and-trade legislation 

should include: 

• A cap that applies to all sectors of the economy and covers 

allGHGs. 

• A framework that maximizes flexibility and minimizes 

cost. 

• Riase-in of reduction requirements that matches avail­

able technology. 

• Unrestricted use of real and verifiable domestic and inter-

Carbon capture technology similar to 
this, being tested at a Wisconsin 

Energy plant, will be installed at a 
western power plant. 

national emissions offsets, such as methane capture and 

destruction from landfills and livestock waste and inter­

national deforestation protection. 

• Allowance allocations to electric generators and other 

sources based on historical emissions. This might in­

clude, if absolutely necessary, a small number of allow­

ances (i.e., less than 5 percent) to be auctioned or set aside 

for public purposes. 

• Incentives for early voluntary actions or investments 

made to reduce emissions. 

' Long-term public and private funding 

to develop commercially viable tech­

nology solutions, such as carbon cap­

ture and storage. 

•Elimination of legal and regulatory-

barriers to the use of bw- or no-carbon 

technologies or processes (e.g.. carbon 

capture, nuclear, wind). 

• Regulatory pre-approval of utility cost 

recovery for effective energy efficiency 

and demand-side management (DSM) 

programs. 

• A price ceiling (safety valve) on COE 

allowances to limit the economic bur­

den on emitters and on the economy as 

a whole. Companies with compliance 

obligations can buy emission allow­

ances from the federal government at the safety valve price. 

•An appropriate trade measure to equalize the conditions 

of global trade should other countries fail to reduce GHGs. 

Cap-and-trade is widely considered the most effective 

system to reduce GHG emissions, although debate contin­

ues about whether permits should be allocated or sold at 

AEP was a founder of CCX in 2003. CCX's CEO is Richard L 
Sandor, who has been a member of AEP's Board of Direc­
tors since 2000. Because of the relationship between AEP 
and CCX, Mr. Sandor is not considered an independent 
director under New York Stock Exchange rules. 

Carl Consalvi, station operator. Northeastern Station, Oklahoma 
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auction. We favor allowances, based on our experience with 

the Environmental Protection Agency's Acid Rain Pro 

gram and the Chicago Climate Exchange (CCX), both of 

which allocate allowances based on historical emissions 

with little or no auction. The EPA program, with only a 

3 percent auction of allowances, has been hailed as a major 

siKcess because of the affordability it provides in reducing 

acid rain-causing emissions. 

A large auction of allowances would require emitters 

to buy allowances to cover all of their emissions. This would 

place unfair costs on customers of regulated utihties. espe 

cially those whose electricity comes from coal. 

Our stakeholders are divided on having a price ceiling, 

or "safety valve," in the legislation. The Environmental 

Defense Fund, for example, strongly opposes a safety valve 

and has urged us to abandon our support for that provision. 

Our customers, however, couU be severely affected by es­

calating energy rates if carbon prices were entirely market-

based, aiKi would pay more for their energy, through no fault 

of their own. than customers of utilities that derive less of 

their power from coal. We believe a safety valve, which sets 

a ceihng on the cost of CO2 allowances, would protect the 

economy if carbon prit^s skyrocket. Some of our stakehold­

ers are frustrated with this position. We have agreed to con­

tinue to discuss this issue to find common ground. 

Some stakeholders have asked why we have not joined 

the United States Climate Action Partnership (USCAF), 

which provides general recommendations for establishing 

a mandatory domestic GHG cap-and-trade program that 

would reduce CO2 equivalent emissions by 60 percent to 

80 percent by 2050. AEP's decision not tojoin USCAP is 

based on several factors, including: 

1. the proposal's lack of a price-based safety valve to pre­

vent undue economic harm: 

2. the recommendation that allowances transition to be 

fully auctioned instead of freely allocated: and 

3. AEP's belief that near- and intermediate-term emission 

reduction targets may be too onerous to be achieved 

cost-effectively. 

2008 Projected Coal Consunnption by Origin 
(AEP burns approximately 76 million tons of coal per year} 

Powder River Basi 

& Other 43% 

Nor thern 

Appalachia 33% 

Central 

Appalachia 24% 

We support another GHG cap and-trade proposal-

Senate Bill 1966, the Low Carbon Economy Act of 2007, 

introduced by U.S. Sens. Jeff Bingaman (D-N.MJ and 

Arlen Specter (R-Pa.) that provides the best balance of 

current legislation in addressing these key issues. 

THE ROLE OF COAL IN OUR FUTURE 

For all its challenges, coal remains an important energy 

resource for the future. It is an abundant, domestic and 

relatively inexpensive source of energy. Fully one-half of 

America's daily electricity supply comes from coal and no 

other fuel is capable of meetii^ that need on a cost-effective 

basis. Twenty-five of AEP's 61 power plants burn coal to 

generate electricity, accounting for 68 percent of our total 

generatii^ capacity. 

In recent years, however, coal-fired power plants have 

become increasingly difficult to site and build. Our pro-

Coal fuels 68 percent of AEP's generat ing capacity-

Much of it is del ivered to our plants by barge. 
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Coal Delivery to AEP's Power Plants 

Rail Direct 40% 

Barge Direct 28% 

Bai l 'Barge* 17% 

Truck 9% 

Conveyor B e l t 6 % 

•Reflects coal delivery by rail and barge 

posed Oklahoma plant was turned down, one of 59 U.S. 

plants that were cancelled, delayed, or abandoned in 2007 

because of objections to coal. Such setbacks make it increas­

ingly likely that demand for electricity will outstrip sup­

ply in the next decade. Given the aging infrastructure we 

have today, these delays may well cause higher prices and 

supply concerns-without creating any major environmen­

tal benefits. 

We believe that climate change will not be solved 

through a single solution, but rather through multiple op­

tions and pubUc policies to support them. Advanced coal tech­

nologies such as Integrated Gasification Combined Cycle 

(IGCC), ultra-supercritical pulverized coal, renewable en­

ergy purees, energy efficiency and DSM programs for con­

sumers, new nuclear power plants, and new transmission 

and distribution infrastructure are all needed to make our 

electricity system more efficient and must all be part of 

the solution. 

PROGRESS & CHALLENGES WITH TECHNOLOGY 

While we actively support programs to reduce the growth in 

demand, that still leaves us with a need for new generation 

capacity- a need that is particular^ imminent for our south 

western operating companies. Balancing this need along­

side our respor^ibility to protect the environment will re­

quire the development of new technology, an area in which 

AEP has excelled. 

ULTRA-SUPERCRITICAL PULVERIZED COAL 

In 2006, we proposed building two ultra-supercritical pul­

verized coal power plants-in Arkansas and in Oklahoma. 

Ultra-supercritical coal plants are more efficient than tradi­

tional coal plants. Because they burn less coal per kilowatt 

hour produced, they also emit less CO2 on a per-kilowatt 

hour basis. Arkansas regulators approved the 600-MW 

$1.3 billion John W. Turk Plant last year with conditions 

we accepted, giving us room to develop technology while 

meeting our obligation to serve our customers' needs. 

Louisiana regulators approved it in March 2008. (We are 

awaiting approval from regulators in Texas.) One of the 

conditions is that we report annually on our progress on 

carbon capture and storage technologies. The plant, to be 

built in Arkansas, could serve customers in all three states, 

Turk Plant will emit carbon dioxide, which we plan to large­

ly offeet with reductions elsewhere m the system. 

CARBON CAPTURE & STORAGE 

We are working on two different types of carbon capture 

technology for coal-fired power plants. The first is a 20-MW 

AEP's Carbon Capture & Storage Initiative 

I 2 0 0 9 Va l i da t i on Pro jec t 

MOU (Alstom & RWE) 

CO2 Storage 

(Battelle) 

• 

I 2012 Commerc i a l Ope ra t i on 

MOU (Alstom) 

I 
CO; Storage 

EDR 

(Seim Green) 

I 

O 

AEPwtlhnstell carbon capture on two coa!-tired power plants-

the lirst comtnercial use ofttiis technology. 
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chilled ammonia process that we are developing in con­

junction with Alstom and RWE (a German utility) at our 

Mountaineer Plant in West Virginia. The Mountaineer Plant 

pilot project, on which we are collaborating with Battelle, 

would capture up to 100.000 metric tons of CO2 per year, 

which would be stored underground in deep saline aquifers. 

Once the chilled ammonia technology is validated our 

plan is to deploy it on a commercial scale at a plant in our 

western service territory, delivering the captured C02 for 

use in enhanced oil recovery. This will help the region to 

recover its natural resources and will defray the high costs 

of carbon capture technology. 

We are piloting the second GHG reduction technolo­

gy, an oxy-coal combustion process, with 16 other utilities 

on a lO-MW scale to verify feasibiUty and understand the 

commercial issues. If it proves feasible, we plan to retrofit 

an existing 150-600 MW unit by 2020. It would result In 

the capture of 3,000 or more tons of COg per day. 

There is increasing pressure for new coal plants to 

employ these full-scale carbon capture and storage tech­

nologies from the start. We feel this is an unreafistic ex­

pectation that could delay bringing the technology forward 

to full commercial scale. We are pushing the technology 

forward as fast as we can. In the meantime, we are facing a 

growii^ demand for energy - one that cannot be met with­

out near-term construction of new plants. 

In its testimony support ing A£P's 
West Virginia IGCC plant, the Clean 
Air Task Force said: 

It is unusual for an environmental 
group to support construction of a new 
coai power plant. Current projections 
indicate that coal-fired electricity' 
generation will continue to grow in 
importance, however, over the next 
several decades. In fact, recent analysis 
by the United States Climate Change 
Science Program indicates that global 
coal-based electricity generation could 
double or even triple by the year 2050. 
Advanced technology will be vital to 
ensuring that such rapid growth does 
not threaten the world's environment. 
In particular, coal gasification, a process 
in which the energy stored in coal can 
be put to productive use while rendering 
coal's impurities more benign, offers 
a way to bring coal use into the twenty-
first century without sacrificing the 
environment or the economy. 

INTEGRATED GASIFICATION COMBINED CYCLE (IGCC) 

In West Virginia, the Public Service Commission approved 

our 629-MW IGCC plant; we are appealing a negative deci­

sion from the Virginia State Corporation Commission. We 

are ready to begin construction when all approvals are in 

hand. The plant, estimated to cost $2,23 billion and take up 

to 48 months to build, would be built in West Virgima but 

serve customers in two states - West Virginia and Virginia. 

