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Common Stock and Dividend Information 

The quarterly high and low sales prices for AEP common stock and the cash dividends paid per share are 
shown in the following table: 

High Low Dividend Quarter Ended 

March 2001 
June 2001 
September 2001 
December 2001 

March 2000 
June 2000 
September 2000 
December 2000 

AEP common stock is traded principally on the New York Stock Exchange. At December 31, 2001. AEP 
had approximately 150,000 shareholders of record. 

$48.10 
51.20 
48.90 
46.95 

34.94 
38.50 
40.00 
48.94 

$39.25 
45.10 
41.50 
39.70 

25.94 
29.44 
29.94 
36.19 

$0.60 
0.60 
0.60 
0.60 

0.60 
0.60 
0.60 
0.60 



GLOSSARY OF TERMS 

^ ^ When the following terms and abbreviations appear in the text of this report, they 
V ^ v e the meanings indicated below. 

Term Meaning 

2004 True-up Proceeding A filing to be made after January 10, 2004 under the Texas Legislation to finalize the 
amount of stranded costs and the recovery of such costs. 

AEGCo AEP Generating Company, anelectricutilitysubsidiary of AEP. 
AEP American Electric Power Company, Inc. 
AEP Consolidated AEP and its majority owned subsidiaries consolidated. 
AEP Credit, Inc AEP Credit, Inc., a subsidiary of AEP which factors accounts receivable and accrued 

utility revenues for affiliated and unaffiliated domestic electric utility companies. 
AEPR..... AEP Resources, Inc. 
AEP System or the System The American Electric Power System, an integrated electric utility system, owned and 

operated by AEP's electric utility subsidiaries. 
AEPSC American Electric Power Service Corporation, a service subsidiary providing 

management and professional services to AEP and its subsidiaries. 
AEP Power Pool AEP System Power Pool. Members are APCo, CSPCo, l&M, KPCo and OPCo. The 

Pool shares the generation, cost of generation and resultant wholesale system 
sales of the member companies. 

AFUDC Allowance for funds used during construction, a noncash nonoperating income item 
that is capitalized and recovered through depreciation over the service life of 
domestic regulated electric utility plant. 

Alliance RTO Alliance Regional Transmission Organization, an ISO formed by AEP and four 
unaffiliated utilities. 

Amos Plant John E. Amos Plant, a 2,900 MW generation station jointly owned and operated by 
APCo and OPCo. 

^APCo Appalachian Power Company, an AEP electric utility subsidiary. 
^ v k a n s a s Commission Arkansas Public Service Commission. 
^^uckeye Buckeye Power, Inc., an unaffiliated corporation. 

CLECO Central Louisiana Electric Company, Inc., an unaffiliated corporation. 
COLI Corporate owned life insurance program. 
Cook Plant The Donald C. Cook Nuclear Plant, a two-unit, 2,110 MW nuclear plant owned by l&M. 
CPL Central Power and Light Company, an AEP electric utility subsidiary. 
CSPCo Columbus Southern Power Company, an AEP electric utility subsidiary. 
CSW Central and South West Corporation, a subsidiary of AEP. 
CSW Energy CSW Energy, Inc., an AEP subsidiary which invests in energy projects and builds 

power plants. 
CSW International CSW International, Inc., an AEP subsidiary which invests in energy pnDJects and 

entities outside the United States. 
D.C. Circuit Court The United States Court of Appeals forthe District of Columbia Circuit. 
DHMV Dolet Hills Mining Venture. 
DOE United States Department of Energy. 
ECOM Excess Cost Over Market. 
ENEC Expanded Net Energy Costs. 
EITF The Financial Accounting Standards Board's Emerging Issues Task Force. 
ERCOT The Electric Reliability Council of Texas. 
EWGs Exempt Wholesale Generators. 
FASB Financial Accounting Standards Board 
Federal EPA United States Environmental Protection Agency. 
FERC Federal Energy Regulatory Commission. 
FMB First Mortgage Bond. 
^UCOs Foreign Utility Companies. 

tAAP Generally Accepted Accounting Principles. 
l&M Indiana Michigan Power Company, an AEP electric utility subsidiary. 
IPC Installment Purchase Contract. 
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IRS Internal Revenue Service. 
lURC Indiana Utility Regulatory Commission. 
ISO Independent system operator. 
Joint Stipulation Joint Stipulation and Agreement for Settlement of APCo's WV rate proceeding. 
KPCo Kentucky Power Company, an AEP electric utility subsidiary. 
KPSC Kentucky Public Service Commission. 
KWH Kilowatthour. 
LIG Louisiana Intrastate Gas. 
Michigan Legislation The Customer Choice and Electricity Reliability Act, a Michigan law which provides for 

customer choice of electricity supplier. 
Midwest ISO An independentoperatorof transmission assets in the Midwest. 
MLR Member load ratio, the method used to allocate AEP Power Pool transactions to its 

members. 
Money Pool AEP System's Money Pool. 
MPSC Michigan Public Service Commission. 
MTN Medium Term Notes. 
MW Megawatt. 
MWH Megawatthour. 
NEIL Nuclear Electric Insurance Limited. 
NOx Nitrogen oxide. 
NOx Rule A final rules issued by Federal EPA which requires NOx reductions in 22 eastem states 

including 7 of the states in which AEP operates. 
NP Notes Payable. 
NRC Nuclear Regulatory Commission. 
Ohio Act The Ohio Electric Restructuring Act of 1999. 
Ohio EPA Ohio Environmental Protection Agency. 
OPCo Ohio Power Company, an AEP electric utility subsidiary. 
OVEC Ohio Valley Electric Corporation, an electric utility company in which AEP and CSPCo 

own a 44.2% equity interest. 
PCBs Polychlorinated Biphenyls. 
PJM Pennsylvania-New Jersey-Maryland regional transmission organization. 
PRP Potentially Responsible Party. 
PSO Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
PUCO The Public Utilities Commission of Ohio. 
PUCT The Public Utility Commission of Texas. 
PUHCA Public Utility Holding Company Act of 1935, as amended. 
PURPA The Public Utility Regulatory Policies Act of 1978. 
RCRA Resource Conservation and Recovery Act of 1976, as amended. 
Rockport Plant A generating plant, consisting of two 1,300 MW coal-fired generating units near 

Rockport, Indiana owned by AEGCo and l&M. 
RTO Regional Transmission Organization. 
SEC Securities and Exchange Commtssbn. 
SFAS Statement of Financial Accounting Standards issued by the Financial Accounting 

Standards Board. 
SFAS 71 Statement of Financial Accounting Standards No. 71, Accounting for the Effects of 

Certain Tvpes of Regulation. 
SFAS 101 Statement of Financial Accounting Standards No. 101. Accounting for the 

Discontinuance of Application of Statement 71. 
SFAS 121 Statement of Financial Accounting Standards No. 121. Accounting for the Impairment 

of Long-Lived Assets and for Long-Lived Assets to be Disposed of. 
SFAS 131 Statement of Financial Accounting Standards No. 131. Disclosure about Rggmpntu^ 

an Enterprise and Related Information. ^ ^ 
SFAS 133 Statement of Financial Accounting Standards No. 133, Accounting for Derivative 

Instruments and Hedging Activities. 
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SFAS 141 Statement of Financial Accounting Standards No. 141. Business Combinations. 
INF Spent Nuclear Fuel. 
!PP Southwest Power Pool. 

STP South Texas Project Nuclear Generating Plant, owned 25.2% by Central Power and 
Light Company an AEP electric utility subsidiary. 

STPNOC STP Nuclear Operating Company, a non-profit Texas corporation which operates STP 
on behalf of its joint owners including CPL. 

Superfund The Comprehensive Environmental, Response, Compensation and Liability Act. 
SWEPCo Southwestern Electric Power Company, an AEP electric utility subsidiary. 
Texas Appeals Court The Third Districtof Texas Court of Appeals. 
Texas Legislation Legislation enacted in 1999 to restructure the electric utility industry in Texas. 
Travis District Court State District Court of Travis County, Texas. 
TVA Tennessee Valley Authority. 
U.K The United Kingdom. 
UN Unsecured Note. 
VaR Value at Risk, a method to quantify risk exposure. 
Virginia SCC Virginia State Corporation Commission. 
WV West Virginia. 
WVPSC Public Service Commission of West Virginia. 
WPCo Wheeling Power Company, an AEP electric distribution subsidiary. 
WTU West Texas Utilities Company, an AEP electric utility subsidiary. 
Yorkshire Yorkshire Electricity Group pic, a U.K. regional electricity company owned jointly by 

AEP and New Century Energies. 
Zimmer Plant William H. Zimmer Generating Station, a 1,300 MW coal-fired unit owned 25.4% by 

Columbus Southern Power Company, an AEP subsidiary. 



AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
Selected Consolidated Financial Data 
Year Ended December 3 1 . 2001 2000 1999 1998 m INCOME STATEMENTS DATA C"i n millions) 
Total Revenues 
Operating income 
Income Before Extraordinary Items 
And Cumulative Effect 

Extraordinary Gain CLOSS) 
Cumulative Effect of 
Accounting Change 
Net Income 

December 31. 

$61,257 
2,395 

1,003 
C50) 

18 
971 

2001 

$40,709 

16,166 

$24,543 

$47,281 

8,229 

156 

321 

12,053 

451 

$36,706 
2,004 

302 
C35) 

267 

2000 

$38,088 

15.695 

$22,393 

$53,350 

8,054 

161 

334 

10,754 

614 

$24,745 
2,304 

986 
C14) 

972 

1999 

$36,938 

15.073 

$21,865 

$35,693 

8,673 

182 

335 

11,524 

610 

$18,420 
2,258 

975 

975 

1998 

$35,655 

14,136 

$21,519 

$33,418 

8,452 

350 

335 

11,113 

539 

$11,427 
2,180 

949 
C285) 

664 

1997 

$33,496 

13.229 

$20,267 

$30,092 

8,220 

377 

335 

9,354 
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BALANCE SHEETS DATA Cin millions): 
Property, Plant and Equipment 
Accumulated Depreciation 
And Amortization 

Net Property, 
Plant and Equipment 

Total Assets 

Common Shareholders' Equity 

Cumulative Preferred stocks 
Of subsidiaries* 

Trust Preferred Securities 

Long-term Debt* 

Obligations under capital Leases* 

Year Ended December 31. 2001 2000 1999 1998 1997 
COMMON STOCK DATA: 
Earnings per Common Share: 
Before Extraordinary item and 
Cumulative Effect 

Extraordinary Losses 
Cumulative Effect of 
Accounting Change 

Earnings Per Share 

Average Number of shares 
Outstanding Cin millions) 

Market Price Range: High 
Low 

Year-end Market price 

Cash Dividends on Common** 
Dividend Payout Ratio** 
Book value per Share 

The consolidated financial statements 
which was accounted for as a pooling ot interests 

*lncluding portion due within one year 
**Based on AEP historical dividend rate. 

$3.11 
CO.16) 

0.06 

$ 3.0T 

322 

$51.20 
39.25 

43.53 

$2.40 
79.7% 

$25.54 

$ 0.94 
CO.11) 

_ 

$_JL83 

322 

$48-15/16 
25-15/16 

46-1/2 

$2.40 
289.2% 
$25.01 

$ 3.07 
CO.04) 

_ 

$ 3 ^ 

321 

$48-3/16 
30-9/16 

32-1/8 

$2.40 
79.2% 

$26.96 

give retroactive effect to AEP' 

$3.06 

_ 

$^.06 

318 

$53-5/16 
42-1/16 

47-1/16 

$2.40 
78.4% 

$26.46 

s merger with 

$ 2.99 
CO.90) 

_ 

$ 2.09 

316 

$ 52 
39-1/8 

51-5/8 

$2.40 
114.8% 
$25.91 

CSW, 



AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
MANAGEMENFS DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND 
FINANCIAL CONDITION 

This discussion includes forward-looking 
statements within the meaning of Section 21E 
of the Securities Exchange Act of 1934. 
These forward-looking statements reflect 
assumptions, and involve a number of risks 
and uncertainties. Among the factors both 
foreign and domestic that could cause actual 
results to differ materially from forward-looking 
statements are: electric load and customer 
growth; abnormal weather conditions; avail
able sources of and prices for coal and gas; 
availability of generating capacity; risks 
related to energy trading and construction 
under contract; the speed and degree to 
which competition is introduced to our power 
generation business; the structure and timing 
of a competitive market for electricity and its 
impact on prices; the ability to recover net 
regulatory assets, other stranded costs and 
implementation costs in connection with 
deregulation of generation in certain states; 
the timing of the implementation of AEP's 
restructuring plan, new legislation and govern
ment regulations; the ability to successfully 
control costs; the success of new business 
ventures; international developments affecting 
our foreign investments; the economic climate 
and growth in our service and trading 
territories both domestic and foreign; the 
ability of the Company to comply with and to 
successfully challenge new environmental 
regulations and to successfully litigate claims 
that the Company violated the Clean Air Act; 
inflationary trends; litigation concerning AEP's 
merger with CSW; changes in electricity and 
gas market prices and interest rates; 
fluctuations in foreign currency exchange 
rates, and other risks and unforeseen events. 

American Electric Power Company, Inc. 
(AEP) is one of the largest investor owned 
electric public utility holding companies in the 
US. We provide generation, transmission and 
distribution service to over 4.9 million retail 
customers in eleven states (Arkansas, 
Indiana, Kentucky, Louisiana, Michigan, Ohio, 
Oklahoma, Tennessee, Texas, Virginia and 
West Virginia) through our electric utility 
operating companies. We market and trade 
electricity and natural gas in the US and 
Europe. 

We have a significant presence 
throughout the domestic energy value chain. 
Our US electric assets include: 

• 38,000 megawatts of generating 
capacity (the largest US generation 
portfolio with a significant cost 
advantage in the Midwest and 
Southwest markets); 

• 38,000 miles of transmissbn lines and 
• 186,000 miles of distribution lines 

Our natural gas assets include: 
• 128 Bcf of gas storage facilities 
• 6,400 miles of gas pipelines in 

Louisiana and Texas which provide a 
basis for market knowledge. 

With our coal and transportation assets we: 
• control over 7,000 railcars 
• control over 1.800 barges and 37 tug 

boats 
• operate two coal handling terminals 

with 20 million tons of capacity. 
• produce over 7 million tons of coal 

annually in the US. 

AEP is one ofthe largest traders of electricity 
and natural gas in the US: 

• over 576 million MWH of electricity 
trades in 2001 

• over 3,800 billion cubic feet (Bcf) of 
gas trades in 2001 

In addition we: 
• consume 80 million tons of coal 

annually 
• consume 310 Bcf of natural gas 

annually 

AEP's focus is in the US but we also have 
smaller footprints In other parts of the worid: 

• a growing energy trading operation in 
Europe based in the UK. 

• 4,000 megawatts of generating 
capacity in the United Kingdom which 
represents 16% of the UK's total 
generation capacity. 

Other foreign investments include 
distribution operations in the U.K., Australia, 



and Brazil. We have additional generating 
facilities in China and Mexico. We also offer 
engineering and construction services 
woridwide. 

Business Strategy 

Our strategy is a balanced business 
model of regulated and unregulated 
businesses backed by assets, supported by 
enterprise-wide risk management and a 
strong balance sheet. We have been focused 
on the wholesale side ofthe business since it 
provides the greater growth opportunities. 
But, this is complemented by a robust 
regulated business that has a predictable 
earnings stream and cash flows. Strong risk 
management and a disciplined analysis of 
markets protected us from the California 
energy crisis and Enron's bankruptcy filing. 

Our balanced business model is one 
where AEP integrates its assets, marketing, 
trading and market analysis and resources to 
create a superior knowledge about the 
commodity markets which keeps us a step 
ahead of our competition. Our power, gas, 
coal, and barging assets and operations 
provide us with market knowledge and 
customer connectivity giving us the ability to 
make informed marketing and trading 
decision and to customize our products and 
services. 

AEP provides investors with a balanced 
portfolio since it has: 

• a growing unregulated wholesale 
energy marketing and trading 
business 

• predictable cash flow and earnings 
streams from the regulated electricity 
business, and 

• a high dividend yield relative to today's 
low-interest rate environment. 

We are currently in the process of 
restructuring our assets and operations to 
separate the regulated operations from the 
non-regulated operations. 

We filed with the SEC for approval to form 
two separate legal holding company 
subsidiaries of AEP Co. Inc., the parent 
company. Approval is needed from the SEC 
under the PUHCA and the FERC to make 

these organizational changes. Certain state 
regulatory commissions have intervened in 
the FERC proceedings. We have reached a 
settlement with those state commissions and 
are awaiting the FERC's approval before the 
SEC will make a final ruling on our filing. 

We are implementing a corporate 
separation restructuring plan to support our 
objective of unlocking shareholder value for 
our domestic businesses. Our plan provides 
for: 

• transparency and clarity to investors, 
• a simpler structure to conduct 

business, and to anticipate and 
monitor perfomriance, 

• compliance with states' restructuring 
laws promoting customer choice, and 

• more efficient financing. 

The new corporate structure will consist of 
a regulated holding company and an 
unregulated holding company. The regulated 
holding company's investments will be in 
integrated utilities and Ohio and Texas wires. 
The unregulated holding company's 
investments will be in Ohio and Texas ^| |^ 
generation, independent power producers, ^ P 
gas pipe line and storage, UK generation, 
barging, coal mining and marketing and 
trading. 

The risks in our business are: 
• Margin erosion on electric trading as 

markets mature, 
• Diminished opportunities for signifi

cant gains as volatility declines, 
• Retail price reductions mandated with 

the implementation of customer 
choice in Texas and Ohio, 

• Movement towards re-regulation In 
California through market caps and 
other challenges to the continuation of 
deregulation of the retail electricity 
supply business in the U.S., 

• The continued negative impact of a 
slowly recovering economy. 

Our business plan considers these risks 
and we believe that we can deliver eamings 
growth of 6-8% annually across the energy 
value chain through the disciplined integration 
of strategic assets and intellectual capital to 
generate these returns for our shareholders. 



Our strategies to achieve our business 
plan are: 

• Unregulated 
o Disciplined approach to asset 

acquisition and disposition 
o Value-driven asset optimiz

ation through the linkage of 
superior commercial, an
alytical and technical skills 

o Broad participation across all 
energy markets with a 
disciplined and opportunistic 
allocation of risk capital 

o Continued investment in both 
technology and process im
provement to enhance our 
competitive advantage 

o Continued expansion of 
intellectual capital through 
ongoing recruiting, perform
ance-linked compensation and 
the development of a structure 
that promotes sound decision
making and innovation at all 
levels. 

• Regulated 
o Maintain moderate but steady 

earnings growth 
o Maximize value of trans

mission assets and protect 
revenue stream through 
RTO/Alliance membership 

o Continue process improve
ment to maintain distribution 
service quality while en
hancing financial perfomriance 

o Optimize generation assets 
through enhanced availability 
of off-system sale 

o Manage regulatory process to 
maximize retention of eamings 
improvement 

Our significant accomplishments in 2001 
were: 

• Adding the following assets to 
integrate with and support our trading 
and marketing competitive advantage: 

o 4,200 miles of gas pipeline, 
118 Bcf gas storage and re
lated gas marketing contracts 

o 1,200 hopper barges and 30 
tugboats 

o 4,000 megawatts of coal-fired 

generation in England 
o 160 megawatts of wind 

generation In Texas 
o coal mining properties, coal 

reserves, mining operations 
and royalty interests in 
Colorado, Kentucky, Ohio, 
Pennsylvania and West 
Virginia 

• Entering into new markets through the 
acquisition of existing contracts and 
hiring key staff including 57 
employees from Enron's London 
based international coal trading group 
in December 2001 and Enron's Nordic 
energy trading group in January 2002. 
We now trade power and gas in the 
UK, France, Germany, and the 
Netheriands and coal throughout the 
worid 

• Adding other energy-related 
commodities to our power and gas 
portfolio i.e. coal, S02 allowances, 
natural gas liquids (NGLs) and oil 

• Disposing of the following assets that 
did not fit our strategy: 
o 120 MWs of generation in Mexico, 
o Above market coal mines in Ohio 

and West Virginia, 
o A 50 % investment in Yorkshire, a 

U.K. electric supply and 
distribution company, 

o An investment in a Chilean 
electric company 

o Datapult, an energy infonnation 
data and analysis tool. 

In addition we sold 500 MWs of 
generating capacity in Texas under a FERC 
order that approved our merger with CSW. 

Our divesture of non-strategic assets 
is somewhat limited by the pooling of interest 
accounting requirements applied to the 
merger of CSW and AEP in June 2000. We 
are presently evaluating certain tele
communications and foreign investments for 
possible disposal and have not yet decided 
whether to dispose of such investments. 
Disposal of investments determined to be 
non-strategic will be considered in 
accordance with the pooling of interests 
restrictions which end in June 2002. We are 
committed to continually evaluate the need to 
reallocate resources to areas with greater 



potential, to match investments with our 
strategy and to pare investments that do not 
produce sufficient return and shareholder 
value. Any investment dispositions could 
affect future results of operations. 

Outlook for 2002 

Growth in 2002 will be driven in part by 
our continued strategic development of 
wholesale products and geographies, as 
demonstrated in recent months by our move 
into global coal markets and Nordic energy. A 
full year of operation of assets acquired in 
2001 - Houston Pipe Line, Quaker Coal, the 
MEMCO barge line and two power plants in 
the United Kingdom - will also contribute to 
growth In 2002 eamings. 

Although we expect that the future outlook 
for results of operations is excellent there are 
contingencies and challenges. We discuss 
these matters in detail in the Notes to 
Consolidated Financial Statements and below 
in this Management Discussion and Analysis. 
We intend to work diligently to resolve these 
matters by finding workable solutions that 
balance the interests of our customers, our 
employees and our shareholders. 

As discussed above we expect to 
continue evaluating certain investments for 
possible disposal due to either their non-
strategic nature or limited future earnings 
potential for AEP. Any dispositions could 
result in gains or losses being recorded in our 
income statement. 

Industry Restructuring 

In 2000 California's deregulated 
electricity market suffered problems including 
high energy prices mainly due to short energy 
supplies and financial difficulties for retail 
distribution companies. This energy crisis has 
highlighted the importance of risk 
management and has contributed to certain 
state regulatory and legislative actions which 
have delayed the start of customer choice and 
the transition to competitive, market based 
pricing for retail electricity supply in some of 
the states in which AEP operates. Seven of 
the eleven state retail jurisdictions in which 
the AEP domestic electric utility companies 
operate have enacted restructuring 

legislation. In general, the legislation provides 
for a transition from cost-based regulation of 
bundled electric service to customer choice 
and market pricing forthe supply of electricity. 
As legislative and regulatory proceedings 
evolved, six AEP electric operating 
companies (APCo, CPL, CSPCo, OPCo, 
SWEPCo and WTU) doing business in five of 
the seven states that have passed 
restructuring legislation have discontinued the 
application of SFAS 71 regulatory accounting 
for the generation business. The seven 
states in various stages of restructuring to 
transition power generation and supply to 
market based pricing are Arkansas, Michigan, 
Ohio, Oklahoma. Texas, Virginia, and West 
Virginia. AEP has not discontinued its 
regulatory accounting for its subsidiaries 
doing business in Michigan and Oklahoma 
pending the effective implementation of the 
legislation. Restructuring legislation, the 
status ofthe transition plans and the status of 
the electric utility companies' accounting to 
comply with the changes in each of AEP's 
seven state regulatory jurisdictions affected by 
restructuring legislation is presented in the 
Note 7 of the Notes to Financial Statements. 

RTO Formation 

FERC Order No. 2000 and many of the 
settlement agreements with the FERC and 
state regulatory commissions to approve the 
AEP-CSW Merger have provisions for the 
transfer of functional control of our 
transmission system to an RTO. Certain AEP 
subsidiaries are participating in the formation 
of the Alliance RTO. Other subsidiaries are a 
member of ERCOT or SPP. 

In 2001 the Alliance companies and 
MISO entered into a settlement addressing 
transmission pricing and other "seam" issues 
between the two RTOs. The FERC 
subsequently expressed its opinion that four 
large RTO regions serving the continental US 
would best support competition and reliability 
of electric service. Certain state regulatory 
commissions have taken exception to the 
FERC's RTO actions. Louisiana's 
commission ordered utilities it regulates, 
including SWEPCo, to show the advantage of 
large RTOs to their customers. 
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On December 19, 2001 the FERC 
approved the proposal ofthe Midwest ISO for 
a regional transmission organization and told 
the Alliance companies, which had submitted 
a separate RTO proposal, to explore joining 
the Midwest ISO organization. The FERC's 
order is intended to facilitate the 
establishment of a single RTO in the Midwest 
and to support the establishment of viable, 
for-profit transmission companies under an 
RTO umbrella and concluded that the RTO 
proposed by Alliance companies lacks 
sufficient scope to exist as a stand-alone RTO 
and thus directed the Alliance companies to 
explore how their business plan can be 
accommodated within the Midwest ISO. 

Management is unable to predict the 
outcome of these transmission regulatory 
actions and proceedings or their impact on 
the timing and operation of RTOs, AEP's 
transmission operations or future results of 
operations and cash flows. 

RESULTS OF OPERATIONS 

In 2001 AEP's principal operating 
business segments and their major activities 
were: 

• Wholesale: 
o Generation of electricity for 

sale to retail and wholesale 
customers 

o Gas pipeline and storage 
services 

o Marketing and trading of 
electricity, gas and coal 

o Coal mining, bulk commodity 
barging operations and other 
energy supply related 
business. 

• Energy Delivery 
o Domestic electricity trans

mission, 
o Domestic electricity distri

bution 
• Other Investments 

o Foreign electric distribution 
and supply investments, 

o Telecommunication services. 