A second IGCC plant proposal in Ohio has regulatory sup­

port but faces legal challenges. The Ohio Supreme Court in 

March ruled against AEP and returned the case to the Pub­

lic Utilities Commission of Ohio. Some of our stakeholders 

support adding carbon capture to these plants. We are pre­

pared to go forward with regulatory aspects of such an action 

when the economics of this technology become clearer. 

The promise of bringing IGCC technology to com­

mercial operation gained momentum in 2007 when Indiana 

regulators approved a similar proposal by Duke Energy to 

build a 630-MW IGCC plant-bucking a nationwide regu­

latory trend against coal-fueled power plants. Although 

IGCC plants are more expensive than conventional pulver­

ized coal plants, they are considered to be more compatible 

with carbon capture technology and have fewer negative 

impacts on the environment. One stakeholder, the Clean 
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Air Task Force, supported the Duke proposal and is pub­

licly supporting AEP's proposed plant in West Virginia. 

For more information about these technologies, please 

visit www.AEP.com/cr/techttologies. 

FUEL DIVERSIFICATION 

In addition to developii^ new coal technologies, we are 

liu:reasing the diversity of the fuels we use to produce elec­

tricity. Today, 68 percent of our enei^y comes from coal. 

We have not yet determined what the right percentage is. 

but actions we have taken will drive it lower and develop a 

more diverse electricity supply. We are building or buymg 

more natural gas-fired plants to meet peak demand peri­

ods, such as the summer coolii^ season. Natural gas units 

emit about half the CO2 compared with similarly-sized 

coal units. However, natural gas is subject to price volatil 

ity and supply issues. 

In 2007, AEP added 12 gas units with a total capacity 

of 2,020 MW. These plants will emit approximately 8 mil­

lion metric tons of C02 during the next decade, based on 

projecteddemand.comparedwithlGmillionmetric tons for 

the equivalent ooal-fired production. 

OUR COMMITMENT TO REDUCE EMISSIONS 

As a founding member of the Chicago Climate Exchange 

in 2003, AEP committed to cumulatively reduce or offset 

46 million metric tons of carbon dioxide (CO2) hy 2010. 

2006 U.S. GHG Emissions (milhon metric tonsi 

Other GHGs 13,591 Methane (605) 

Ni t rous Oxide (379) 

High-GWP 

Gases* (158> 

Electric 

Power Sector 

Carbon Dioxide 

(2,344) 

* High global warning potential gases 

Source: Energy Information Administration, November 2007 

Through 2007, we have reduced or offset 43 million metric 

tons of CO2, and we are on track to meet our commitment. 

We have done so by improving the efficiency of existing 

plants; retiring older, inefficient units; substantially reduc­

ing the leakage rate of sulfur hexafluoride (SF6)-a potent 

GHG-from transformers; increasing renewable energy 

resources: and conserving trees and reforested lands in 

the United States and abroad. 

For the future, we have planned improvements to our 

existing power plants that will further reduce GHG emis­

sions by more than 400,000 tons per year by 2010. We out­

lined our post-2010 strategy in our first Corporate Respon­

sibility Report and predicted our emissions would grow by 

as much as 10 milUon to 15 million tons annually between 

2011 and 2020 as we build power plants. We committed to 

offset CO2 emissions by an additional v̂  million tons annu­

ally through offsets, as follows: 

• Purchasing an additional 1,000 MW of new wind power 

by 2011 and addmg some of it in our eastem states. In 2007 

we s^ned agreements to buy 275 MW of wind energy that 

will serve customers in Indiana, Michigan, Virginia and 

West Virginia. In January 2008 we began receiving deliv­

ery ofthe first 75 MW of wind-generated power. 

• Investing in domestic offsets. AEP signed an agreement 

in 2007 with the Environmental Credit Corp. to purchase 

4.6 million carbon credits (one carbon credit is equal to 

reducmg one metric ton of CO?) between 2010 and 2017. 

The credits would be created by capturing and destroy­

ing methane on 200 U.S. livestock farms, at least half of 

which will be within our 11-state service territory. The 

first two manure "lagoons" to capture methane were com­

pleted on a farm in upstate New Yorit in December. These 

credits will offset 0.6 milUon metric ton of CO? between 

2011 and 2017. 

• Increasing our investments in domestic offsets, includ­

ing forestry, between 2011 and 2020. As described in the 

offsets section that foUows, investments in new forestry 

projects have been hampered by the conversion of lands 

to grow crops, often for biofuels. 

http://www.AEP.com/cr/techttologies
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• Offsetting 0.2 million ton of CO2 emissions from our 

mobile fleet and aircraft. We achieved this goal in 2007 

and we took steps to mcrease the number of hybrid elec­

tric vehicles in our U,000-vehicle fleet. Of 542 light-duty 

vehicles planned for purchase in the coming year, 31 per 

cent will be hybrid or flex fuel. 

We remam committed to our post-2010 climate change 

strategy in terms ofthe overall goals, but our recent experi 

ences demonstrate the need for flexibility in how we can 

achieve them in a cost-effective manner. Some ofthe many 

tactics we are using to reduce 

our carbon footprint are de­

scribed in more detail below. 

"^ 

ENERGY EFFICIENCY & DSM 

AEP is committed to pursuing 

energy efficiency and DSM 

programs in all of the states 

in which we operate. We be­

lieve these programs should 

be an important part of our 

Integrated Resource Plan. The 

challenge is that we have some 

of the lowest electricity rates -̂

in the country, making it difficult for such programs to 

pass the "cost-effectiveness" tests that can motivate be­

havior changes. Reasonable cost recovery is an issue for us, 

too. in some jinrisdictions. We support greater consistency 

across suppfy-side and demand-side cost recovery treatment 

but continue to face a regulatory preference for supply-side 

investments in many states. 

Much to the frustration of some stakeholders, we previ­

ously did not have a clearly defined policy on energy effi­

ciency. In 2007, therefore, we clarified our policy and devel­

oped a strategy (through our gridSMART^ initiative) to take 

us beyond traditional energy efficiency and DSM programs. 

We fully support programs that result in additional con­

servation and reduction-critical components in address­

ing climate change. We have ongoing programs m Kentucky 

AEP has good intentions but is 
bumping up against challenges it didn't 
see coming or knows how to address. 

It felt like you just shrugged your 
shoulders and moved on. 

We have to look at unintended 
consequences and we want to know 

that AEP is at the table on these 
policy issues. 

Laura Belleville, Appalachian Trail Conservancy, 
referring to unforeseen challenges. 

and Texas, have recentfy initiated several programs in Ar­

kansas, and have requested approval for programs and re 

lated cost recovery in Oklahoma and Indiana. As part of our 

gridSMART" initiative we will begin approaching regu­

lators, customers and other stakeholders in the remaining 

states we serve. (For a state-by-state review of energy ef­

ficiency programs and actions in AEP's service territory, 

see www.AEP.com/cr/energYef^ciency.) 

Energy efftciency strategy must go far beyond chang­

ing light bulbs and rebates. Our gridSMART'" initiative 

seeks to put consumers in con­

trol of electricity usage by 

givmg them the information 

about when energy is at peak 

demand, and when there is ex­

cess capacity in the system-and 

enabhng them to adjust their 

usage accordingly. Facilitating 

informed decisions by our cus­

tomers wfll help us reduce the 

number and length of outages, 

improve service and postpone 

the need for new generation. 

^ (Read more about gridSMART^ 

in the Energy Security, Reliability & Growth section.) 

Overall, our philosophy on demand-side efficiency is to 

help our customers understand the true value of electricity, 

in the belief that diey wfll be motivated to change how they 

use it-and be more Hkely to embrace technologies and rate 

structures that encourage energy conservation. Many of our 

stakeholders, including customers, employees and regula­

tors, agree with this philosophy and we will continue to 

work with them to make it not just a phflosophy but a reality. 

RENEWABLE ENERGY 

Many consumers are clamoring for dean, renewable energy. 

We are working to expand the options we can offer our cus­

tomers and help our states meet their clean ene i^ goals. For 

example, AEP Ohio's Green Pricmg Option program en-

http://www.AEP.com/cr/energYef%5eciency
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ables customers to buy Renewable Energy Certificates that 

represent power purchases of wind, solar and landfill gas. 

Wind power is the fastest growing source of renewable 

energy, accounting for approximately one-third of all new 

generation capacity in the United States last year- but solar, 

biomass, geothermal and hydroelectric energy are also in 

high demand. SmaU- to mid-sized renewable energy sources 

are relatively easy to tie into a customer's facility or the dis­

tribution system, but developing large-scale renewable re 

sources presents significant challenges. 

We need dramatic improvements 

in our nation's electrical infrastructure 

(i.e., transmission) capabilities if we are 

to deliver on the American Wind En­

ergy Association's goal of providing 

20 percent of the nation's electricity 

from wind. This can be achieved only 

with major investments m a transmis­

sion system that can deliver wmd en­

ergy from where it can be generated to 

where it is needed. 

The full potential of adding signif­

icant amounts of new large-scale renew­

able projects can best be reaflzed through 

cc^istruction of a new, modem interstate 

extra-high voltage (EHV) transmission 

system that could carry the power from 

where it is produced to where it can be 

used. A modern EHV transmlsaon system would also lead 

to less wasted energy, fewer emissions and greater access to 

affordable energy. (Read more about AEP's transmission vi­

sion in the Energy Security, Reliability & Growtti section.) 

GREENHOUSE GAS OFFSETS 

Credible, enforceable greenhouse gas offsets are needed to 

address climate change. AEP is investing in a variety of 

offsets-including forestry projects and methane capture, 

and many stakeholders would like us to expand our reach 

even bejrand our current efforts. 

Through the e8, AEP helped develop 
a 2,400 MW wind project to protect 

a fragile ecosystem in the Galapagos 
Islands. It is certified as a Clean 

Development Mechanism under the 
Kyoto Protocol, 

We invest in forestry projects because they support 

biodiversity while serving as an efficient method of carbon 

storage. We have not, however, been able to meet our 2007 

goal to begin triplit^ our annual investments in forestry 

projects due to competition for private lands from crop pro­

ducers. Such competition raises land costs substantially, 

making forestry offsets less cost-effective than other pro­

jects. In addition, the standards for forestry continue to be 

in a state of flux, so we are seeking projects that will "count" 

m the regulatory framework of the future. 