Net Income 

Net income increased to $971 million or 
$3.01 per share from $267 million or $0.83 
per share. The increase of $704 million or 
$2.18 per share was due to the growth of 
AEP's wholesale marketing and trading 
business, increased revenues and the 
controlling of our operating and maintenance 
costs in the energy delivery business, and 
declining capital costs. Also contributing to 
the earnings improvement in 2001 was the 
effect of 2000 charges for a disallowance of 
COLl-related tax deductions, expenses of the 
merger with CSW, write-offs related to non-
regulated investments and restart costs ofthe 
Cook Nuclear Plant. The favorable effect on 
comparative net income of these 2000 
charges was offset in part by current year 
losses from Enron's banknjptcy and 
extraordinary losses for the effects of 
deregulation and a loss on reacquired debt. 

The decline in net income to $267 
million or $0.83 per share In 2000 from $972 
million or $3.03 per share in 1999 was 
primarily due to the 2000 charges described 
above and an extraordinary losses from the 
discontinuance of regulatory accounting for 
generation In certain states. 

A strong performance in the fkst nine 
months of 2001 was partially offset by 
unfavorable operating conditions in the fourth 
quarter. Extremely mild November and 
December weather combined with weak 
economic conditions in the fourth quarter, 
reduced retail energy sales and wholesale 
margins. Heating degree days in the fourth 
quarter were down 33% from the same period 
in 2000. Although the fourth quarter was 
disappointing, 2001 net income before 
extraordinary items and cumulative effect of 
accounting change reached the $1. billion 
mark. 

Our wholesale business continues to 
perform well despite a slowing economy that 
reduced both wholesale energy margins and 
energy use by industrial customers. Our 
wholesale business, which includes 
generation, retail and wholesale sales of 
power and natural gas and trading of power 
and natural gas and natural gas pipeline and 
storage sen/ices, contributed to the earnings 



increase by successfully returning the Cook 
Plant to service in 2000 and by growing AEP's 
wholesale business. 

Our energy delivery business, which 
consists of domestic electricity transmission 
and distribution services, contributed to the 
increase in earnings by controlling operating 
and maintenance expenses and by increasing 
revenues. 

Capital costs decreased due primarily 
to interest paid to the IRS in 2000 on a COLI 
deduction disallowance and declining short-
term market interest rate conditions. 

Critical Accounting Policies 
Revenue Recognition - Traditional Electricity 
Supply and Delivery Activities - As the owner 
of cost-based rate-regulated electric public 
utility companies, AEP Co., Inc.'s 
consolidated financial statements recognize 
revenues on an accrual basis for traditional 
electricity supply sates and for electricity 
transmission and distribution delivery 
services. These revenues are recognized in 
our income statement when the energy is 
delivered to the customer and include unbilled 
as well as billed amounts. In general, 
expenses are recorded when incurred. As a 
result of our cost based rate regulated 
operations, our financial statements reflect the 
actions of regulators that can result in the 
recognition of revenues and expenses in 
different time periods than enterprises that are 
not rate regulated. In accordance with SFAS 
71. "Accounting for the Effects of Certain 
Types of Regulation." regulatory assets 
(deferred expenses) and regulatory liabilities 
(future revenue reductions or refunds) are 
recorded to reflect the economic effects of 
regulation by matching in the same 
accounting period regulated expenses with 
their recovery through regulated revenues. 

When regulatory assets are probable of 
recovery through regulated rates, we record 
them as assets on the balance sheet. We 
test for probability of recovery whenever new 
events occur, for example a regulatory 
commission order or passage of new 
legislation. If we determine that recovery of a 
regulatory asset is no longer probable, we 
write off that regulatory asset as a charge 
against net income. A write off of regulatory 

assets may also reduce future cash flows 
since there may be no recovery through 
regulated rates. 

We discontinued application of SFAS 
71 for the generation portion of our business 
in Ohio for OPCo and CSPCo in September 
2000, in Virginia and West Virginia for APCo 
in June 2000. in Texas for CPL, WTU, and 
SWEPCo in September 1999 andin Arkansas 
for SWEPCo in September 1999 in 
recognition of the passage of legislation to 
transition to customer choice and market 
pricing for the supply of electricity. We 
recorded extraordinary losses when we 
discontinued the application of SFAS 71. See 
Note 2, "Extraordinary Items and Cumulative 
Effect" for additional information. 

Wholesale Energy Marketing and Trading 
Activities - We engage in non-regulated 
wholesale electricity and natural gas 
marketing and trading transactions (trading 
activities). Trading activities involve the 
purchase and sale of energy under fonA ârd 
contracts at fixed and variable prices and 
buying and selling financial energy contracts 
which includes exchange futures and options 
and over-the-counter options and swaps. 
Although trading contracts are generally short-
term, there are also long-term trading 
contracts. We recognize revenues from 
trading activities generally based on changes 
in the fair value of energy trading contracts. 

Recording the net change in the fair 
value of trading contracts as revenues prior to 
settlement is commonly referred to as mark-
to-market (MTM) accounting. It represents 
the change in the unrealized gain or loss 
throughout the contract's term. When the 
contract actually settJes, that is, the energy is 
actually delivered in a sale or received in a 
purchase or the parties agree to forego 
delivery and receipt and net settle in cash, the 
unrealized gain or loss is reversed out of 
revenues and the actual realized cash gain or 
loss is recognized in revenues for a sale or in 
purchased energy expense for a purchase. 
Therefore, over the term of the trading 
contracts an unrealized gain or loss is 
recognized as the contract's market value 
changes. When the contract settles the total 
gain or loss is realized in cash but only the 
difference between the accumulated 
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unrealized net gains or losses recorded in 
prior months and the cash proceeds is 
recognized. Unrealized mark-to-market gains 
and losses are included in the Balance Sheet 
as energy trading and derivative contract 
assets or liabilities as appropriate. 

The majority of our trading activities 
represent physical forward electricity and gas 
contracts that are typically settled by entering 
into offsetting contracts. An example of our 
trading activities is when, in January, we enter 
into a fonA ârd sales contract to deliver 
electricity or gas in July. At the end of each 
month until the contract settles in July, we 
would record any difference between the 
contract price and the market price as an 
unrealized gain or loss in revenues. In July 
when the contract settles, we would realize 
the gain or loss in cash and reverse to 
revenues the previously recorded unrealized 
gain or loss. Prior to settlement, the change 
In the fair value of physical forward sale and 
purchase contracts is included in revenues on 
a net basis. Upon settlement of a forward 
trading contract, the amount realized is 

•

included in revenues for a sales contract and 
realized costs are included in purchased 
energy expense for a purchase contract with 
the prior change in unrealized fair value 
reversed in revenues. 

Continuing with the above example, 
assume that later in January or sometime in 
February through July we enter into an 
offsetting fonward contract to buy electricity or 
gas in July. If we do nothing else with these 
contracts until settlement in July and if the 
commodity type, volumes, delivery point, 
schedule and other key terms match then the 
difference between the sale price and the 
purchase price represents a fixed value to be 
realized when the contracts settle in July. If 
the purchase contract is perfectly matched 
with the sales contract, we have effectively 
fixed the profit or loss; specifically it is the 
difference between the contracted settlement 
price of the two contracts. Mark-to-market 
accounting for these contracts will have no 
further impact on operating results but has an 
offsetting and equal effect on trading contract 
assets and liabilities. Of course we could also 
do similar transactions but enter into a 
purchase contract prior to entering into a 
sales contract. If the sale and purchase 

contracts do not match exactly as to 
commodity type, volumes, delivery point, 
schedule and other key terms, then there 
could be continuing mark-to-mari<et effects on 
revenues from recording additional changes 
in fair values using mark-to-market 
accounting. 

Trading of electricity and gas options, 
futures and swaps, represents financial 
transactions with unrealized gains and losses 
from changes in fair values reported net in 
revenues until the contracts settle. When 
these contracts settle, we record the net 
proceeds in revenues and reverse to 
revenues the prior unrealized gain or loss. 

The fair value of open short-term 
trading contracts are based on exchange 
prices and broker quotes. We mark-to-market 
open long-term trading contracts based 
mainly on Company-developed valuation 
models. These models estimate future 
energy prices based on existing market and 
broker quotes and supply and demand market 
data and assumptions. The fair values 
determined are reduced by reserves to adjust 
for credit risk and liquidity risk. Credit risk is 
the risk that the counterparty to the contract 
will fail to perform or fail to pay amounts due 
AEP. Liquidity risk represents the risk that 
imperfections in the market will cause the 
price to be less than or more than what the 
price should be based purely on supply and 
demand. There are inherent risks related to 
the underlying assumptions in models used to 
fair value open long-term trading contracts. 
We have independent controls to evaluate ttie 
reasonableness of our valuation models. 
However, energy markets, especially 
electricity markets, are imperfect and volatile 
and unforeseen events can and will cause 
reasonable price curves to differ from actual 
prices throughout a contract's term and when 
contracts settle. Therefore, there could be 
significant adverse or favorable effects on 
future results of operations and cash flows If 
market prices do not correlate with the 
Company-developed price models. 

We also mark to market derivatives that 
are not trading contracts in accordance with 
generally accepted accounting principles. 
Derivatives are contracts whose value is 
derived from the market value of an 
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underlying commodity. 
Our revenues of $61 billion for 2001 

included $257 million of unrealized net gains 
from marking to market open trading and 
derivative contracts. AEP's net revenues, 
(revenues less fuel and energy purchases) 
excluding mark-to-market revenues totaled 
$8.3 billion and were realized during 2001. 
Unrealized net mark-to-market revenues are 
only 3% of total net revenues. A significant 
portion of the net unrealized revenues fnDm 
marking to market trading contracts and 
derivatives included in our balance sheet at 
December 31, 2001 as energy trading and 
derivative contract assets and liabilities, will 
be realized in 2002. 

We defer as regulatory assets or 
liabilities the effect on net income of marking 
to market open electricity trading contracts in 
our regulated jurisdictions since these 
transactions are included in cost of service on 
a settlement basis for ratemaking purposes. 
Changes in mark-to-market valuations impact 
net income in our non-regulated business. 

Volatility In energy commodities 
markets affects the fair values of all of our 
open trading and derivative contracts 
exposing AEP to market risk causing our 
results of operations to be more volatile. See 
"Market Risks" section below for a discussion 
of the policies and procedures AEP uses to 
manage its exposure to market and other 
risks from trading activities. 

Revenues 

Our revenues have increased 
significantly from the marketing and trading of 
electricity and natural gas. The level of 
electricity trading transactions tends to 
fluctuate due to the highly competitive nature 
of the short-term (spot) energy market and 
other factors, such as affiliated and 
unaffiliated generating plant availability, 
weather conditions and the economy. The 
FERC's introduction of a greater degree of 
competition into the wholesale energy martlet, 
has had a major effect on the volume of 
wholesale power marketing and trading 
especially in the short-term market. 

AEP's total revenues increased 66.9% 
in 2001 and 48.3% in 2000. The following 
table shows the components of revenues in 
millions. 

For The Year Ended 
December 31 

M l lOOO 1999 
(in millionsj 

$ 3,553 $ 3,511 $ 3,290 
2,328 2,249 2,083 
2,388 2,444 2,515 

WHOLESALE BUSINESS: 
Res ident ia l 
Commercial 
I n d u s t r i a l 
Other Re ta i l 

customers 419 414 394 

6,127 2.290 

E l e c t r i c i t y Marketing 
and Trading 35,339 18.858 11,417 

Gas Marketing and 
Trading 14,369 

unrea l i zed MTM Income: 
E l e c t r i c 210 
Gas 47 

Other 632 
Less Transmission and 
D i s t r i b u t i o n Revenues 
Assigned t o Energy 
De l i ve r y * 

TOTAL WHOLESALE 
BUSINESS 

38 
132 
838 

2 
21 
599 

ENERGY DELIVERY 
BUSINESS: 
Transmission 
D i s t r i b u t i o n 

OTHER INVESTMENTS 
SEEBOARD 
CITIPOWER 
Other 

TOTAL OTHER 
INVESTMENTS 

TOTAL REVENUES 

r3.356-) 

55.929 

1,029 
2.327 

' 3.356 

1,451 
350 
171 

1.972 

{-3.174-) 

31.437 . 

1,009 
2.165 

3.174 . 

1,596 
338 
161 

2,095 

C3,068') 

19.543 

960 
2.108 

3,068 

1,705 
318 
111 

2.134 

5filr257 S36.706 $24.745 

*certain revenues in wholesale business 
include energy delivery revenues due primarily 
to bundled tariffs that are assignable to the 
Energy Delivery business. 

The $25 billion increase in 2001 
revenues was due to substantial Increases in 
electric and gas trading volumes. The 
increase in sales of purchased power and 
purchased gas during the past two years 
reflect AEP's intention to be a leading national 
wholesale energy merchant Wholesale 
natural gas trading volume for 2001 was 
3.874 Bcf, a 178% increase from 2000 
volume of 1,391 Bcf. Electric trading volume 
increased 48% to 576 million MWH. We have 
invested in resources required to optimize our 
assets and emerge as a leader in the industry. 
The maturing of the Intercontinental 
Exchange, the development of proprietary 
tools, and the increased staffing of energy 
traders have faciliated increased power and 
gas sales. Our June 2001 purchase of 
Houston Pipe Line enhanced our gas trading 
and marketing operation. Although we will 
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trade and market only when we believe 
profitable opportunites exist, we expect the 
increased level of activity to continue. 

While wholesale marketing and trading 
volumes rose, kilowatthour sales to industrial 
customers decreased by 5% in 2001. This 
decrease was due to the economic recession. 
In the fourth quarter, sales to residential, 

commercial and wholesale customers 
declined 9%. The recession reduced demand 
and wholesale prices especially in the fourth 
quarter. 

While margins available from selling 
power that the company generates generally 
are higher than from selling purchased power, 
such sales are limited by the amount of 
generating assets owned. Furthermore, the 
profit available from simply selling excess 
generation is reduced by the inherent market 
transparency of such sales. The coordinated 
sales of excess generation in conjunction with 
trading and marketing activity optimizes 
assets, mitigates risk, and increases overall 
profit. 

The $12 billion increase in 2000 
revenues was primarily due to a 27% increase 
in wholesale electricity trading volume and 
increased retail fuel revenues as a result of 
higher gas prices used to generate electricity. 
The reduction in industrial revenues in 2000 is 
attributable to the expiration of a long-term 
contract on December 31, 1999. The 
significant increase in 2000 electricity trading 
volume, which accounted for a 66% increase 
in electricity trading revenues, resulted from: 

• efforts to grow AEP's energy marketing 
and trading operations, 

• favorable market conditions, and 
• the availability of additional generation 

Generation availability improved due to 
the return to service of one of the Cook Plant 
nuclear units in June 2000 and to improved 
outage management. The second Cook Plant 
unit which returned to service in December 
2000 did not have a significant impact on 
2000 revenues. Gas revenues increased in 
2000 due to increased natural gas and gas 
liquid product prices. 

Operating Expenses Increase 

Changes in the components of 
operating expenses were as follows: 

increase (Decrease) 
From Previous Year 

(Do l l a r s i n M i l l i o n s ) 2001 2QQ0 
Amount % Amount _%_ 

Fuel and Purchased 
Energy $24,035 83.7 $11,474 66.5 

Maintenance and 
Other Operat ion 196 5 .1 565 17.2 

Non-recoverable 
Merger Costs (182) (89.7) 203 N.M. 

Deprec ia t ion and 
Amorti z a t i on 133 10.6 38 3 .1 

Taxes Other Than 
Income Taxes C22:i (3.2:> (19lf2.7') 

Total S 2 A J M 69.6 $12,263 54.6 

Our fuel and purchased energy 
expense in 2001 increased 84% due to 
increased trading volume and an increase in 
nuclear generation cost. The return to service 
of the Cook Plant's two nuclear generating 
units in June 2000 and December 2000 
accounted for the increase in nuclear 
generation costs. 

Fuel and purchased energy expense 
increased 67% in 2000 due to increased 
trading volume and a significant increase in 
the cost of natural gas used for generation. 
Natural gas usage for generation declined 5% 
while the cost of natural gas consumed rose 
60%. Net income was not impacted by this 
significant cost increase due to the operation 
of fuel recovery rate mechanisms. These fuel 
recovery rate mechanisms generally provide 
for the deferral of fuel costs above the 
amounts included in existing rates or the 
accrual of revenues for fuel costs not yet 
recovered. Upon regulatory commission 
review and approval of the unrecovered fuel 
costs, the accrued or defen-ed amounts are 
billed to customers. With the introduction of 
customer choice of electricity supplier and a 
transition to market-based generation rates, 
the protection offered by fuel recovery 
mechanisms against changes in fuel costs 
was eliminated in Ohio effective January 1, 
2001 and in the ERCOT area of Texas 
effective January 1,2002. As a resutt, AEP's 
exposure to the risk of fuel price increases 
that could adversely affect future results of 
operations and cash fiows is increasing. See 
Note 1 for applicability of fuel recovery 
mechanisms by jurisdiction. 
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Maintenance and other operation 
expense rose in 2001 mainly as a result of 
additional traders' incentive compensation 
and accruals for severance costs related to 
corporate restructuring. 

The increase in maintenance and other 
operation expense in 2000 was mainly due to 
increased expenditures to prepare the Cook 
Plant nuclear units for restart following an 
extended NRC monitored outage and 
increased usage and prices of emissions 
allowances. The increase in Cook Plant 
restart costs resulted from the effect of 
deferring restart costs in 1999 and an 
increase in the restart expenditure level in 
2000. Cook Plant began its extended outage 
in September 1997 when both nuclear 
generating units were shut down fc>ecause of 
questions regarding the operability of certain 
safety systems. In 1999 a portion of 
incremental restart expenses were defen-ed in 
accordance with lURC and MPSC settlement 
agreements which resolved all jurisdictional 
rate-related issues related to the Cook Plant's 
extended outage. With NRC approval Unit 2 
returned to service in June and achieved full 
power operation on July 5, 2000 and Unit 1 
retumed to sen/ice in December and achieved 
full power operation on January 3,2001. The 
increase in emission allowance usage and 
prices resulted from the stricter air quality 
standards of Phase It of the 1990 Clean Air 
Act Amendments, which became effective on 
January 1,2000. 

With the consummation ofthe merger 
with CSW, certain deferred merger costs were 
expensed in 2000. The merger costs charged 
to expense included transaction and transition 
costs not allocable to and recoverable from 
ratepayers under regulatory commission 
approved settlement agreements to share net 
merger savings. As expected merger costs 
declined in 2001 after the merger was 
consummated. 

Depreciation and amortization expense 
increased in 2001 primarily as a result of the 
commencement of amortization of transition 
generation regulatory assets in the Ohio, 
Virginia and West Virginia jurisdictions due to 
passage of restructuring legislation, the new 
businesses acquired in 2001 and additional 
investments in property, plant and equipment. 

Interest, Preferred Stock Dividends, Minority 
Interest 

Interest expense deceased 15% in 
2001 due to the effect of interest paid the IRS 
on a COLI deduction disallowance in 2000 
and lower average outstanding short-term 
debt balances and a decrease in average 
short-term interest rates. 

In 2001 we issued a preferred member 
interest to finance the acquisition of HPL and 
paid a preferred return of $13 million to the 
preferred member interest. 

In 2000 interest increased by 17% due 
to additional interest expense from the ruling 
disallowing COLI tax deductions and AEP's 
effort to maintain flexibility for corporate 
separation by issuing short-term debt at 
flexible rates. The use of fixed interest rate 
swaps has been employed to mitigate the risk 
from floating interest rates. 

Other Income 

Other in(X)me increased $166 million in 
2001. This increase was primarily caused by 
the sale in March 2001 of Frontera, a 
generating plant required to be divested under 
a FERC approved merger settlement agree
ment, which produced a pretax $73 million 
gain and the effect from the December 2000 
impairment writedown of $43 million to reflect 
the pending sale of AEP's Yorkshire 
investment. 

Other income decreased $66 million in 
2000 primarily due to a loss in equity earnings 
from the 2000 write-down of the Yorkshire 
investment and losses from certain non-
regulated subsidiaries accounted for on an 
equity basis. Other expenses increased in 
2000 mainly from a charge for the 
discontinuance of an electric storage water 
heater demand side management program of 
the regulated business. 

Income Taxes 

Although pre-tax book income 
increased considerably, income taxes 
decreased due to the effect of recording in 
2000 prior year federal income taxes as a 
result of the disallowance of COLI interest 
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deductions by the IRS and nondeductible 
merger related costs in 2000. 

Income taxes increased in 2000 over 
1999 levels primarily due to the disallowance 
of the COLI interest deductions and the non
deductible merger related costs discussed 
above. 

Extraordinary Losses and Cumulative Effect 

In 2001 we recorded an extraordinary 
loss of $48 million net of tax to write-off 
prepaid Ohio excise taxes stranded by Ohio 
deregulation. The application of regulatory 
accounting for generation was discontinued in 
2000 for the Ohio, Virginia and West Virginia 
jurisdictions which resulted in the after tax 
extraordinary loss of $35 million. 

New accounting rules that became 
effective in 2001 regarding accounting for 
derivatives required us to mark to market 
certain fuel supply contracts that qualify as 
financial derivatives. The effect of initially 
adopting the new rules at July 1, 2001 was a 
favorable earnings effect of $18 million, net of 
tax, which is reported as a cumulative effect 
of accounting change. 

FINANCIAL CONDITION 

We measure the financial condition of 
the Company by the strength of its balance 
sheet, the liquidity provided by its cash flows 
and earnings. 

The ratings at the end of the year for 
senior unsecured debt issued by the 
Company's subsidiaries are listed in the 
following table: 

Company Moody's s&P Fitch 

AEP 
AEP Resources* 
APCO 
CPL 
CSPCo 
I&M 
KPCO 
OPCo 
PSO 
SWEPCO 

Baal 
Baal 
Baal 
Baal 
A3 
Baa2 
Baa2 
A3 
A2 
A2 

BBB+ 
BBB+ 
BBB+ 
B8B+ 
BBB+ 
BBB+ 
BBB+ 
BBB+ 
BBB+ 
BBB+ 

BBB+ 
BBB+ 
BBB+ 
A-
A-
BBB 
BBB 
BBB+ 
A 
A 

• The rating is for a series of senior notes issued with a Support 
Agreement from AEP. 

The ratings are presently stable. The 
parent company's commercial paper program 
has short-term ratings of A2 and P2 by 
Moody's and Standard and Poor's, 
respectively. 

AEP's common equity to total 
capitalization declined to 33% in 2001 from 
34% in 2000. Total capitalization includes 
long-term debt due within one year, minority 
interests and short-term debt. Prefen^ed stock 
at 1% remained unchanged. Long-term debt 
increased from 47% to 50% while short-term 
debt decreased from 18% to 13% and 
minority interest in finance subsidiary 
increased to 3%. In 2001 and 2000, the 
Company did not issue any shares of 
common stock to meet the requirements of 
the Dividend Reinvestment and Direct Stock 
Purchase Plan and the Employee Savings 
Plan. 

Balance sheet capitalization ratios and 
cash flow ratios are principal determinants of 
the Company's credit quality. 

Year-end ratings of the Company's 
subsidiaries' first mortgage bonds are listed in 
the following table: 

Company 

APCO 
CPL 
CSPCo 
I&M 
KPCO 
OPCo 
PSO 
SWEPCO 
WTU 

Moodv'S S&P Fitch 

A3 
A3 
A3 
Baal 
Baal 
A3 
Al 
Al 
A2 

A 
A-
A~ 
A-
A-
A-
A 
A 
A-

A-
A 
A 
6BB+ 
BBB+ 
A-
A+ 
A+ 
A 

We plan to strengthen the Company's 
balance sheet in 2002 by issuing common 
stock and mandatory convertible preferred 
stock and using the proceeds fiiDm asset 
sales to reduce debt. The issuance of 
common stock has the potential to dilute 
future earnings per share but will enhance the 
equity to capitalization ratio. 

Rating agencies have become more 
focused in their evaluation of credit quality as 
a result of the Enron bankruptcy. They are 
focusing especially on the composition of the 
balance sheet (off-balance sheet leases, debt 
and special purpose financing structures), the 
cash liquidity profile and the impact of credit 
quality downgrades on financing transactions. 
We have worked closely with the agencies to 
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provide them with all the information they 
need, but we are unable to predict what 
acfions, if any, they may take regarding the 
Company's current ratings. 

During 2001 cash flow from operations 
was $2.9 billion, including $971 million from 
net income and $1.5 billion from depreciation, 
amortization and deferred taxes. Capital 
expenditures including acquisitions were $4 
billion and dividends on common stock were 
$773 million. Cash from operations less 
dividends on common stock financed 52% of 
capital expenditures. 

During 2001, the proceeds ofthe $1.25 
billion global notes issuance and proceeds 
from the sale of a UK distribution company 
and two generating plants provided cash to 
purchase assets, fund construction, retire 
debt and pay dividends. Major construction 
expenditures include amounts for a wind 
generating facility and emission control 
technology on several coal-fired generating 
units (see discussion in Note 8). Asset 
purchases include HPL, coal mines, a barge 
line, a wind generating facility and two coal-
fired generating plants in the UK. These 
acquisitions accounted for the increase in 
total debt in 2001. During the third quarter of 
2001, permanent financing was completed for 
the acquisition of HPL by the issuance of a 
minority interest which provided $735 million 
net of expenses (See Note 22 for discussion 
of the terms). HPL's permanent financing 
increased funds available for other corporate 
purposes. Long-term financings for the other 
acquisitions will be announced as arranged. 
Long-term funding arrangements for specific 
assets are often complex and typically not 
completed until after the acquisition. 

Earnings for 2001 resulted In a 
dividend payout rafio of 80%, a considerable 
improvement over the 289% payout ratio in 
2000. The abnormally high ratio in 2000 was 
the result of the adverse impact on 2000 
earnings from the Cook Plant extended 
outage and related restart expenditures, 
merger costs and the write-off related to COLI 
and non-regulated subsidiaries. We expect 
continued improvement of the payout ratio as 
a result of earnings growth in 2002. 