By expanding our original focus on for­

estry projects to include other kinds of 

verifiable domestic offsets, we remain 

oti target to meet our post-2010 carbon 

offset goals. We will continue working 

through these emerging issues with our 

stakeholders to resolve differences of 

opinion to stay on track in terms of total 

climate change impacts. 

OUR INTERNATIONAL 

EFFORTS ON CLIMATE CHANGE 

AEP's involvement with the World Busi­

ness Council for Sustainable Develop­

ment (WBCSD) has provided us with an 

international forum to share technology, 

promote sound policy and identify low-

carbon options that provide a secure and 

sustainable electricity future. This is a step in the right 

direction to ensure that most of the burden of reducing COa 

emissions doesn't fall unfairly on the United States or on 

any other single nation. (For more information about our 

wori< with the WBCSD, see die Public Policy section) 

Our leadership m the San Cristobal Wind Project in 

the Galapagos Islands, and in hosting one of two e8 en­

vironmental performance workshops, has faciUtated other 

projects being undertaken through the e8 to share sustain­

able energy knowledge and expertise with developing 

nations. The United Nations showcased the San Cristobal 



44 Climate Change EXHIBIT JH-1 
Page 46 of 68 

Wind Project as a model for other nations and project de-

\«lopers. The e8 companies agreed to move forward with 

three more renewable energy projects in developing na­

tions involving hydro and solar power. 

OUR WORK AT HOME 

AEP is actively engaged in the national discussion to shape 

climate change legislation. The ChicE^o Climate Exchange 

provides a good model for a federal cap-and-trade pro­

gram. We have joined with others to support poUcies that 

foster advanced coal technologies, such as carbon capture 

and storage, at both the federal and state levels. 

Our actions on this front include participating in the 

U.S. Environmental Protection Agency's Advanced Coai 

Technology Work Group, which focuses on identifying 

harriers to and incentives that promote the rapid develop­

ment and deployment of coal technologies. 

AEP's chief executive officer chairs the Business 

Roundtable's Energy Task Force, which has released a 

comprehensive vision and action plan for America's ener­

gy future, recognizing the need for a diversity of fuels and 

for public policies to support technology, reduce emissions 

and promote energy efficiency. 

We were disappomted with the U.S. Department of 

Energy's (DOE) decision to end its funding for the Future­

Gen project-the first near-zero emissions coal power plant. 

We contmue to support this project, and will also support 

additional funding of carbon capture and storage projects. 

The DOE has restructured FutureGen funding toward 

advancement of carbon capture and storage (CCS) technol­

ogy. DOE has issued a Request for Information (RFI) on 

this new proposal. We have responded and have identified 

several carbon capture and storage initiatives that AEP 

has undertaken. We look forward to working with the DOE 

and are willing to take action on both FutureGen and 

CCS projects. • 

Useful web l inks: 

www.chicagocl imateexchange.coin 
www.awea.org • www.e8.org • www. ipcc.ch 

Challenges, Goals, Progress { (.. linidic ChauQ 
^ ^ ' • 

Chal langa Goal Progress 

Reduce or offset apixoxlniately 46 mUUon metric 
tcais of carbcm dioxide equtvalent ^nissicns 
betweei 2003 and 201Q, In ̂ ite of uncertainty how 
these voluntary reductions will be (reated under 
federal cUinate legislation. 

Meet our CCX commitment throi^h 2010 throu^ 

a broad portfolio of acttons: 

- Power plant efficiency imiM-ovements 
- Renewable generation. 
• Off-sy^em GHG reduction projects, 

Including forestry. 
• Direct pjrchase of emission credits through CCX. 

TTirou^ 2007, reduced or crflset CO2 emlssims by 
approximately 43 mlllic^ metric tore through power 
plant efficiencies. 
• Completed purchase agreement for 4.6 mtUlon 

carbon credits between 2010-2017 from methane 
capture from livestock. 

- Did nc^ meet foiestry goal due to ojmpetlng Inter­
ests for land that made it inefiiciraU and too costly. 

Wuh re further actions. AEP's emissions will 
increase by approxlmalely 10 mllUcn to 15 million 
metrk: tons tietween K)1D and 2020, as new generat-
ir^ plants come aiilne. 

Implement our post-2010 strategy to reduce carbon 
dioxide eqiiivalait emissicsis hy approximately 5 
milUon niettlc tons per year: 
• Bring new carbon capture and stcrage technology 

to commercial operatioa 
• Invest in other advanced coal teclmologles, Includ­

ing IGCC and U5C. 
• Increase renewable energy. 
• Invest in a range of ofisets. Including methane 

CE t̂ure and forestry. 

• Implement EE/DSM programs to reduce 
consumption. 

• Signed three lQng-4:Brm power agreements fra 
275 MW wind; 75 MW online January 2008 with 
remainder scheduled to be online Decemba* 2008. 

• Mountaineer chilled ammoita carbon capture and 
storage (CCS) fMtJject e>q3ected to tiegin operation 
in 2009. 

• Commartal operation of CCS at a power plant 
likely to begin in 2012. This prqjed: will reduce 
emissions by 1.5 million metric bins per year. 

• Arkansas and Louisiana regulators gave condidon-
al ̂ fffoval to u s e plant Texas approval pending. 
Oklahoma regulator rejected second USC plant 

• Proposed IGCC plant in West Virginia approved 

http://www.chicagoclimateexchange.coin
http://www.awea.org
http://www.e8.org
http://www.ipcc.ch
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Challang« Goal Progress 

Make efficiency m îs îVQaiMits to power plants 

and FSJre less efficieiit, older plaits. 

Offeet COTpcsBte raobUe fleet and aircrafl 

emisslcns. 

but rejected in Virginia; legal challenge to 

Ohio IGCC sent back tD PUCO. 

Identified efl&cieocy improv ements to power 

plants to potential^ reduce CO^ emissions by 

1.1 million tons peryear. after 2015, 

31 percent of 542 new light-duty vehkles ordered 

for 2008 me hybrid or fle« fuel. 

Reduced mobile fleet emissions, includuig aircraft, 

through carbon credits. 

Implemrait cost-effective euetjy eSioiency and 

DSM [ffcgrams that raoavate customers to reduce 

e n e i ^ consumptioa 

Collaborate with stakeholders to (ring ccst-effectlve 

EE/DSM pro^Bms to regulators, resulting in both 

MW and MWh reductions, delaylr^ demand for 

new generwon. 

Obtain regulatoiy suppcst for grtdSMARP" 

initiative, Including tradlttonal EE/DSM programs, 

new digital grid and smart metertr^ technology. 

Reduce 1.000 MW of demand by 2012-15 percent 

to come from AEP; 85 percertt to come from 

customer fx-ograms. 

Deploy 5 mllllcn smart meters ty 2015. with 

r e ^ a t c ^ support. 

' Develq3ed clearer policy on EEA)SM, 

• For complete state-by-state Information on 2007 

EE/DSM activities, see wwwAEP.ctm/cr/ 

BBersyetScfency 

• Kicked off gridSMART"' Initiative that Includes 

traditional EE/DSM prograni development and 

new technologies- Signed a^Bemera with Gaiwal 

Electric Co. tojolntly develop and d^ loy 

equipnent and technolcg>' jwc^rams to siqjport 

this Initiative. 

• Working coUabofaUvely with Indiana UtilKy 

Consumer Counsel to Implement lO.OtKi-meter 

pilot in South Bend, Ind. 

• Partklpatlon wltfi Leader^Mp Group of Nadonal 

Actiwi Plan for Energy Efficiency. 

Reasoijtile and achievable carbon controls (hat 

encoirage other natlcHis to participate, as descrUied 

In AEP's d l m s ^ diange policy. 

A market-based federal cap-and-trade program that 

Includes all sectors and sources, rewards early 

action, allows GHG offsets, su[^x)rts public arxi 

private furKllng for technology development. 

includes a safety valve on the maricet price for 

purchasing allowances that protects the economy. 

aDowances allocated based on historical emissions 

w i ^ only a small number of allowances (less than 5 

percent) auctioned or set aside for public benefit 

AEPsipxir ts S«)ate BUI 1766, the Low Carbai 

Economy Act of 2O0 7, Introduced by U S . 

Sais. Jeff Bingaman (D-N.M.) andArleti 

%)ecffir(R-Pa.). 

Ongcdf^ dlscussicffis wllh policymakers, 

industry peers and environmental stakeholders. 

SL^^iorted Business Roundtable Enei^Task 

Force report callii^ for diversified, dcmestic-

tesed energy supply mix, increased EE/DSM 

and more investment in new technologies, 

such as carbon capture and storage. 

Broad suppat for AEP/EEW provision for 

climate change legislation, 

Through participation in WBC SD. AEP is 

m e of 10 global companies to develop repeat 

outlining policies and technologies needed 

far sustainable electricity future. Report 

presented at U.N. climate negotiations in 

Ball, Indonesia, 

Hosted e8 coal power plant conference; 

engineers from Itidia and Indonesia participated. 

Through e8 participation. Galapagos wind 

energy project completed and brouj^t online 

Wind turbines displace partial need for diesel 

lliel for electricity, reducing Ihe ridt of fuel 

spills and emissions ths^ could harm the fragile 

ecosystem of the A r c h ^ l ^ o . Certified under 

Kyoto Protocol Clean Devetoproent Mechanism. 

AEP dcKiated and in^alled 12 f*iotovaltalc 

panels and funded training for long-term repairs 

and maintenance of both the solar and wind 

equipment 
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During 2007, AEP began several breakthrough projects 

designed to put more control in the hands of customers, bol­

ster the supply of available energy and strengthen the over­

all reliability of our system. 

The first is a major initiative called gridSMART^" that 

will allow customers to better manage energy demand, us­

age and cost. We will update and automate our electric 

distribution system so that customers will receive more 

reliable service while also having more choices about usage; 

we wUl have real-time Information about the status ofthe 

system; and we will have a greater abil­

ity to conserve energy through more 

efficient operations. To facilitate this 

system, we signed an agreement with 

the General Electric Co. to jointly de­

velop and deploy equipment and tech­

nology programs to enable these "smart 

grid" features. 