Cash from operations and short-term 
borrowings provide working capital and meet 
other short-term cash needs. We generally 
use short-term borrowings to fund property 
acquisifions and construction until long-term 
funding mechanisms are arranged. Some 
acquisitions of existing business entities 
include the assumption of their outstanding 
debt and certain liabilities. Sources of long-
term funding include issuance of AEP 
common stock, minority interest or long-term 
debt and sale-leaseback or leasing 
arrangements. We operate a money pool and 
sell accounts receivables to provide liquidity 
for the domestic electric subsidiaries. Short-
term borrowings in the U.S. are supported by 
two revolving credit agreements. At 
December 31, 2001, approximately $554 
million remained available for short-term 
borrowings in the US. 

Subsidiaries that trade energy 
commodities in Europe have a separate 
multicurrency revolving loan and letters of 
credit agreement allowing them to borrow up 
to 150 million Euros of which 42 million Euros 
were available on December 31, 2001. In ^ ^ 
February 2002 they also originated a MJ^ 
temporary second line of 50 million Euros for ^ ^ 
three months which is expected to be 
replaced with a 150 million Euro line, 
providing for a total of 300 million Euros. 
SEEBOARD, Nanyang and Citipower which 
operate in the UK, China and Australia, 
respectively, each have independent 
financing arrangements which provide for 
borrowing in the local currency. SEEBOARD 
has a 320 million pound revolving credit 
agreement it uses for short-term funding 
purposes. At December 31, 2001, 
SEEBOARD had 117 million pounds 
available. 

Our revolving credit agreements 
include covenants that require us to maintain 
specified financial ratios and describe non
performance of certain actions as events of 
default. At December 31, 2001 we complied 
with the covenants of these agreements. In 
general, a default in excess of $50 million 
under one agreement is considered a default 
under the other agreements. In the case of a 
default on payments under these agreements, 
all amounts outstanding would be immediately 
payable. 
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The contractual obligations ofAEP include amounts reported on the balance sheet and other 
obligations disclosed in our footnotes. The following table summarizes AEP's contractual cash 
obligations at December 31, 2001: 

Payments Due by Period 
(in millions) 

contractual cash Obligations Less Than 1 year 2-3 years 4fi5 years After 5 years Tflta.l 

Long-term Debt 
Short-term Debt 
Trust Preferred Securit ies 
Minority in terest in Finance 

subsidiary (a) 
Preferred stock Subject to 
Mandatory Redemption 

capi ta l Lease obl igat ions 
unconditional Purchase 
Obligations (b) 

Noncancellable Operating Leases 
Other Long-term Obligations (c) 

Total Contractual 
Cash Obligations 

$2,300 
3,155 

96 

317 
286 

%&JM 

$2,988 

24 
144 

1,658 
526 
30 

$2,559 

750 

4 
91 

1,299 
488 

iLoai 

$ 4.246 

321 

67 
397 

3,559 
2,671 

$12,093 
3,155 

321 

750 

95 
728 

6,833 
3,971 

_ 61 

$11,261 $28.007 

(a) The i n i t i a l period of the preferred interest i s through August 2006. At the end of the i n i t i a l 
period, the preferred rate may be reset, the preferred member interests may be re-marketed to 
new investors, the preferred member in terests may be redeemed, i n whole or i n part including 
accrued return, or the preferred member in terest may be l iqu idated. 

(b) Represents contractual obl igat ions to purchase coal and natural gas as fuel fo r e lec t r i c 
generation along with related transportat ion of the f u e l . 

(c) Represents contractual obl igat ions to loan funds to a j o i n t venture accounted for under the 
equity method. 

Special purpose entities have been employed for some of the contractual cash obligations 
reported in the above table. The lease of Rockport Plant Unit 2 and the Gavin Plant's flue gas 
desulfurization system (Gavin Scrubbers), the permanent financing of HPL and the sale of accounts 
receivable use special purpose entities. Neither AEP nor any AEP related parties has an ownership 
interest in the special purpose entities. AEP does not guarantee the debt of these entities. These 
special purpose entities are not consolidated in AEP's financial statements in accordance with 
generally accepted accounting principles. As a result, neither the assets nor the debt ofthe special 
purpose entities is included on AEP's balance sheet The future cash obligations payable to the 
special purpose entities are included in the above table 

I n addition to the amounts disclosed in the contractual cash obligations table above, AEP makes 
commitments in the normal course of business. These commitments include standby letters of 
credit, guarantees for the payment of obligation performance bonds, and other commitments. 
AEP's commitments outstanding at DecemberSl, 2001 under these agreements are summarized in 
the table below: 

Other commercial Commitments 

Standby Letters of Credit 
Guarantees 
construction of Generating and 
Transmission Facilities for 
Third Parties (a) 
Other commercial 
commitments (b) 

Total Commercial Commitments 

Amount of Commitment Expiration Per Period 
Cin millions) 

Less Than 1 year 2-3 ye^r? 4n5 year? After 5 years 

101 
815 

168 

il7Q9Q 

$ 53 
161 

540 

140 

$36 
15 

M 

Total 

190 
991 

708 

^ 

(a) AS construction agent for third party owners of power plants and transmission facilities, the 
Company has committed by contract terms to complete construction by dates specified in the 
contracts. Should the Company default on these obligations, financial payments could be up to 
100% of contract value (amount shown in table) or other remedies required by contract terms. 

(b) Represents estimated future payments for power to be generated at facilities under construction. 
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AEP, through certain subsidiaries, has 
entered into agreements with an unrelated, 
unconsolidated special purpose entity (SPE) 
to develop, construct, finance and lease a 
power generation facility. The SPE will own 
the power generation facility and lease it to an 
AEP consolidated subsidiary after 
construction is completed. The lease will be 
accounted for as an operating lease with the 
payment obligations included in the lease 
footnote. Payments under the operating 
lease are expected to commence in the first 
quarter of 2004. AEP will in turn sublease the 
facility to an unrelated industrial company 
which will both use the energy produced by 
the facility and sell excess energy. Another 
affiliate of AEP has agreed to purchase the 
excess energy from the subleasee for resale. 

The SPE has an aggregate financing 
commitment from equity and debt participants 
(Investors) of $427 million. AEP, in its role as 
constmction agent for the SPE, is responsible 
for completing construction by December 31. 
2003. In the event the project is terminated 
before completion of construction, AEP has 
the option to either purchase the pnDject for 
100% of project costs or terminate the project 
and make a payment to the Lessor for 89.9% 
of project costs. 

The term of the operating lease 
between the SPE and the AEP subsidiary is 
five years with multiple extension options. If 
all extension options are exercised the total 
tenrt of the lease would be 30 years. AEP's 
lease payments to the SPE are sufficient to 
provide a return to the Investors. At the end 
of the first five-year lease term or any 
extension, AEP may renew the lease at fair 
market value subject to Investor approval; 
purchase the facility at its original construction 
cost; or sell the facility, on behalf of the SPE, 
to an independent third party. If the project is 
sold and the proceeds from the sale are 
insufficient to repay the Investors, AEP hnay 
be required to make a payment to the Lessor 
of up to 85% of the project's cost. AEP has 
guaranteed a portion of the obligations of its 
subsidiaries to the SPE during the 
construction and post-construction periods. 

As of December 31, 2001, project 
costs subject to these agreements totaled 
$168 million, and total costs forthe completed 

facility are expected to be approximately $450 
million. Since the lease is accounted for as an 
operating lease for financial accounting 
purposes, neither the facility nor the related 
obligations are reported on AEP's balance 
sheets. The lease is a variable rate obligation 
indexed to three-month LIBOR. Consequently 
as market interest rates increase, the 
payments under this operating lease will also 
increase. Annual payments of approximately 
$12 million represent future minimum 
payments under the first five-year lease term 
calculated using the indexed LIBOR rate of 
2.85% at December 31, 2001. 

The lease payments and the guarantee 
of construction commitments are included in 
the Other Commercial Commitments table 
above. 

OPCo has entered into a purchased 
power agreement to purchase electricity pro
duced by an unaffiliated entity's three-unit 
natural gas fired plant that is under 
construction. The first unit is anticipated to be 
completed in October 2002 and the agree
ment will terminate 30 years after the third unit 
begins operation. Under the terms of the 
agreement OPCo has the option to run the 
plant until December 31,2005 taking 100% of 
the power generated. For the re-mainder of 
the 30 year contract term, OPCo will pay the 
variable costs to generate the electricity it pur
chases which could be up to 20% of the 
plant's capacity. The estimated fixed pay
ments through December 2005 are $55 
million and are included in the Other 
Commercial Commitments table shown 
above. 

Minority Interest in Finance Subsidiary 

In August 2001, AEP formed Caddis 
Partners, LLC (Caddis), a consolidated 
subsidiary, and sold a non-controlling pre
ferred member interest in Caddis to an 
unconsolidated special purpose entity 
(Steelhead) for $750 million. Under the 
provisions of the Caddis formation agree
ments, the preferred member interest 
receives quarteriy a preferred return equal to 
an adjusted floating reference rate (4.413% at ^ 
December 31, 2001). The $750 million | B 
received replaced interim funding used to ^ ^ 
acquire Houston Pipe Line Company in June 
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2001. 

The preferred interest is supported by 
natural gas pipeline assets and $321.4 million 
of preferred stock issued by an AEP 
subsidiary to the AEP affiliate which has the 
managing member interest in Caddis. Such 
preferred stock is convertible into common 
stock of AEP upon the occurrence of certain 
events. AEP can elect not to have the 
transaction supported by such preferred stock 
if the preferred interest were reduced by $225 
million. In addition, Caddis has the right to 
redeem the preferred member interest at any 
time. 

The initial period of the preferred interest is 
through August 2006. At the end of the initial 
period. Caddis will either reset the preferred 
rate, re-market the preferred member 
interests to new investors, redeem the 
preferred member interests, in whole or in part 
including accrued return, or liquidate in 
accordance with the provisions of applicable 
agreements. 

The credit agreement between Caddis 
and the AEP subsidiary that acts as its 
managing member contains covenants that 
restrict incremental liens and indebtedness, 
asset sales. Investments, acquisitions, and 
distributions. Financial covenants impose 
minimum financial ratios. At December 31, 
2001, we satisfied all of the financial ratio 
requirements. In general, a default in excess 
of $50 million under another agreement is 
considered a default under this agreement. 

Steelhead has the right to terminate 
the transaction and liquidate Caddis upon the 
occurrence of certain events including a 
default in the payment of the preferred retum. 
Steelhead's rights include: forcing a 
liquidation of Caddis and acting as the 
liquidator, and requiring the conversion ofthe 
$321.4 million of AEP subsidiary preferred 
stock into AEP common stock. If the 
preferred member interest exercised its rights 
to liquidate under these conditions, then AEP 
would evaluate whether to refinance at that 
time or relinquish the assets that support the 
preferred member interest. Liquidation ofthe 
preferred interest or of Caddis could impact 
AEP's liquidity. 

Caddis and the AEP subsidiary which acts a? 
its managing member are each a limited 
liability company, with a separate existence 
and identity from its members, and the assets 
of each are separate and legally distinct from 
AEP. The results of operations, cash flows 
and flnancial position of Caddis and such 
managing member are consolidated with AEP 
for financial reporting purposes. The 
preferred member interest and payments of 
the prefen-ed return are reported on AEP's 
income statement and balance sheet as 
Minority Interest in Finance Subsidiary. 

Expenditures for domestic electric utility 
construction are estimated to be $4.6 billion 
forthe next three years. Approximately 100% 
of constmction expenditures are expected to 
be financed by internally generated funds. 

In 1998 SEEBOARD's 80% owned 
subsidiary, SEEBOARD Poweriink, signed a 
30-year contract for $1.6 billion to operate, 
maintain, finance and renew the high-voltage 
power distribution network of the London 
Underground transportation system. 
SEEBOARD Powertinkwill be responsible for 
distributing high voltage electricity to supply 
270 London Underground stations and 250 
miles ofthe rail system's track. SEEBOARD's 
partners in Poweriink are an intemational 
electrical engineering group and an 
intemational cable and construction group. 

Financing Activity 

AEP issued $1.25 billbn of global notes 
in May 2001 (with intermediate maturities). 
The proceeds were loaned to regulated and 
non-regulated subsidiaries. 

In 2001 CSPCo and OPCo, AEP's Ohio 
subsidiaries, reacquired $295.5 million and 
$175.6 million, respectively, of first mortgage 
bonds in preparation for corporate separation. 

AEP Credit purchases, without 
recourse, the accounts receivable of most of 
the domestic utility operating companies and 
certain non-affiliated electric utility companies. 
AEP Credit's financing for the purchase of 
receivables changed during 2001. Starting 
December 31, 2001, AEP Credit entered into 
a sale of receivables agreement. The 
agreement allows AEP Credit to sell certain 
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receivables and receive cash meeting the 
requirements of SFAS 140 forthe receivables 
to be removed from the balance sheet. The 
agreement expires in May 2002 and is 
expected to be renewed. At December 31, 
2001, AEP Credit had $1.0 billion sold under 
this agreement of which $485 million are non
affiliated receivables. In January 2002, AEP 
Credit stopped purchasing accounts 
receivables from non-affiliated electric utility 
companies. 