On the energy supply front, we re­

ceived conditional approval to build a 

more efficient ultra-supercritical coal 

plant in Arkansas and approval to build 

a commercial-scale Integrated Gasifi­

cation Combined Cycle (IGCC) plant 

in West Virginia. 

Rnalty, we reorganized our already 

stn>ng transmission operations as we advocate our vision 

for a nationwide extra-high voltage network that would add 

reliability and the ability to bring electricity from more di­

verse fuels to market. 

Despite these accomplishments and plans, many chal­

lenges remain. Although the Energy Information Admin­

istration's prctjected growth in electricity demand has been 

lowered to 1.3 percent a year through 2030. from the 1.5 

percent annual rate projected in 2007, that growth still will 

require new generating capacity. 

AEP is examining new rate structures that better link 

prices to the value of electricity at various times. Rates that 

increase with consumption provide price signals to cus­

tomers that encourage energy conservation. Any charge in 

rate structures will require investments in advanced meter­

ing and approval by state regulatory commissions. Those 

discussions, including time-of-day rates and others, will 

be addressed during regulatory filings this year. In each 

filing, the company will consider the impact on business, 

economic growth or vulnerable customers. 

GRIDSMARTs'̂  

Imagine being able to automatically postpone some energy 

intensive functions, such as running the 

air conditioner, hot water heater, pool 

functions or a manufacturing line, until 

after the hours of peak demand, when the 

cost is lower. With gridSMART"" cus­

tomers will have control in their homes 

and in businesses that doesn't exist to­

day, giving traditional energy efficiency 

and demand-side management programs 

a big technological boost. 

gridSMARP'' is the cornerstone of 

AEP's energy delivery system of the fu­

ture. Not every need or technological in­

novation that customers will demand in 
The Dolan Chemistry Lab processes 

nsuiating oil samples from electrical equip- the future can be envisioned today, but 
nnent for maintertance support. „„ . . . . . . 

gridSMART^ is being designed to pro­

vide a much greater degree of flexibility than is now pos 

sible. gridSMART^ provides three major benefits: it adds 

automation and capabilities to allow customers to better 

manage their energy use and improve reliability; it allows 

AEP to monitor and operate its system more efficientiy and 

create fewer emissions; and it prepares the system for new 

technologies that could greatly affect how power is gener­

ated, distributed and consumed. 

Smart meters would communicate with an AEP data 

center to indicate the price of power at a given time and how 

much energy is being used. Coupled with time-of-day or 

other innovative rates. 

home or business own-
OtldBMAKr 

3 
U 
o 

i/i 

> 

Maryam Larijani, engineer, gridSMART*' equipment test lab 
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AEP's Transmission Operat ions Center, in 

New Albany. Ohio, is the nerve center of the nat ion 's 

largest e lectr ic i ty t ransmiss ion system 

ers would be able to decide how much they are willing to 

spend to perform a particular task now. versus waiting un­

til a lower rate is in effect. 

During periods of peak demand, customers might 

choose to cycle their air conditioning in 20-minute periods, 

for example, rather than run them continuously, or to turn 

off the pool pump for a few hours. Commercial and indus­

trial customers could postpone enei^y intensive manufac­

turing or business operations. 

The same technology would also allow AEP to better 

manage its system. Smart meters and distribution system 

equipment would enable us to connect customers remotely^ 

identify overload conditions more easily and reduce energy 

theft. The result would be more timely service for custom­

ers, fewer crews on the road, fuel savings and lower emis­

sions. gridSMART^" would enable us to identify outages 

more quickly rather than i\'aiting for customers to report 

them, and this would help us deploy repair crews sooner. 

gridSMART^" also incorporates more traditional en­

ergy efficiency and DSM programs, which could be imple­

mented independently of advanced technology. Because 

electric prices have been so low in our service area, these 

programs have had little appeal among customers and 

regulators alike. Low prices undermine Incentives to re­

duce consumption. 

Some of our stakeholders, including Natural Resources 

Defense Council. Ceres and the American Council for Eneigy 

Efficient Economies, continue to press us for programs and 

ideas that result in measurable reductions. At the same time, 

they recognize AEP's need for the cost of these programs 

to be recovered-while we recognize the value of continu 

ing to work with these groups toward achievable solutions. 

As rates increase because of higher fuel prices, envi­

ronmental upgrades, new plant costs and related factors, 

AEP expects that the appeal of these programs will increase, 

and that gridSMART^" will magnify their benefits for our 

customers. We will also continue to offer traditional pro­

grams such as home weatherization, lighting upgrades and 

high efficiency upgrades. Our goal is to offset 1,000 MW 

of demand by 2012 throt^h these efforts. 

gridSMART^ will help us to operate more efficiently 

and save energy with programs that range from installing 

energy management systems in our company buildings to 

upgrading to new transformers that reduce energy losses. 

We project that making these unprovements to our assets 

would yield 150 MW of our 1,000 MW goal in demand 

savii^s and provide 600 gigawatt hours a year in energy 

savings by 2012. 

The gridSMART^" initiative also involves technology 

development in the areas of fuel cells, large-scale batteries 

and other energy technologies. No one can say with cer­

tainty how these technologies will be adopted, the rate at 

which they will be deployed and what their final impact 

will be on traditional generation systems. 

Among the technologies we are leaders in deploying. 

AEP's Systemwide Reliability Performance 

2005 2006 2007 

SAIF I 

S A I D I 

1.546 

197.7 

1.51 

191.4 

1.519 

189.8 

SAIFI indicates the nurrber of sustainetl outages the average customer 

experienced during the year, 

SAIDiindicatestlie amount of time the average customer is without service due 

tc sustained interruptions during the year, measured in minutes Target is 186.4 
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GENERATION 

M U L T I - F A M I L Y 
HOUSING 

ENERGY DELIVERY 
SUBSTATION 

By p rov id ing real- t ime in format ion about 

costs and usage to customers , g r i dSMART" 

w i l l erwMurage energy conservat ion and bet ter use of resources 

NGLE-FAMILY 
H O M E S 

C O M M E R C I A L / 
INDUSTRIAL 

as discussed in last year's report, are sodium sulfur or NAS 

batteries, which can be deployed to support local circuits and 

take the strain off substations nearlng capacity load. These 

batteries can support megawatt-sized loads for hours in the 

event of an outage. Their steady supply of power also helps 

offset power quality issues. They can delay the need for ex­

pensive substation i^grades for years, facilitating a better 

prioritization of capital. Once station upgrades have been 

completed, the batteries are easily moved to a new location. 

AEP installed its first megawatt-scale NAS battery 

in 2006 and ordered three two-megawatt NAS batteries in 

2007. which will be delivered and deployed this year. We 

expect to have 25 megawatts of NAS batteries in place by 

the end of 2010. 

Another technology with significant potential to re­

shape the utility business is the plug-in hybrid electric 

vehicle, or PHEV. We are working with the major auto 

manufacturers to determine their likely rate of adoption. 

General Motors. Ford and Toyota have announced plans to 

introduce PHEVs, which will recharge from 110-volt cir­

cuits, before or in 2010. 

Plug-in electrics have the potential to significantly al­

ter utility load profiles. The utility industry goal is to en­

courage customers to recharge at night, when demand is 

lower and capacity is available. 

More importantly, PHEVs can improve die nation's en­

vironmental profile. PHEVs eliminate automobile green­

house gas emissions, which are a m^or contributor to green­

house gas levels worldwide. Power plant emissions will 

increase, which will offset some of those gains. However, 

power plant emissions come from much fewer sources and 

are concentrated, which makes them easier to capture. As 

described earlier, AEP and others are developing technol­

ogies to capture carbon dioxide from coal plants. 

All of these elements are part of gridSMART^. De­

ploying the technology will vary by state and is subject to 

regulatory approval and cost recovery. Each of our operat­

ing companies will develop plans to roll out these technol­

ogies and will work with their regulators on cost recovery. 

To support the gridSMARP" effort, AEP and the Gen­

eral Electric Co. agreed in 2007 to jointly develop and de­

ploy equipment and technology programs. The agreement 

calls for two pilot programs to be conducted in two mid­

sized cities to test the equipment and customer response. 

Those cities have not yet been identified. A small pilot pro­

gram will be conducted in Indiana as part of a settlement 
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agreement with regulators. AEP's goal is to have all 5 mil­

lion smart meters in place by 2015, if regulators approve. 

TRANSMISSION 

The nation's existing transmission system is aging and in­

sufficient to meet long-term energy needs. It was built to 

serve utility load and to enhance reliability among inter 

connected utilities - not to facilitate the transfer of energy 

in a competitive marketplace. Nor was it designed to trans­

mit renewable resources, such as wind and solar power, 

which may be generated far 

from where it is needed. As de­

mands on our transmission sys­

tem evolve, so too must our ex­

pectations and, ultimately, how 

the system is designed. Our ex­

isting 765 kV system provides 

a good foundation for expand­

ing the nation's extra-high volt­

age (EHV) transmission net­

work to meet near- and long-

term energy needs. 

We support development 

of a national interstate EHV 

We need a true nationwide 
transmission version of our interstate 
highway system; a grid of extra-high 

voltage backbone transmission 
lines reaching out to remote resources 

and overlaying, reinforcing, and 
tying together the existing grid in each 

interconnection to an extent 
never before seen 

Suedeen Kelly, FERC Commissioner, Ju ly 23, 2007 

transmission system-the electrical equivalent of our inter­

state highway system. Such a system would jump-start the 

development of a robust, modern electric grid to reinforce 

the strength of the existii^ system and allow us to deliver 

power where it's needed, when it's needed. We believe the 

best way to develop this system is through federal oversight 

and to encourage its development through incentives. Such 

an interstate transmission system is essential to ensuring a 

sustainable future for the nation. We are committed to this 

vision and will work with others to advance it. 

A modern EHV system would eliminate bottlenecks, 

increase energy efficiency and congestion, and enable more 

renewable energy to be brought to market, foster greater 

competition and improve the system's reliability. For ex­

ample, in a stucfy completed in 2007 in conjunction with the 

U.S. Department of Energy (DOE), the National Renew­

able Energy Laboratory, and the American Wind Energy 

Association (AWEA), AEP determined that a 19,000-mile 

765 kV transmission system that overlays the existing net­

work could help achieve AWEA's long-term goal of secur­

ing up to 20 percent ofthe nation's power from wind. 