In February 2002 CPL issued $797 
million of securitization notes that were 
approved by the PUCT as part of Texas 
restructuring to help decrease rates and 
recover regulatory assets. The proceeds were 
used to reduce CPL's debt and equity. 

In 2002 the Company plans to continue 
restructuring its debt for corporate separation 
assuming receipt of all necessary regulatory 
approvals. Corporate separation will require 
the transfer of assets between legal entities. 
With corporate separation, a newly created 
holding company for tiie unregulated business 
is expected to issue all debt needed to fund 
the wholesale business and unregulated 
generating companies. The size and maturity 
lengths of the original offering is presently 
being determined. 

The regulated holding company is 
expected to issue the debt needed by the 
wires companies in Ohio and Texas, The 
regulated integrated utility companies will 
continue their current debt structure until the 
regulatory commissions approve changes. At 
that time, the regulated holding company may 
also issue the debt for the regulated 
companies' funding needs. 

We have requested credit ratings for 
the holding companies consistent with our 
existing credit quality, but we cannot predict 
what the outcome will be. 

AEP uses a money pool to meet the 
short-term borrowings for certain of its 
subsidiaries, primarily the domestic electric 
utility operations. Following corporate 
separation, management will evaluate the 
advantages of establishing a money pool for 
the unregulated business subsidiaries. The 
current money pool which was approved by 

the appropriate regulatory authorities will 
continue to service the regulated business 
subsidiaries. Presently, AEP also funds the 
short-term debt requirements of other 
subsidiaries that are not included in tine 
money pool. As of December 31,2001, AEP 
had credit facilities totaling $3.5 billion to 
support its commercial paper program. At 
December 31, 2001, AEP had $2.9 billion 
outstanding in short-term borrov îng subject to 
these credit facilities. 

MARKET RISKS 

As a major power producer and trader 
of wholesale electricity and natural gas, we 
have certain market risks inherent in our 
business activities. These risks include com
modity price risk, interest rate risk, foreign 
exchange risk and credit risk. They represent 
the risk of loss that may impact us due to 
changes in the underlying market prices or 
rates. 

Policies and procedures are 
established to identify, assess, and manage 
market risk exposures in our day to day 
operations. Our risk policies have been ^ h 
reviewed with the Board of Directors, ^ ^ 
approved by a Risk Management Committee 
and administered by a Chief Risk Officer. The 
Risk Management Committee establishes risk 
limits, approves risk policies, assigns 
responsibilities regarding the oversight and 
management of risk and monitors risk levels. 
This committee receives daily, weekly, and 
monthly reports regarding compliance with 
policies, limits and procedures. The 
committee meets monthly and consists ofthe 
Chief Risk Officer. Chief Credit Officer, V.P. 
Market Risk Oversight, and senior financial 
and operating managers. 

We use a risk measurement model 
which calculates Value at Risk (VaR) to 
measure our commodity price risk. The VaR is 
based on the variance - covariance method 
using historical prices to estimate volatilities 
and correlations and assuming a 95% 
confidence level and a one-day holding 
period. Based on this VaR analysis, at 
December 31, 2001 a near term typical 
change in commodity prices Is not expected to J ^ 
have a material effect on our results of ^ ^ 
operations, cash fiows or financial condition. 
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The following table shows the high, average, 
and low market risk as measured by VaR at: 

December 31. 
2001 2000 

High Average Low High Average Low 
(in millions) 

Trading $28 $14 $5 $32 $10 $1 

We also utilize a VaR model to measure 
interest rate market risk exposure. The 
interest rate VaR model is based on a Monte 
Carlo simulation with a 95% confidence level 
and a one year holding period. The volatilities 
and correlations were based on three years of 
weekly prices. The risk of potential loss in fair 
value attributable to AEP's exposure to 
interest rates, primarily related to long-term 
debt with fixed interest rates, was $673 million 
at December 31, 2001 and $998 million at 
December 31,2000. However, since we 
would not expect to liquidate our entire debt 
portfolio in a one year holding period, a near 
term change in interest rates should not 
materially affect results of operations or 
consolidated financial position. 

AEP is exposed to risk fi'om changes in 
the market prices of coal and natural gas 
used to generate electricity where generation 
is no longer regulated or where existing fuel 
clauses are suspended or frozen. The 
protection afforded by fuel clause recovery 
mechanisms has either been eliminated by 
the implementation of customer choice in 
Ohio (effective January 1, 2001) and in the 
ERCOT area of Texas (effective January 1, 
2002) or frozen by settlement agreements in 
Indiana, Michigan and West Virginia. To the 
extent the fuel supply of the generating units 
in these states is not under fixed price long-
term contracts AEP is subject to market price 
risk. AEP continues to be protected against 
market price changes by active fuel clauses in 
Oklahoma, Arkansas, Louisiana, Kentucky, 
Virginia and the SPP area of Texas. 

We employ physical fon/vard purchase 
and sale contracts, exchange futures and 
options, over-the-counter options, swaps, and 
other derivative contracts to offset price risk 
where appropriate. However, we engage in 
trading of electricity, gas and to a lesser 
degree coal, oil, natural gas liquids, and 
emission allowances and as a result the 
Company is subject to price risk. The amount 

of risk taken by the traders is controlled by the 
management of the trading operations and 
the Company's Chief Risk Officer and his 
staff. When the risk from trading activities 
exceeds certain pre-determined limits, the 
positions are modified or hedged to reduce 
the risk to the limits unless specifically 
approved by the Risk Management 
Committee. 

We employ fair value hedges, cash 
fiow hedges and swaps to mitigate changes in 
interest rates or fair values on short and long-
term debt when management deems it 
necessary. We do not hedge all interest rate 
risk. 

We employ cash flow forward hedge 
contracts to lock-in prices on transactions 
denominated in foreign currencies where 
deemed necessary. Intemational subsidiaries 
use currency swaps to hedge exchange rate 
fluctuations in debt denominated in foreign 
cun-encies. We do not hedge all foreign 
currency exposure. 

AEP limits credit risk by extending 
unsecured credit to entities based on internal 
ratings. In addition, AEP uses Moody's 
Investor Service, Standard and Poor's and 
qualitative and quantitative data to 
independentiy assess the financial health of 
counterparties on an ongoing basis. This 
data, in conjunction with the ratings 
information, is used to determine appropriate 
risk parameters. AEP also requires cash 
deposits, letters of credit and parental/affiliate 
guarantees as security from certain below 
investment grade counterparties in our normal 
course of business. 

We trade electricity and gas contracts 
with numerous counterparties. Since our 
open energy trading contracts are valued 
based on changes in market prices of the 
related commodities, our exposures change 
daily. We believe that our credit and market 
exposures with any one counterparty is not 
material to financial condition at December 
31, 2001. At December 31, 2001 less than 
5% of the counterparties were below 
investment grade as expressed In terms of 
Net Mark to Market Assets. Net Mark to 
Market Assets represents the aggregate 
difference (either positive or negative) 
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between the forward market price for the 
remaining term of the contract and the 
contractual price. The following table 
approximates counterparty credit quality and 
exposure. 

Futures, 
Forward and 

Counterparty Swap 
Credit Quality. Contracts Options Total 
DecemberSl, 2001 

(in millions) 
AAA/Exchanges $ 147 $ - $ 147 
AA 140 4 144 
A 304 7 311 
BBB 932 34 966 
Below Investment 
Grade 56 23 79 

Total $1,579 sea S1,647 

We enter into transactions for electricity 
and natural gas as part of wholesale trading 
operations. Electric and gas transactions are 
executed overthe counter with counterparties 
or through brokers. Gas transactions are also 
executed through brokerage accounts with 
brokers who are registered with the 
Commodity Futures Trading Commission. 
Brokers and counterparties require cash or 
cash related instruments to be deposited on 
these transactions as margin against open 
positions. The combined margin deposits at 
December 31,2001 and 2000 was $55 million 
and $95 million. These margin accounts are 
restricted and therefore are not included in 
cash and cash equivalents on the Balance 
Sheet We can be subject to further margin 
requirements should related commodity prices 
change. 

We recognize the net change in the 
fair value of all open trading contracts, a 
practice commonly called mark-to-market 
accounting, in accordance with generally 
accepted accounting principles and include 
the net change in mark-to-market amounts on 
a net discounted basis in revenues. 
Unrealized mark-to-market revenues totaled 
$257 million in 2001. The fair values of open 
short-term trading contracts are based on 
exchange prices and broker quotes. The fair 
value of open long-term trading contracts are 
based mainly on Company developed 
valuation models. The valuation models 
produce an estimated fair value for open long-
term trading contracts. This fair value is 
present valued and reduced by appropriate 
reserves for counterparty credit risks and 

liquidity risk. The models are derived from 
internally assessed market prices with the 
exception ofthe NYMEX gas curve, where we 
use daily settled prices. Fonward price curves 
are developed for inclusion in the model 
based on broker quotes and other available 
market data. The curves are within the range 
between the bid and ask prices. The end of 
the month liquidity reserve is based on the 
difference in price between the price curve 
and the bid price of the bid ask prices if we 
have a long position and the ask side if we 
have a short position. This provides for a 
consen/ative valuation net ofthe reserves. 

The use of these models to fair value 
open trading contracts has inherent risks 
relating to the underlying assumptions 
employed by such models. Independent 
controls are in place to evaluate the 
reasonableness of the price curve models. 
Significant adverse or favorable effects on 
future results of operations and cash flows 
could occur if market risks, at the time of 
settiement, do not correlate with the Company 
developed price models. 

The effect on the Consolidated 
Statements of Income of marking to market 
open electricity trading contracts in the 
Company's regulated jurisdictions is deferred 
as regulatory assets or liabilities since these 
transactions are included in cost of service on 
a settlement basis for ratemaking purposes. 
Unrealized mark-to-market gains and losses 
from trading are reported as assets or 
liabilities. 

The following table shows net 
revenues (revenues less fuel and purchased 
energy expense) and their relationship to the 
mark-to-market revenues (the change in fair 
value of open trading contracts). 

December 31. 

Revenues 
(including 
mark- to-
market 
adjustment) 
Fuel and 
Purchased 
Energy 
Expense 
Net Revenues 
Mark-to-Market 
Revenues 
Percentage of 
Net Revenues 
Represented by 
Mark-to-Market 

2001 2000 1999 
(in millions) 

$61,257 $36,706 $24,745 

^̂ H^ 
$257 

2S.718 
t 7.988 

ilZfl 

17,244 
$.7,5ni 

12i 

3% 2% 
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The following tables analyze the changes in fair values of trading assets and liabilities. The 
first table "Net Fair Value of Energy Trading Contracts" shows how the net fair value of energy 
trading contracts was derived from the amounts included in the balance sheet line item "energy 
trading and dervative contracts." The next table "Energy Trading Contracts" disaggregates realized 
and unrealized changes in fair value; identifies changes in fair value as a result of changes in 
valuation methodologies; and reconciles the net fair value of energy trading contracts at the 
beginning of the year of $63 million to the end of the year of $448 million. Contracts realized/settled 
during the period include both sales and purchase contracts. The third table "Energy Trading 
Contract Maturities" shows exposures to changes in fair values and realization periods overtime for 
each method used to determine fair value. 

Net Fair Value of Energy Trading Contracts 

Energy Trading Contracts: 
Current Asset 
Long-term Asset 
current L i ab i l i t y 
Long-term L i a b i l i t y 
Fair value of Energy Trading contracts 

December 31. 
2001 2000 

Cin mi l l ions) 

Net 

$ 8,536 
2,367 
C8,279) 
r2.176') 

t 448 

$ 15,495 
1,552 

CIS.671) 
^ (1.313) 
$ 6 3 

$ 63 

C352) 

73 

310 

24 

CD 
331 

$ 448 

(a) 

Cb) 

(a) 

(c) 

(d) 

Ce) 

The net fair value of energy trading contracts includes $257 million at December 31, 2001 and 
$170 million at December 31,2000 of unrealized mark-to-market gains that are recognized in the 
income statement. Also included in the above net fair value of energy trading contracts are option 
premiums that are deferred until the related contracts settle and the portion of changes in fair 
values of electricity trading contracts that are deferred for ratemaking purposes. 

Energy Trading Contracts 

Cin millions') 

Net Fair value of Energy Trading Contracts at December 31, 2000 

Gain from Contracts real ized/sett led during period 

Fair value of new open contracts when entered into during period 

Adjustments for Contracts entered into and set t led during period 

Net option premium payments 

Change in f a i r value due to valuation Methodology changes 

Changes in market value of contracts 

Net Fair value of Energy Trading Contracts at December 31, 2001 
Ca) Gains from Contracts Realized or otherwise settled During the period" include realized gains 

from energy trading contracts that sett led during 2001 that were entered into prior to 2001, 
as well as during 2001. "Adjustment for Contracts Entered into and Settled During the 
period" discloses the realized gains from sett led energy trading contracts that were both 
entered into and closed within 2001 that are included in the to ta l gains of $352 mi l l i on , 
but not included in the ending balance of open contracts. 

Cb) The "Fair Value of New Open Contracts When Entered Into during period" represents the f a i r 
value of long-term contracts entered into with customers during 2001. The f a i r value is 
calculated as of the execution of the contract. Most of the f a i r value comes, from longer 
term fixed price contracts with customers that seek to l im i t their r isk against f luctuating 
energy prices. The contract prices are valued against market curves representative of the 
delivery locat ion. 

Cc) The Company changed i t s methodology for calculating and reporting load based transactions. 
The previous methodoloc|y estimated a baseload volume based on h is tor ica l takes and sold a 
call option for potential load increases from the baseload. The current methodology uses a 
modified version of a straddle load fol low model to estimate the baseload volume and ca l l 
option volume. This methodogy change more accurately estimates the load volume forecast. 
The dol lar impact on exist ing deals was a decrease of in f a i r value of $1.2 m i l l i on . 

Cd) "Change in market Value of Contracts" represents the f a i r value change in the trading 
por t fo l io due to market f luctuat ions during the current period. Market f luctuat ions are 
at t r ibutable to various factors such as supply/demand, weather, storage, etc. 

Ce) The net change in the f a i r value of energy trading contracts for 2001 that resulted in an 
increase of $385 mi l l ion CS448 mi l l ion less $63 mi l l ion) represents the balance sheet 
change. The net mark-to-market jgain on energy trading contracts of $257 mi l l ion represents 
the impact on earnings. The difference i s related primari ly to regulatory deferrals of 
certain mark-to-market gains that were recorded as regulatory l i a b i l i t i e s and not reflected 
in the income statement for those companies that operate in regulated ju r i sd ic t ions , and 
deferrals of option premiums included in the above analysis, which do not have a mark-to-
market income statement impact. 
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Energy Trading Contract M a t u r i t i e s 
Cin mi l l ions" ) 

source o f Fai r Value 

Pr ices a c t i v e l y quoted (a) 

Pr ices provided by other ex terna l 
sources Cb) 

p r i ces based on models and o ther 
va l ua t i on methods Cc) 

Fai r va lue o f Contracts a t December 31.2001 

Tota l 

Less 
1 yea 

$ 46 

152 

^ 

m i 

than 
1-3 years 

$ 8 

33 

133 

$174 

M a t u r i t i e s 

4-5 

$ -

-

35 

$35 

years 
i n Excess 
Of 5 vears 

$ -

-

28 

$?« 

Tota l Fa i r 
va lue 

$ 54 

185 

209 

$448 

Ca) "Pr ices A c t i v e l y Quoted" represents the Company's exchange t raded f u tu res p o s i t i o n s i n 
natura l gas. 

Cb) "Pr ices Provided by Other External sources" represents the company's p o s i t i o n s i n na tura l 
gas, power, and coal a t po in ts where over- the-counter broker quotes are a v a i l a b l e . Prices 
f o r these var ious commodities can genera l l y be obta ined on the over - the-coun te r market 
through 2003. Some pr ices from externa l sources are quoted as s t r i p s Cone b id /ask f o r Nov-
Mar, Apr-Get, e t c ) . Such t ransac t ions have a lso been inc luded i n t h i s category. 

Cc) "Pr ices Based on Models and Other Valuat ion Methods" contain the f o l l ow ing : the value of the 
Company s adjustments f o r l i q u i d i t y and counterpar ty c r e d i t exposure, the value o f contracts 
not quoted by an exchanae or an over- the-counter broker, the value o f t ransact ions fo r which 
an i n t e r n a l l y developed p r i ce curve was developed as a r e s u l t o f the long dated nature o f 
c e r t a i n t r a n s a c t i o n s , and the value o f c e r t a i n s t r uc tu red t r a n s a c t i o n s . 
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We have investments in debt and 
equity securities which are held in nuclear 
trust funds. The trust investments and their 
fair value are discussed in Note 13, "Risk 
Management, Financial Instruments and 
Derivatives." Financial instruments in these 
trust funds have not been included in the 
market risk calculation for interest rates as 
these instruments are marked-to-market and 
changes in market value of these instruments 
are reflected in a corresponding 
decommissioning liability. Any differences 
between the trust fund assets and the ultimate 
liability are expected to be recovered through 
regulated rates from our regulated customers. 

Inflation affects our cost of replacing 
utility plant and the cost of operating and 
maintaining plant. The rate-making process 
limits recovery to the historical cost of assets, 
resulting in economic losses when the effects 
of inflation are not recovered from customers 
on a timely basis. However, economic gains 
that result from the repayment of long-tenn 
debt with inflated dollars partly ofl'set such 
losses. 

LITIGATION 

AEP is involved in various lifigation. 
The details of significant litigafion confin-
gencies are disclosed in Note 8 and 
summarized below. 

COLI 

A decision by U.S. District Court for the 
Southern District of Ohio in February 2001 
that denied AEP's deduction of interest 
claimed on AEP's federal income tax returns 
related to its COLI program resulted in a $319 
million reduction in net income for 2000. AEP 
had filed suit to resolve the IRS' assertion that 
interest deducflons for AEP's COLI program 
should not be allowed. In 1998 and 1999 the 
Company paid the disputed taxes and interest 
attributable to COLI interest deductions for 
taxable years 1991-98 to avoid the potential 
assessment by the IRS of additional interest 
on the contested tax. The payments were 
included in other assets pending the 
resolution of this matter. The Company has 
appealed the Court's decision. 

Shareholders'Litigation 

On December 21, 2001, the U.S. 
District Court for the Southern District of Ohio 
dismissed a class action lawsuit against AEP 
and four former or present officers. The 
complaint alleged violation of federal 
securities laws by disseminafing materially 
false and misleading statements related to the 
extended Cook Plant outage. 

FERC Wholesale Fuel Complaints 

In November 2001 certain WTU 
wholesale customers filed a complaint with 
FERC alleging that WTU has overcharged 
them since 1997 through the fuel adjustment 
clause. The customers allege inappropriate 
costs related to purchased power were 
included in the fuel adjustment clause. 
Management is working to compute if any 
overcharges occurred and is unable to predict 
their impact on results of operations, cash 
flow and financial condifion. 

Municipal Franchise Fee Litigation 

tn 2001 CPL paid $11 million to settle 
class action litigafion regarding municipal 
franchise fees in Texas. The City of San 
Juan, Texas had filed a class action lawsuit in 
1996 seeking $300 million in damages. 

Texas Base Rate Litigation 

In 2001 the Texas Supreme Court 
denied CPL's request for the court to review a 
1997 PUCT base rate order. Subsequently 
the Court also denied CPL's rehearing 
request. 

The primary issues CPL requested the Court 
to review were: 
• the classificafion of $800 million of 

invested capital in STP as ECOM and 
assigning it a lower return on equity 
than other generation property; 

• and an $18 million disallowance of 
affiliated service billings. 

Lignite Mining Agreement Litigation 

In 2001 SWEPCo settled litigation 
concerning lignite mining in Louisiana. Since 
1997 SWEPCo has been involved in lifigation 
conceming the mining of lignite from jointly 
owned lignite reserves. SWEPCo and 

25 



CLECO, an unafl'iliated ufility, are each a 50% 
owner of the Dolet Hills Power Station Unit 1 
and jointly own lignite reserves in the Dolet 
Hills area of northwestern Louisiana. Under 
terms of a settlement, SWEPCo purchased 
an unaffiliated mine operator's interest in the 
mining operations and related debt and other 
obligations for $86 million. 

Merger Litigation 

In January 2002, a federal court ruled 
that the SEC failed to prove that the June 15, 
2000 merger of AEP with CSW meets the 
requirements of the PUHCA and sent the 
case back to the SEC for further review. 
Management believes that the merger meets 
the requirements of the PUHCA and expects 
the matter to be resolved favorably. 

Other 

AEP is involved in a number of other 
legal proceedings and claims. While manage
ment is unable to predict the outcome of such 
lifigafion, it is not expected that the ultimate 
resolution of these matters will have a 
material adverse efl'ect on the results of 
operations, cash fiows or financial condifion. 

INTERNATIONAL INVESTMENTS 

We own a 44% equity interest in Vale, 
a Brazilian electric operafing company which 
was purchased for a total of $149 million. On 
December 1,2001 we converted a $66 million 
note receivable and accrued interest into a 
20% equity interest in Caiua (Brazilian electric 
operating company), a subsidiary of Vale. 
Vale and Caiua have experienced losses from 
operafions and our investment has been 
affected by the devaluafion of the Brazilian 
Real. The cumulative equity share of 
operafing and foreign currency translation 
losses through December 31, 2001 is 
approximately $46 million and $54 million, 
respectively net of tax. The cumulative equity 
share of operating and foreign currency 
translation losses through December 31,2000 
is approximately $33 million and $49 million, 
respectively net of tax. Both investments are 
covered by a put option, which, if exercised, 
requires our partners in Vale to purchase our 
Vale and Caiua shares at a minimum price 
equal to the U.S. dollar equivalent of the 

original purchase price. As a result, 
management has concluded that the 
investment carrying amount should not be 
reduced below the put option value unless it is 
deemed to be an other than temporary 
impairment and our partners in Vale are 
deemed unable to fulfill their responsibilities 
under the put option. Management has 
evaluated through an independent thinj-party, 
the ability of its Vale partners to fulfill their 
responsibilifies under the put opfion 
agreement and has concluded that our 
partners should be able to fulfill their 
responsibilities. 

Management believes that the decline 
in the value of its investment in Vale in US 
dollars is not other than temporary. As a 
result and pursuant to the put option 
agreement, these losses have not been 
applied to reduce the carrying values of the 
Vale and Caiua investments. As a result we 
will not recognize any future earnings from 
Vale and Caiua unfil the operafing losses are 
recovered. Should the impairment of our 
investment become other than temporary due 
to our partners in Vale becoming unable to 
fulfill their responsibilifies, it would have an 
adverse effect on future results of operations. 

Management will continue to monitor 
both the status ofthe losses and the ability of 
its partners to fulfill their obligations under the 
put. 

ENVIRONMENTAL CONCERNS AND 
ISSUES 

The U.S. continues to debate an array 
of environmental issues affecting the electric 
utility industry including new emission 
limitations recommend by the Bush 
Administration in February 2002. Most of the 
policies are aimed at reducing air emissions 
citing alleged impacts of such emissions on 
public health, sensitive ecosystems or the 
global climate. 

AEP's policy on the environment 
continues to be the development and 
application of long-term economically feasible 
measures to improve air and water quality, 
limit emissions and pnDtect the health of its 
employees, customers, neighbors and others 
impacted by its operations. In support of this 
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policy, AEP continues to invest in research 
through groups like the Electric Power 
Research Institute and directiy through 
demonstration projects for new technology for 
the capture and storage of carbon dioxide, 
mercury, NOx and other emissions. AEP 
intends to continue in a leadership role to 
protect and preserve the environment while 
providing vital energy commodities and 
services to our customers at fair prices. 

AEP has a proven record of efficiently 
producing and delivering electricity and gas 
while minimizing the impact on the 
environment. AEP and its subsidiaries have 
spent billions of dollars to equip their facilities 
with the latest cost effective clean air and 
water technologies and to research new 
technologies. We are proud of our award 
winning efforts to reclaim our mining 
properties. 

The introduction of multi-pollutant 
control legislation is being discussed by 
members of Congress and the Bush 
Administration. The legislation being 
considered may regulate carbon dioxide, 
NOx, sulfur dioxide, mercury and other 
emissions from electric generating plants. 
Management will continue to support 
solutions which are based on sound science, 
economics and demonstrated control 
technologies. Management is unable to 
predict the timing or magnitude of additional 
pollution control laws or regulations. If 
additional control technology is required on 
AEP's facilities and their costs were not 
recoverable from ratepayers or through 
market based prices or volumes of product 
sold, they could adversely affect future results 
of operations and cash flows. The following 
discussions explain existing control efforts, 
litigation and other pending matters related to 
environmental issues for AEP companies. 

Federal EPA Complaint and Notice of 
Violation 

Since 1999 AEP has been involved in 
litigation regarding generating plant emissions 
under the Clean Air Act. Federal EPA, a 
number of states and certain special interest 
groups alleged that AEP companies modified 
certain generating units over a 20 year period 
in violation of the Clean Air Act. 

Under the Clean Air Act, if a plant 
undertakes a major modification that directly 
results in an emissions increase, permitting 
requirements might be triggered and the plant 
may be required to Install additional pollution 
control technology. This requirement does not 
apply to activities such as routine 
maintenance, replacement of degraded 
equipment or failed components, or other 
repairs needed for the reliable, safe and 
efficient operation ofthe plant. We believe our 
maintenance, repair and replacement 
activities were in conformity with the Clean Air 
Act and intend to vigorously pursue our 
defense. 

The Clean Air Act authorizes civil 
penalties of up to $27,500 per day per 
violation at each generating unit ($25,000 per 
day prior to January 30,1997). In March 2001 
the District Court ruled that claims for civil 
penalties based on activities that occurred 
more than five years before the filing date of 
the complaints cannot be imposed. There is 
no time limit on claims for injunctive relief. 