The system, as proposed, would cost approximately 

$60 billion to build (in 2007 dollars), which represents one-

third the cost of comparable capacity at 345 kV. It also uses 

less than one-quarter ofthe land needed for a right-of-way 

N̂  of an equivalent 345 kV system. 

In addition to the benefits 

of bringing more renewable 

power to market, such a 765 kV 

network would free capacity on 

lower voltage transmission hues 

(such as existing 5(X) kV, 345 kV 

and 230 kV circuite). This is par­

ticularly in^ortant because this 

additional capacity provides 

more operational and mainte­

nance flexibility and signifi­

cantly improves reliability and 

^ efficiency. 

Many of our stakeholders generally support new trans­

mission but are cautious in their support because they want 

certainty that AEP will consider factors such as biodiver­

sity when siting and building new lines. Some customers 

have told us the growth of AEP's transmission system is 

tied to the growth of their companies because they can 

only expand and grow where they have access to the elec­

tricity needed for their businesses. 

Our vision for a 550-mile transmission line from West 

Virginia into New jersey, announced in January 2006, is 

becoming a reality. The first step is a joint venture with 

Allegheny Energy to build the 290-mile _^^^ .^^^^-^^^ 

?? 

Potomac-Appalachian Transmission High 

line (PATH). One section of the route-

244 miles-will consist of 765 kV trans-

agg>. 

m^KMmm 
^kffltu^iKt 
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mission lines. 

The project Is slated to start at AEP's Amos substa­

tion near St. Albans, WVa., and run to Allegheny's Beding-

ton substation, near Martinsburg, W.Va. Anotter 46 miles 

will consist of 500 kV transmission lines from Beding-

ton to a new station to be built near Kemptown, near Fred­

erick, Md. The Kemptown segment will be owned solely 

by Allegheny Energy. Siting studies for these projects are 

expected to begin in 2008. 

While PATH has received approval from PJM Inter­

connection LLC. the regional transmission organization 

responsible for transmission planning for the area, state and 

local approvals must still be obtained. PJM has identified 

the corridor as an area in critical need of additional trans­

mission capacity and has requested that the new line be in 

service by 2012. 

In addition, the PATH project falls within an area that 

has been designated by the DOE as a National Interest Elec 

trie Transmission Corridor, which recognizes the need to 

address reliability and congestion concerns in the region. 

AEP believes that completing PATH will improve energy 

efficiency and provide greater reliability while reducing 

high congestion costs for the eastern PJM region. 

We also received regulatory approvals to form a joint 

venture with MidAmerican 

Energy Holdings Co., known 

as Electric Transmission 

Texas (ETT). We have begun 

assigning major transmission projects to ETT and we also 

advocated a proposal to build 1.000 miles of transmission 

lines in Texas to support the state's development of its Com 

petitive Renewable Energy Zones. We also signed an agree­

ment with ITC Transmission to evaluate the feasibility of 

extending 765 kV fines through Michigan. 

In response to the growing importance of these op­

portunities to expand the nation's EHV system, the trans­

mission organization was reorganized to report direcdy to 

AEP's chairman. 

GENERATION & PLANT EFFICIENCY 

AEP's plans to build two ultra-supercritical coal plants met 

with only partial success. The John W. Turk Plant was ap 

proved in Arkansas and Louisiana and now awaits approval 

in Texas. This facility will use the latest technology to cre­

ate electricity more efficiently than traditional coal plants. 

AEP believes that coal must remain part of the nation's 

generation because of its availability, consistent perfor­

mance and low cost. This technology is an important part 

765 kV Line Footprint 

765 kV transmission maximizes land 
use, providing the greatest capacity 
increases and requirtng the least 
amount of land, 
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of our country's ability to use coal in the future. We will 

continue to develop coal and carbon capture technologies. 

The second plant, proposed for Oklahoma, was not ap­

proved. As a result, Public Service Company of Oklahoma 

is workii^ with its stakeholders to assess how we will meet 

growing energy demand in that region. (See the Climate 

Chan^ sectioti for more information on this topic.) 

AEP also continues to pursue the construction of two 

IGCC coal plants, which convert coal into a gas before 

combustion. IGCC plants can be highly efficient and can 

be more easily configured for carbon capture than pulver­

ized coal plants. Plants are tentatively planned for West 

Virginia, which would serve Appalachian Power custom­

ers in West Virginia and Virginia; and in Ohio. 

The West Virginia Public Service Commission ap­

proved the 629-MW IGCC plant for Appalachian Power in 

March 2008. Unfortunately, the Virginia Public Service 

Commission has denied our request to recover the cost 

of building the plant. We plan to appeal the decision. 

This plant is important to meeting the needs of both states. 

Because ofthe Ohio restructuring law that took effect 

in 2000, the proposed Ohio plant faces legal challenges. The 

Ohio Supreme Court ruled in March 2008 that the plant 

cannot be added to the regulated companies' rate base and 

sent the case back to the Public Utilities Commission of 

Ohio. We hope to resolve the issue. 

Our stakeholders support adding carbon capture tech­

nology to these plants. We are prepared to go forward with 

AEP Chairman Mike Morris (left) leads a tour of the Cook Nuclear 
Plant for U.S. Energy Secretary Samue! Bodman (right). 

regulatory aspects of such an action when the economics of 

this technology become clearer. 

We are not building only coal plants; other fuels have 

a role to play as well. Natural gas plants continue to be add 

ed to our generation fieet because of their favorable emis­

sions profiles, quick build times and scheduling flexibility. 

In 2007, AEP added 12 gas units with a total capacity of 

2,020 MW. Although natural gas has a useful place in our 

national energy system, it also has Its limits due to price 

volatility and supply issues. 

In addition to building more generating capacity, we 

are also focusing on supply-side efficiency in order to make 

the best possible use of existing generating capacity. Gen 

crating unit efficiency is expressed in terms of heat rate 

- the amount of energy required to generate one Idlowatt 

hour of electricity. The less energy that is needed, the more 

efficient is the plant. 

AEP has long been a leader in efficiency. Our system-

wide average heat rate for AEP-owned coal-fired units was 

9,962 Btu/kWh in 2007. In 2006, our heat rate was 9,915 

Btu/kWh. which is just under 4 percent better than the na­

tional fossil fuel average of about 10,300 Btu/kWh. Heat 

rate increased in 2007 primarily because of the addition of 

three scrubbers. As additional environmental controls are 

retrofit on plants, efficiency decreases, as reflected by an 

Increase in heat rate. 

To improve plant efficiency, we routinely evaluate 

design improvements and have formed the Generation 

Performance Team to develop an integrated performance 

monitoring program for heat rate Improvement and to 

provide guidance for a coordinated, disciplined approach 

to performance improvement. We also incorporate heat 

rate targets into the Generation group's incentive com­

pensation program. 

NUCLEAR ENERGY 

Nuclear energy is again being considered a viable option for 

new generation, primarily as a response to climate change. 

We believe that nuclear should be among our power options 
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for new generation in the future. 

AEP has operated the Donald C. Cook Nuclear Plant 

near Bridgman. Mich., since 1975. The Cook Plant received 

20-year extensions of the licenses of each of its operating 

units in August 2005. As a result of those extensions, a 

number of long-term projects to improve plant reliability 

and capacity, including the replacement of high-pressure 

turbines, are being Implemented. 

In 2007. a routine emergency plan siren performance 

test activated sirens in 23 minutes in lieu ofthe required 15 

minutes and was counted as a test failure of Cook's emer­

gency siren system. The plant staff identified and corrected 

the component that failed. A subsequent Nuclear Regula­

tory Commission inspection of Cook's Emergency Plan­

ning Program early in 2008 confirmed that the issues that 

led to the failure have been resolved. 

We continue to study the possibility of adding more 

nuclear capacity to our system. As prices increase for new 

coal units and greenhouse gas regulations remain uncer­

tain, some state commissions are expressing greater inter­

est in nuclear power. We continue to look at all options 

when considering new generation. 

While nuclear energy does not produce greenhouse 

gas emissions, the issue of nuclear waste storage is signifi­

cant, costly and unresolved. (Please see the Environmental 

Performance section for a further discussion of this topic.) 

TESTING OUR RESILIENCE 

As a system that serves 11 states in an area from Virginia 

to Texas, our resilience is tested routinely. A part 

of our service territory is often under some sort 

of outage and AEP crews respond as quickly as 

possible to restore power. 

We are tested around the clock by storms, 

flood, lightenii^ and equipment failures. Because 

of advance planning, companywide coordination 

and attention to detail, AEP is able to marshal 

resources to restore service in our own areas and 

in other utilities' service areas as wfell. 

Two severe ice storms tested AEP's resiliency 
in Oklahoma in a 12-month period. 

In our own service territory. Public Service Company 

of Oklahoma suffered widespread service interruptions 

twice in a 12 month span from major ice storms. In Jan­

uary 2007. an ice storm knocked out power to 100,000 

customers. Damage was so extensive that some customers 

were without power for 10 days, despite an influx of workers 

from nearby AEP utilities and others. In December 2007. 

another ice storm left a total of 260,000 customers without 

electricity in what some called the worst natural disaster 

in the state's history. Most of our customers had electricity 

service restored within eight days. 

The utility industry has an established process in 

which utilities help each other when major events over­

whelm their systems. Once that process is activated, we are 

capable of sending crews from throughout our system 

within hours of a call and even providing food and tempo­

rary quarters if the need arises. Through mutual assis­

tance agreements, many of those companies have 

also helped AEP in dire weather crises. AEP is 

routinely recognized by the Edison Electric Insti­

tute, the industry's primary trade association, for 

our ability to help other utilities. 

In 2006-2007, our crews provided assistance 

to 12 utilities across the United States. 

The company's Business Continuity Plan in­

cludes planning for a natural or man-made disas­

ter that destroys or renders unusable the com-
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Customer Satisfaction 
(national average = 82%} 

2004 ZOOS 2006 

87 4% 

2007 

80 5^ 

Overall Satisfaction 
with Utility 

Residential 
Customers 

Small Commercial 
Customers 

Source; Market Strategies (nternational 

pany'sheadquarters or other key facilities, or affects employ­

ees and their families. The plan is updated continuously 

and practiced routinely so that key business functions can 

be carried on without major interruption. Backi^ locations 

have been identified for key personnel and functions. Af­

fected personnel can be issued laptop computers to continue 

to work remotely. Plans have been expanded to include pos­

sible epidemics, such as the avian fiu, that could render a 

large number of employees unable to work. 

In addition to planning for unexpected disasters. AEP 

is also planning for the future leadership of the company. 

We have a senior management succession plan to ensure 

the company's future leadership sustainability. 

Resiliency is increasingly being recognized as a factor 

in sustainability. According to the Center for Resilience at 

The Ohio State University, of which AEP is a founding mem­

ber, "the key to sustainability of these systems is resilience, 

the ability to resist disorder" when referring to the combina­

tion of economic, environmental and social performance. 

According to the Center, enhancing resilience not only 

strengthens a company's operations and improves financial 

performance, it enhances many intangibles such as reputa­

tion, employee motivation and process excellence. • 

Usefu l web l inks: www.ge .com * www.n rc .gov 

www.res i l ience.osu.edu • w w w . f e r c . g o v 

C h a l l e n g e s , G o a l s , P r o g r e s s {Emrgvsectnitv Reliability & Growth} 

Challsnge Goal Progres: 

We need timely regulatciy approval to site and 
iMdld new ulilUy btfiastnicture to meet the growing 
demand for electricity and Improve reliability. The 
challraige lies In issues such as siting, regulatray lag 
in recov^lng costs and competing interests among 
s»keholders. 

Meet our obligation to serve customer demand with 
reliable, reasonably priced electricity wWle remain­
ing in ccKnpllance and recehing regulatory st̂ p̂orL 

Woik with and listen to all affected constituencies, 

Execute a transmlsslan plan to achieve t>est 
practliiss in reliability compliance, respond to 
ordered improvements by regional entitles, serve 
our dlstrlbutton syaem and otho' InteircwinectiCMis 
and replace aging equipment. 

A Distribution Rellablll^- Strategic Plan, incorporat-
ii% infrastructure, customer, regulatory and financial 
impacts for aU of AEP's distribution system, was 
develc^ed and is being inoorporated into the five-
year capital forecast However, cost recovery in 
future filings will determine ability to implement. 

Completed a needs assessment study in Michigan in 
cfmjuncticin with Inlematiaial Transmissicm Crap 
and are engaged Inject venture discussions to buUd 
Ihe prqnsed transmission tine In the study recom-
raendEOJon, with 3{^»oval fjrom the Michigan Pubbc 
Service Commlsskm and Gov. J^nlf^ Granholm's 
Eneigy Policy Ta* Force. 

Our vision for transmission is to develop a raUonal 
ittta^tate trarBmission grid that wculd imfffove 
reliability, reduce wasted energy through lower 
system losses and bring mixe renewable and 
new-technolc^ energy to mailcet The diallenge 
is ta vKx* with various rfakeboJders to advocate 

Complete conaructian of PATH transmission 
fSQJect by 2012, completii^ first half of 1-765 
^oject as originally proposed In 2006 and advanc­
ing the goal of creating a new Interstate transmission 
^^tem. PATH project recognized as critical to 
reliability and regional congestion issues: it falls 

AEP fbnned joint venture with Allegheny Ena-gy 
to build 290- mile PA'm line with 244 mUes of the 
line to be 765 kV. FERC afproved the formula rate 
that will go into effect Mardi 1, 2008, subject 
to refund, pending tie outcome of hearir^ ca-
settlement cUscusdons. 

http://www.ge.com
http://www.nrc.gov
http://www.resilience.osu.edu
http://www.ferc.gov
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Challenge Goal P r o g r e s s 

for a natlwial Interstate EHV transmission ^-stem 
vomis a series of strart-teim local fixes. 

within NIETC designation 

Build transmission infrastructure to suppcrf long-
range reliability and develc^Jmmt of new technology 
and renewable generation, like the Competitive 
Renewable Eneigy Zones (CREZ) In the Electric 
Reliability Council of Texas (ERCOT). 

Build coalitiOT of public support from industry, 
trade groups, NGOs. policymakers and others to 
demoretrate need and support for EHV irUerstate 
trarsmisslDn system. 

, '^P announced Etectric Transmisrfon Texas (ETT), 
ajolnt vHiture with MidAmerican Energy Holdings 
Co., In November 2007, An additional ^[soxl-
malely l,OiX)-mlle, high-voltage, hl^-capadly 
backbone transmission system proposed to state 
r^ulators and the ERCOT ITie first two stages 
ofthe prtqnsed Infrastructure would reinforce the 
ERCOT transmteston ^ d , providing access far up 
to 10 GW of existing and planned renewable enei^ 
projects in north and central West Texas. 

AEP announced another Joint venture with 
MldAmelcan, Electric Transmissicm America 
(ETA), ETA will be a 50-50 partner^^ identifying 
and investing in high-voltage transmission fyq)ef^ 
(345kVor h i ^ r ) located in Noth America, outside 
trf ERCOT. Through ETA, die companies intend to 
invest in transmission projects with a cost of at least 
$l(X}mt]lian or more. 

To delay the need for new generaticn, consumeis 
must change how diey use electricity and reduce 
their demand for it. Giving them the tools and 
tnfcKiTiation to make informed decisions aboiA how 
and wAien to use electricity requires new leĉ iDolo-
gies ccmbined with traditieaia] ene^y efficiency 
programs. The challenges include regulatory suppoit 
ftx this strategy and educating ccxisumeis about the 
value of electricity to affect dieir usage. 

ffldSMART^ Initiative provides the platfcrm 
to develop and deploy new technolo^, develc^ 
cost-effective eneigy efficiency jrc^iams and allow 
AEP to cperate more efficient^, creating fewer 
emissions. These dianges also posidon AEP (n 
better manage new techntdc^es Kich as PHEVs 
Achieve full regulatory support to allow deployment 
of 5 million smart meters by 2015. 

In 2008 we plan to complere Implementabon of a 
10,000-meter gridSMART^ pilot project tn the 
Soudi Bend Ind., area, file a multi-year Advanced 
Meter Infraslructure deployment plan in Te:Kas and 
abtsiix regulatory approval to demonstrate the ten-
efits of gridSMART^ technokjgies in two model 
clly deployments. 

Reduce ac offeet 1,000 MW demand throi^ energy 
efficiency programs by 2012, with 15 percent to 
come from AEP and 85 percait to come from 
customer programs. 

Deploy 25 MW of NAS battery storage by the end 
of 2010, With 5 MW installed in 2008. 

Increase diversity of fuel portfolio to reduce 
percentage of generation that relies on coal to make 
electricity. 

AEP and General Electric Co. agreed 
to jc4rBly dsvdap and deploy equi|mieot and 
technology programs. 

Launched comprehensive gridSMART "̂̂  initiative 
to cocffdinate technology and pnjgram development. 

Ordered three two-megawatt NAS batteries for 
deployment in 2008. Identified bcations where the 
batteries can be demonstrated. 

Committed to 2008 customer educatlrai campaign 
on energy usage through Clinton Gbbal Initiative. 

Offered DSM programs in several states. 

5 
o 

Having a diverse energy portfolio is critical to a 
secure energy future and streaigthens tiie nation's 
ability to reduce Its reliance on foreign energy 
sources. In addition, coal is becoming more of a 
global commodity, forcing us to compete Intsna-
tlonaUyforit 

Add 1,000 MW of wind power biy 2011. Added 12 natural gas units In 2007 with total 
capacity of 2,020 MW, 

Keep nuclear power in the fuel diversity and climate 
change discussions as a carbon emission-free 
generation soarra. 

Signed powa- purchase agreements for 275 MW of 
wind; 75 MW online in December 2007. Remainder 
to come online In 2008, 

The Donald C, Cook Nuclear Plant Implemented 
process and efficiency improvements to ensure its 
long-term operation. Both unUs received 20-year 
license extoislons 
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To be successful we must work with many different stake­

holders on an ongoing basis, not only when we need them. 

We face complex, global issues that require collaboration 

in order to achieve solutions. We must listen with an open 

mind to build mutualfy advantageous relationships that are 

groaned in trust, respect, honesty and a shared commit­

ment to collaboration. Whether we succeed will be for oth­

ers to determine. 

In the spirit of living these values, we organized a se­

ries of eight stakeholder meetings in 2007 and 2008 in order 

to hear different points of view on issues such as environ­

mental performance and dis 

cussions about work force plan­

ning and mountaintop mining. 

We reached out to customers, 

regulators, employees, com­

munity leaders, environmental 

groups, labor, conservationists, 

educators, investors and neigh­

bors of our power plants. 

Through this process, we learn­

ed about what we are doing well 

and received constructive sug­

gestions for improvement. This 

section reflects some of what we heard and how this report 

was influenced by our stakeholder engagement. 

To foster neutrality, AEP engaged SustainAbility, a 

London-based firm, to facilitate six ofthe meetings. Stake­

holders and AEP management. iiu:luding power plant man­

agers, senior executives and operating company presidents, 

had wide-ranging discussions on issues of mutual concern. 

These discussions will serve as a foundation for integrat­

ing stakeholder engagement as an ongoing process within 

our companies and at our power plants. 

Among those we met with were representatives of the 

Indiana Consumer Counsel, the Occupational Safety & 

Health Administration (OSHA), the Environmental De 

fense Fund, Arkansas Sierra Club, Virginia Polytechnic 

Institute and State University. Oklahoma Sustainability 

AEP, in partnership with the Columbus Housing 
Partnership, supported construction of this LEED home 
that will be sold to a lov^/-income family. Solar panels 

will provide part of the home's energy. 

Network, International Bnatherhood of Electrical Work­

ers (IBEW). Ceres, Wal-Mart Stores Inc., Kimberly Clark 

Corp., Texas Public Utilities Commission. Ohio University, 

Whirlpool Corp., Appalachian Trail Conservancy, Small 

Farm Institute of Ohio, AUianceBernstein Investments, 

Lord Abbett & Co.. a neighbor of our Rockport Plant, Uni­

versity of Arkansas and many of our employees. 

Many stakeholders were surprised that we invited 

them to participate in this process and welcomed the open 

ness it signaled. We asked them to be candid and assured 

them we were listening with an open mind. We learned a 

lot about how we are perceived, 

how we can improve, and how 

to forge relationships we never 

expected to have. 

Through this process we 

were able to identify gaps in our 

reporting, such as a lack of infor­

mation on mercury i^ues. Our 

employees expressed concerns 

about aging woik force Issues 

and related them to safety risks 

for inexperienced workers. 

Some employees did not under­

stand our approach to carbon offsets; one employee said 

it sounded like "we can't live up to all the expectations so 

let's buy some mulligans." 

One investor told us his clients are increasingly asking 

what companies are doing to be good stewards and recom­

mended we reach out more to socially responsible investors. 

The language and terminology we use came into ques­

tion at times. One stakeholder asked if we are opposed to 

mandates we don't like when we say "reasonable and volun­

tary" in talking about regulations. Others asked us to stop 

using the term "clean coal" because coal is not clean in their 

eyes. Nearly everyone who participated in these discussions 

agreed AEP must do more to educate customers, policy­

makers and the general public about the true value of elec­

tricity and the impact that unreasonable carbon regula-
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John Martin, left, chairman of The Images for Conservation Fund, and Julio Reyes, vice president of external affairs, AEP Texas 
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Here are some other comments we heard: 

" Do not underestimate how literate college stu­
dents are on energy issues. Thev' are quite sa\"\'y." 

Sonia Marcus, Sustainability Coordirtator, Ohio University 

" Pushing the envelope can be more challeng­
ing In a regulated utility eiivironnient. However, 
utilities that do can drive innovation and creativity 
throughout the industry." 

Kevin Christ, Wal-Mart Stores, Inc. 

" The way we talk about cost recovery for envi­
ronmental performance comes across as an excuse. 
It adds to the public mistrust of the company.'* 

Dave Pinson, unit operator. Big Sandy Plant 

" This section of the report is very positive: 
of all of them, this is the one Ihat demonstrates 
corporate responsibility, ethical behavior and 
concern for society where AEP operates." 

J.D. Strong, chief of staff. Secretary of Environment, State 
of Oklahoma, talking about Stakeholder Engagement section 

** People really want to know how we are connect­
ing with and giving back to our communities and 
how we treat our employees. This is a good start 
but we need to see more of it in future reports. 

JudyLitherland, administrator, Rockport Plant 

" It seems odd that we talked about celebrating 
a year with no AEP employee fatah'ty when we 
did have contractor and pubhc fatalities." 

Janet Smith, manager. Economic Development, 
Public Service Company of Oklahoma 

"We have to be responsible for our share and do 
something about what we can control and be respon­
sible. If the world doesn't survive, we won't either." 

Margarete Burch, technician, Utility 
Operations-West, talking about climate change 

tions will have on prices and on the economy. We were 

also qi^stioned why there were not more young people in 

volved because they will be living with and paying for the 

decisions made today for a sustainable energy future. 

WORKING WITH REGULATORS 

AEP's m^or subsidiaries are regulated utilities that must 

comply with laws and regulations at the federal, state and 

local levels. To increase rates or build new facilities, we 

must justify the need and obtain approval. Working with 

regulators is the only way we can serve our customers' 

needs cost-effectively while earning a fair return for our 

shareholders. 

We have always invested time to strengthen (rust and 

credibility with our regulators. During hearings for per­

mission to build the John W. Turk Plant in Arkansas, that 

state's Public Utility Commission (PUC) asked to visit one 

of AEP's plants before rendering a decision. We invited the 

regulators, the state's attorney general and the interveners 

to visit our Flint Creek Plant. 

SWEPCO understood the concerns of the local com­

munities that would be affected by the new plant's con­

struction and reached out across its three-state service ter­

ritory to outline the facts and answer questions. Months 

after testimony and stakeholder discussions began, the 

Arkansas and Louisiana PUCs conditionally approved the 

new plant-a significant milestone because it came at a 

time when other proposed coal plants around the country 

were being rejected. 

Our top priority is our employees', customers' and con­

tractors' safety and health. To improve our safety perfor­

mance, we invited OSHA to meet with management and 

employees and to visit our plants. 

Raising customer rates is and wiU be necessary to keep 

pace with the increasing cost of maintaining and operating 

AEP's system. When we needed rate increases in Texas, 

AEP Texas initiated a campaign to educate regulators and 

customers about why it was necessary. The Public Utilities 

Commission of Texas approved rate increases in 2007. In 

the case of Texas North Company (part of AEP Texas), the 

commission required us to make annual $50,000 contribu­

tions to the Texas Association of Community Action Agen­

cies to help subsidize electricity for low-income customers 

in its service territory. 
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WORKING WITH ADVOCATES 

After working with Ceres to develop the 2006 Corporate 

ResponsibiHty Report, we pledged to hold quarterly stake­

holder briefings. Although not quite quarterly, we did hold 

periodic meetings with Ceres, the Pew Center for Global 

Climate Change, the NRDC and the Environmental De­

fense Fund to discuss our climate change strategy and 

plans for carbon capture and storage. Our CEO and Chair­

man, Mike Morris, led most of these meetings. 

We continued to touch base with the Ceres stakehold­

er team (17 organizations) throughout the year. For exam­

ple, we briefed them when the New Source Review (NSI^ 

settlement was being announced, and when we decided to 

support the Bingaman/Specter climate bill in Coi^ress. In 

November 2007, we organized a stakeholder brieflr^ call, 

led by AEP Chairman Mike Morris. We also worked with 

other groups throughout the year, including The Great 

Plains Institute, the Clean Air Task Force, ACEEE and the 

National Wild Turkey Federation on various initiatives. 

When the Oklahoma Corporation Commission opened 

a notice of proposed rulemaking for development of energy 

efficiency programs, AEP seized the opportunity to work 

with stakeholders, including Ceres and the NRDC, on this 

issue of mutual concern. While they did not agree com­

pletely with our position, the dialogue we had was produc­

tive. We learned more about what is important to them in 

establishing energy efficiency programs and they learned 

how AEP recovers its costs for such programs. 

WORKING WITH OUR COMMUNITIES 

We believe that our vision for an interstate transmission 

system is necessary for America's energy future, but not 

everyone agrees. AEP's original 550-mile 765 kV trans-

mission line proposed to run from West Viiginia to New 

Jersey raised concerns among national park managers in 

the region. At the request of stakeholders, we met with 40 

national park superintendents in Gettysburg. Pa., to explain 

the proposed project and the potential impact on the many 

national parks in the area. We also shared our approach to 

AEP management routinely participates in 
webcasts for employees to discuss earnings and 

significant company announcements. 

working with communities, affected landowners and agen­

cies, such as the National Park Service. The session was 

well-received and we pledged to keep the group informed 

as the project develops. 

Our employees are often engaged ia forming relation­

ships between AEP and the communities in which we op­

erate. Habitat for Humanity, for example, receives signifi­

cant volunteer support from our employees. In 2007. AEP 

sponsored and buih a two-story home in Columbus, Ohio, 

through more than 2,400 hours of donated work- In anoth­

er volunteer effort, employees at the Welsh Plant in Texas 

set up a fund to help less fortunate families and to provide 

local children with Christmas gifts. Last year, the employ­

ees made home repairs, installed new energy-efficient ap­

pliances and donated gifts for a family faced with family 

medical hardships. 

STAYING CONNECTED WITH 

OUR EMPLOYEES & CUSTOMERS 

We take seriously our responsibility to keep our employees 

informed and engaged- We stay connected to our employ­

ees with an Intranet site ("AEPNow") that provides tools, 

information and resources; a monthly employee newslet­

ter ("Inside AEP") that is mailed home to ensure we com­

municate with all employees; quarterly employee webcasts 

scheduled around earnings announcements and other spe-

CO 
u> 
c 

UJ 

01 

0 

4) 

CO 



60 Stakfrholdcr Engagemeni 
EXHIBIT JH-1 
Page 62 of 68 

have begun a communications 

initiative, called "Sustainabil- / 

Mark Dempsey, front, vice president of external affairs 
for AEP in West Virginia, and Frank Brown, who lives along 

Morris Creek, stock trout in the creek, which was dead to aquatic 
life at the beginning of the century. AEP worked with local 

residents to restore the creek so it could support life. 

ciali^d communications. 

In 2007, we launched an internal blog that allows em­

ployees to sound off on a range of issues important to diem. 

"Open Mike" is another employee forum that meets pri­

vately and regularly with tlK CEO. Participation in Open 

Mike rotates to allow for broader participation; 25 employ­

ees are part of this program each year. 

One of our challenges is employee understanding of 

sustainability. especially as it relates to their jobs day-to­

day. During our employee stakeholder meetings we heard 

that if it had not been for their participation in this process, 

many employees would not have known about the report or 

AEP's sustainability strategy. 

Clearly, we have to change this view. We are develop­

ing a cross-functional team to create an action plan for 

routinely Incorporating sustainability into training, new 

employee orientation and individual goal development. We 

SustatnablltQ^ 

ity in Action." that will regular- ***»*-»»*,„...,^tT—»^'*'*'* 

ly use existing newsletters and web-based tools to identify 

examples of what sustainability means to AEP and how it 

affects employees and the company's business strategy. 

Our customers are also part of our stakeholder engage­

ment process. We communicate with them in many ways, 

Including monthly bill inserts, customer newsletters, me­

dia advertisir^, web sites, customer call center stents, field 

representatives and account managers. Our customer ser­

vice employees and call center representatives have direct 

contact with customers on all aspects of om" business. We 

survey our customers quarterly and last year we saw cus­

tomer satisfaction increase from 83 percent in 2006 to 

83.7 percent in 2007. AEP ranks 10th among 60 utilities 

nationally in customer satisfaction. 

PHILANTHROPY 

Our corporate giving program has a special emphasis on 

improving hves through education from early childhood 

through higher education. Other areas of focus are protect­

ing the environment; providing basic human services in the 

areas of hunger, housing, health and safety; and enriching 

the quaHty of life through art, music and cultural heritage. 

Support for each of these is critical for successful com­

munities. In 2007 AEP's philanthropic investments totaled 

$15.6 million. 

While corporate giving is often measured in dollars 

and cents, it doesn't always take money to improve some­

one's quality of life. For example, Indiana Michigan Power 

Co. sponsored a Habitat for Humanity house in Fort Wayne, 

Ind., that is now home to a refugee family from Myanmar 

(formerly Burma). The company also donated computers to 

provide family learning experiences and laptops for at-risk 

pregnant women who are bedridden. The computers allow 

them to stay in touch with loved ones and access informa­

tion about their health. For more information about AEP's 

corporate giving, please visit www.AEP.com. 

.<% 

http://www.AEP.com
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AEP Chairman and CEO Mike Morris listens to a question 
while visiting the University of Arkansas, one of six campuses 

on the Future of Energy Listening Tour 

AMERICAN ELECTRIC POWER FOUNDATION 

The American Electric Power Foimdation was created in 

2005 to provide a permanent, ongoing resource - mdepend­

ent of our financial performance-for charitable initiatives. 

This stability allows us to make multi-year commitments 

within and outside of the communities we serve. One of 

the Foundation's largest commitments is to the Columbus 

Downtown Development Corporation. The Foundation 

will match up to $10 million ofthe city's contributions to 

transform the Scioto River waterfront into a modern park, 

located near AEP's corporate headquarters. The Founda­

tion donated $11.5 million lo 68 orgamzations in 2007. 

For more information about the American Electric Power 

Foundation, please visit www.AEP.com. • 

Useful web l inks: 
www.sustainabi l i ty .com • www.ceres.org 
www.habi tat .org * www.sciotomi le.com 

Chal lenges , Goa l s , P rog res s {stakeholderEngagemem} 

Challenge Goal P r o g r e s s 

We must engage cur various stakehokiers re^larly 
to tjuUd our relatiCKishlps in the communities and 
states where we qxrata We need to be more dan a 
good nelgtriyr; we need to be actively Involved wldi 
all of our Sakebolders, 

Further develop stakehoMa- outreach plan, in part-
na^lp with business units that can be integrated 
with Kdstir^ commiinic '̂ outreach activities and 
create shared value of sustainable develqjnient 
cAsJectlves. 

Hold n^ular stakehdder briefings wifii environmen­
tal, social and community-based NGOs. 

integr^e inclusive ^keholder process wl& 
devetopmait of annual corporate sustainability r^xHt, 

Joined SustainAblll^'s Engaging Staketiolders 
program to learn best practices that could be 
Implemented at AEP, 

Developed stakeholder plan fat 2008 corporate 
sustainability report In collaboration with business 
units, taping their stakeholder base as the source 
of Ihls outreach. 

Held regular meetings.'bneifu^s with leaders of 
Ceres, NRDC, Pfw and Environmental Defaise 
Fund on various Bsues. Fiill stakeholder briefing 
held In die fall on several Issues, Including NSR 
settlement, climate chmige and eneigy efficiency. 

CcdlaboTEtfed with Clean Air Ta^ Force. Great 
Plains InstMute. NRDC, Ceres and others on 
a range of issues ttiroughout the year. Regular 
discussions held. 

Without continued employee invoh-emem in the 
community, AEP's message may not be heard and 
relation^ips woiild ncA be as strong. 

Continue $150 grant award c^^rlunltles to AEP 
employBes fcs ccHnraunily involvemenL 

In Z007,90S grants of $150 each were made on 
biehalf of more than 750 active and retired employees, 
who collectively performed more frian 138,000 
hours of volunteer service. 

Continue philantlMiFPy and corporate giving, ev^ 
in ectmomic downturns wlien the suppcal Is needed 

$15.6 mlUJcm donated through corporate giving 
in 2007. 
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Challenge Qoal Progress 

most. Our si^iprat is cilUcal to having successftil 
communities and iraproving quality of He, 

Conlrlbuted S2.S7 milUon in su^^xirt of crdleges 
and universities. TMs irrcluded matchlr^ dollar-for-
dollar gifts of mi:re than 7 ^ active and r^ired 
emplcyees to 30C Insdtutions of hlgb^ l e s m ^ and 
related foundations. 

During last decade sponsored 230 teacher work-
shcps and partnered with more than ^ schools, 
colleges and educaUonal cx'ganlzaticnis lo reach 
more than 4.400 tochers and 352.000 students. 
ContrlbLtted more than $3.1 million to programs 
targeting K-12 grades. 

AEP Foundation dcBiatwt $11.5 mlUion to 
68 oi^anlzatlms In 2007. 

Continue to ffuw support for Untied Vkty and other 
forms of glvii^, even in ecaiomlc cfewntums when 
suppcat is needed most. 

Ccaitlnue partnership with IBEW for United V\iay 
campaign and other community service initiatives. 

In 2007, employees contributed $2 million to UnUal 
Vfey; AEP added $1 million-

Glossary 
Advanced Coal Technolog ies : Includes supercritical, ultra-super-

criticaL circulatii^ fluidized bed and integrated gasification combined cycle 
(IGCC) technotogies. 

Cap-and-Trade: A madtet-based system c/limiting emissions In which a 
limited number of emissions permits are Issued in the aggregate (cap :̂ these 
permits are then freely exchanged In markets (trade). 

Carbon C a p t u r e & S t o r a g e (CCS}: The capture, compression, trans 

port and storage of COa emissions. 

Carbon Dioxide (CO2): A colorless, odorless, non-poisonous gas that 
is a normal part of Earth's atmosphere. Carbon dioxide Is a product cf fossil 
fuel comtjustlon as well as other processes and is considered a greenhouse gas 
because It traps heat radiated by the earth Into the atmosphere. 

C l imate C h a n g e : Changes in climate thai depart from normal variability, 
representing significant dianges in aver^es and/or extremes 

C o n g e s t i o n : A condition that occurs when insuEScient transfer capacity is 
available to implement all of the preferred schedules for electricity transmis­
sion slmultaneou^y, 

Demand : Rate E«; vrtildi electric energy Is delivered to or ty a system or part 
of a system, generally expressed In kilowatts or megawatts, at a given instant 
or averaged over any designated period of time. 

D e m a n d - S i d e M a n a g e m e n t (DSM): The planning, implementation, 
and mcHiltorlng of utility activities designed to encourage consumers to modi­
fy their patterns of electricity usage. 

Emiss ione : Anthropogenic releases of gases to the atmosphere, In the con­
text of global climate change, they consist erf" greenhouse gases. 

Extra-High Vol tage (EHV): The electric utility industry general^ con­

siders EHV to be any voltage of 345kV or higher. 

G r e e n h o u s e Gas (GHG}: Collecth'e term for gases such as cart»»i diox­
ide that t r ^ heat in the atmosphere and contribute to climate change, 

Grid: An interconnected network of electric transmission lines and related 
facilities. 

M e g a w a t t (MW): One million watts of electricity A unit of power equal 
to 1,000 kilowatts. 

P l an t Efficiencv: The percentage of total energy content of a power 
plant's fuel that is converted Into electricity. The remaining energy is lost to 
the environment as heat. 

Por t fo l io S t a n d a r d s : Guidelines or requirements that total electricity 
supply include one OT more mlnlmums for particular sources, such as renew­
able energy. 

ReMabilitv: The degree of performance ofthe elements ofthe bulk electrh: 
system that results in electricity being delivered to customers within accepted 
standardsand in the amount desired. 

Renewab le Energy R e s o u r c e s : Energy resources that are naturally 
replenishing but limited In the amount of energy that Is available per unit of 
time. They include biomass, hydro, geothermal, scdar, wind, ocean thermal, 
wave action and tidal action. 

S u s t a i n a b l e Deve lopmen t : Coinedby the Brundtland Commission as 
development that "meets the needs of the present generation without compro­
mising the ability of future generations to meet their own needs." Generally, 
means development that Includes environmental sustainability, economic sus­
tainability and social-political sustainability. 

Transmiss ion S y s t e m : An interconnected group of electric transmis­
sion lines and associated equipment for moving or transferring electric energy 
in bulk between points of supply and points at which it is transformed for de­
livery over the distribution system lines to consumers, or Is delivered to other 
electric systems. 
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Coal 68% 

Service Territory 

Natural Gas 23% 

Nuclear 6% 

Hydro, Wind 

& Pumped 

Storage 3% 

Market Price—Conrimon Stock 

2 0 0 6 2007 

$43.13 S42.58 

S51.24 

High Low Vear-End Low Vear-End 

>0" 
® Mixed Sources 

rMy iM wood or fiber 
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& 

COMPANY OVERVIEW 

American Electric Power has been providing electric service 

for more than 100 years and is one of the nation's largest 

electric utilities, serving 5.2 million customers in 11 states. 

2007 

Revenues (in billions) 

Net Income (in millions) 

Earnings Per Share 

Service Territory 

Transmission 

Distribution 

Generating Capacity 

Generating Stations 

Total Assets (in billions) 

$13.6 

$1,089* 

S2.73* 

197,500 square miles 

39,000 miles 

213,000 miles 

37,736 MW ** 

More than 80 

$40.4 

U.S. Customers (year-end, in thousands) 5,191 

Employees (year-end) 20,861 

'Generallv Accepted Ac coil ntina Principles 

'^lm;liides?7[)MW of retired'decfimmissioned generating caoacily 

AEP's ut i i i tv units operate as AEP Ohio, AEP Texas, Appalachian 

Power (in Virginia and West Virginia), AEP Appalachian Power (in 

Tennessee}, Indiana Mich igan Power, Kentucky Power, 

Public Service Company of Oklahoma, and Southwestern Electric 

Power Company (in Arkansas, Louisiana and eastTexas^, 

The company is based in Columbus, Ohio. 

The report was piinled b\ Ceiiveo Anderson Lithograph on 50 pE^rcfiit recycled paper, including 25 pi?rcE'iitpost-consuiiiep waste, wilh soy-fyririilaied inks, 

Cenveo Anderson Lithograph was chosen because il is «ii eii\uramieiitai!y suslainable printer that is Foresi Stewardship CciLincil certified, haa a zero landiilL 

lUO percent recycling policy for all hazaidoiis and iioii-hazardous prodiiclion waRle byproducts, and is the only Air Qualiiy Managenient District ccrciiied 

"lotalh enclosed" rommprrial print facility in the narion. This rtsuits in v^riuaily no volatile organic coinpoiitit) E!iniss!on,s being released from its production 

facilities into the atmosphere. 

http://wwwlK.org
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American Electric Power 

1 Riverside Plaza 

Columbus. OH 43215 

614-716-1000 

www.AERcom 

http://www.AERcom