Management is unable to estimate a 
loss or predict the timing of the resolution of 
these matters due to the number of alleged 
violations and the significant number of issues 
yet to be determined by the Court. If we do 
not prevail, any capital and operating costs of 
additional pollution control equipment that 
may be required as well as any penalties 
imposed would adversely affect future results 
of operations, cash flows and possibly 
financial condition. 

An unaffiliated utility which operates 
certain plants jointly owned by CSPCo 
reached a tentative agreement to settle 
litigation regarding generating plant emissrans 
under the Clean Air Act. Negotiations are 
continuing and a settlement could impact the 
operation of the Zimmer Plant and W.C. 
Beckjord Generating Station Unit 6 (owned 
25.4% and 12.5%, respectively, by CSPCo). 
Until a final settlement is reached, CSPCo will 
be unable to determine the settlement's 
impact on its jointly owned facilities and its 
future results of operations and cash flows. 

NOx Reduction 

Federal EPA issued a rule (the NOx 
Rule) and granted petitions filed by certain 
northeastern states (the Section 126 Rule) 
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requiring substantial reductions in NOx 
emissions in a number of eastern states, 
including certain states in which AEP's 
generating plants are located. 

Federal EPA ruled that eleven states, 
including certain states in which AEP's 
generating units are located, failed to submit 
approvable plans to comply with the NOx 
Rule. This ruling means that those states 
could face stringent sanctions including limits 
on consti-uction of new sources of air 
emissions, loss of federal highway funding 
and possible Federal EPA takeover of state 
air quality management programs. A request 
for the D.C. Circuit Court to review this ruling 
is pending. The compliance date for the NOx 
RuleisMay31.2004. 

The D.C. Circuit Court instructed 
Federal EPA to justify methods used to 
allocate allowances and project growth for 
both the NOx Rule and the Section 126 Rule. 
In response to AEP and other utilities request 

for the D.C. Circuit Court to suspend the May 
2003 compliance date of the Section 126 
Rule, the D.C. Circuit Court issued an order 
tolling the compliance schedule until Federal 
EPA responds to the Court's remand. 

In April 2000 the Texas Natural 
Resource Conservation Commission adopted 
rules requiring significant reductions in NOx 
emissions from utility soun^es, including those 
owned by CPL and SWEPCo. The 
compliance date is May 2003 for CPL and 
May 2005 for SWEPCo. 

In 2001 selective catalytic reduction 
(SCR) technology to reduce NOx emissions 
on OPCo's Gavin Plant commenced 
operation. Construction of SCR technology at 
certain other AEP generating units continues 
with completion scheduled in 2002 through 
2006. 

Our estimates indicate that compliance 
with the NOx Rule, the Texas Natural 
Resource Conservation Commission rule and 
the Section 126 Rule could result in required 
capital expenditures totaling approximately 
$1.6 billion of which approximately $450 
million has been spent. Since compliance 
costs cannot be estimated with certainty, the 
actual cost to comply could be significantly 
different than the preliminary estimates 
depending upon the compliance alternatives 

selected to achieve reductions in NOx 
emissions. Unless any capital and operating 
costs of additional pollution control equipment 
are recovered from customers, they will have 
an adverse effect on future results of 
operations, cash flows and possibly financial 
condition. 

Superfund 

By-products from the generation of 
electricity include materials such as ash, slag, 
sludge, low-level radioactive waste and SNF. 
Coal combustion by-products, which 
constitute the overwhelming percentage of 
these materials, are typically disposed of or 
treated in captive disposal facilities or are 
beneficially utilized. In addition, our generating 
plants and transmission and distribution 
facilities have used asbestos, PCBs and other 
hazardous and nonhazardous materials. We 
are currently incurring costs to safely dispose 
of these substances. Additional costs could 
be incurred to comply with new laws and 
regulations if enacted. 

Superfund addresses clean-up of 
hazardous substances at disposal sites and 
authorized Federal EPA to administer the 
clean-up programs. As of year-end 2001, 
subsidiaries ofAEP have been named by the 
Federal EPA as a PRP for five sites. There 
are four additional sites for which AEP has 
received information requests which could 
lead to PRP designation. AEP has also been 
named a PRP at two sites under state law. 
Our liability has been resolved for a number of 
sites with no significant effect on results of 
operations. In those instances where we have 
been named a PRP or defendant, our 
disposal or recycling activities were in 
accordance with the then-applicable laws and 
regulations. Unfortunately, Superfund does 
not recognize compliance as a defense, but 
imposes strict liability on parties who fall within 
its broad statutory categories. 

While the potential liability for each 
Superfund site must be evaluated separately, 
several general statements can be made 
regarding our potential future liability. AEP's 
disposal of materials at a particular site is 
often unsubstantiated and the quantity of 
materials deposited at a site was small and 
often nonhazardous. Although liability is joint 
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and several, typically many parties are named 
as PRPs for each site and several ofthe other 
parties are financially sound enterprises. 
Therefore, our present estimates do not 
anticipate material cleanup costs for identified 
sites for which we have been declared PRPs. 
If significant cleanup costs are attributed to 
AEP in the future under Superfund which 
cannot be recovered from customers, results 
of operations, cash flows and possibly 
financial condition would be adversely 
affected. 

Global Climate Change 

At the Third Conference of the Parties 
to the United Nations Framework Convention 
on Climate Change held in Kyoto, Japan in 
December 1997 more than 160 countries, 
including the U.S., negotiated a treaty 
requiring legally-binding reductions in 
emissions of greenhouse gases, chiefly 
carbon dioxide, which many scientists believe 
are contributing to global climate change. 
Although the U.S. signed the Kyoto PnDtocol 
on November 12, 1998, the treaty was not 
submitted to the Senate for its advice and 
consent by President Clinton. In March 2001 
President Bush announced his opposition to 
the treaty and its U.S. ratification. At the 
Seventh Conference of the Parties in 
November 2001, the parties finalized the 
rules, procedures and guidelines required to 
facilitate ratification of the protocol. The 
protocol is expected to become effective by 
2003. U.S. representatives attended the 
Seventh Conference but they did not take any 
positions on issues being negotiated or 
attempt to block the approval of any issue. 
AEP does not support the Kyoto Protocol but 
intends to work with the Bush Administration 
and U.S. Congress to develop responsible 
public policy on this issue. Management 
expects due to President Bush's opposition to 
legislation mandating green-house gas 
emissions controls, any policies developed 
and implemented in the near future are likely 
to encourage voluntary measures to reduce, 
avoid or sequester such emissions. 

The acquisition of 4,000 MW of coal-
fired generation in the United Kingdom in 
December 2001 exposes these assets to 
potential carbon dioxide emission control 
obligations since the U.K. is expected to be a 

party to the Kyoto Protocol. 

Costs for Spent Nuclear Fuel and 
Decommissioning 

AEP, as the owner of the Cook Plant 
and as a partial owner of STP, has a 
significant future financial commitment to 
safely dispose of SNF and decommission and 
decontaminate the plants. The Nuclear Waste 
Policy Act of 1982 established federal 
responsibility for the permanent off-site 
disposal of SNF and high-level radioactive 
waste. By law the Company participates in the 
DOE'S SNF disposal program which is 
described in Note 8 of the Notes to 
Consolidated Financial Statements. Since 
1983 l&M has collected $288 million fi^om 
customers for the disposal of nuclear fuel 
consumed at the Cook Plant. $116 million of 
these funds have been deposited in external 
trust funds to provide for the future disposal of 
spent nuclear fuel and $172 million has been 
remitted to the DOE. CPL has collected and 
remitted to the DOE, $49 million forthe future 
disposal of SNF since STP began operation 
in the late 1980s. Under the provisions of the 
Nuclear Waste Policy Act, collections from 
customers are to provide the DOE witii money 
to build a permanent repositoryfor spent fuel. 
However, in 1996, the DOE notified AEP that 
it would be unable to begin accepting SNF by 
the January 1998 deadline required by law. 
To date DOE has failed to comply with the 
requirements ofthe Nuclear Waste Policy Act. 

As a result of DOE's failure to make 
sufficient progress toward a permanent 
repository or othenwise assume responsibility 
for SNF, AEP on behalf of l&M and STPNOC 
on behalf of CPL and the other STP owners, 
along with a number of unaffiliated utilities 
and states, filed suit in the D.C. Circuit Court 
requesting, among other things, that the D.C. 
Circuit Court order DOE to meet its 
obligations under the law. The D.C. Circuit 
Court ordered the parties to proceed with 
contractual remedies but declined to order 
DOE to begin accepting SNF for disposal. 
DOE estimates its planned site fortiie nuclear 
waste will not be ready until at least 2010. (n 
1998, AEP filed a complaint in the U.S. Court 
of Federal Claims seeking damages in excess 
of $150 million due to the DOE's partial 
material breach of its unconditional 

29 



contractual deadline to begin disposing of 
SNF generated by the Cook Plant Similar 
lawsuits were filed by other utilities. In August 
2000, in an appeal of related cases involving 
other unaffiliated utilities, the U.S. Court of 
Appeals for the Federal Circuit held that the 
delays clause of the standard contract 
between utilities and the DOE did not apply to 
DOE's complete failure to perform its contract 
obligations, and that the utilities' suits against 
DOE may continue in court. AEP's suit has 
been stayed pending further action by the 
U.S. Court of Federal Claims. As long as the 
delay in the availability of a government 
approved storage repository for SNF 
continues, the cost of both temporary and 
permanent storage and the cost of 
decommissioning will continue to increase. 

In January 2001, l&M and STPNOC, on 
behalf of STP's joint owners, joined a lawsuit 
against DOE, filed in November 2000 by 
unaffiliated utilities, related to DOE's nuclear 
waste fund cost recovery settlement with 
PECO Energy Corporation. The settlement 
allows PECO to skip two payments to the 
DOE for disposal of SNF due to the lack of 
progress towards development of a 
permanent repository for SNF. The 
companies believe the settlement is unlawful 
as the settlement would force other utilities to 
make up any shortfall in DOE's SNF disposal 
funds. 

The cost to decommission nuclear 
plants is affected by both NRC regulations 
and the delayed SNF disposal program. 
Studies completed in 2000 estimate the cost 
to decommission the Cook Plant ranges from 
$783 million to $1,481 million in 2000 non-
discounted dollars. External trust funds have 
been established with amounts collected from 
customers to decommission the plant. At 
December 31, 2001, the total decom
missioning trust fund balance for Cook Plant 
was $598 million which includes earnings on 
the trust investments. Studies completed in 
1999 for STP estimate CPL's share of 
decommissioning cost to be $289 million in 
1999 non-discounted dollars. Amounts 
collected from customers to decommission 
STP have been placed in an extemal trust. At 
December 31, 2001, the total decom
missioning tnjst fund for CPL's share of STP 
was $99 million which includes earnings on 

the trust investments. Estimates from the 
decommissioning studies could continue to 
escalate due to the uncertainty in the SNF 
disposal program and the length of time that 
SNF may need to be stored at the plant site. 
We will work with regulators and customers to 
recover the remaining estimated costs of 
decommissioning Cook Plant and STP. 
However, AEP's future results of operations, 
cash flows and possibly its financial condition 
would be adversely affected if the cost of SNF 
disposal and decommissioning continues to 
increase and cannot be recovered. 

The Company is exposed to other 
environmental concerns which are not 
considered to be material or potentially 
material at this time. Should they become 
significant or should any new concerns be 
uncovered that are material they could have a 
material adverse effect on results of 
operations and possibly financial condition. 
AEP performs environmental reviews and 
audits on a regular basis for the purpose of 
identifying, evaluating and addressing 
environmental concerns and issues. 

APCo, AEP's subsidiary which 
operates in Virginia and West Virginia, has 
been seeking regulatory approval to build a 
new high voltage transmission line for over a 
decade. Through December 31, 2001 we 
have invested approximately $40 million in 
this effort. If the required regulatory approvals 
are not obtained and the line is not 
constructed, the $40 million investment would 
be written off adversely affecting future results 
of operations and cash flows. 

ENRON BANKRUPTCY 

At the date of Enron's bankruptcy AEP 
had open trading contracts and trading 
accounts receivables and payables with 
Enron. In addition, on June 1, 2001, we 
purchased Houston Pipe Line from Enron and 
entered into a lease arrangement with a 
subsidiary of Enron for a gas storage facility. 
At the date of Enron's bankruptcy various HPL 
related contingencies and indemnities 
remained unseti:led. In the fourth quarter of 
2001 AEP provided $47 million ($31 million 
net of tax) for our estimated losses from the 
Enron bankruptcy. The amount provided was 
based on an analysis of contracts where AEP 
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and Enron are counterparties, the offsetting of 
receivables and payables, the application of 
deposits from Enron and management's 
analysis of the HPL related purchase 
contingencies and indemnifications, ff there 
are any adverse unforeseen developments in 
the bankruptcy proceedings, ourfuture results 
of operations, cash flows and possibly 
financial condition could be adversely 
impacted. 

INVESTMENTS LIMITATIONS 

Our investment, including guarantees 
of debt, in certain types of activities is limited 
by PUHCA. SEC authorization under PUHCA 
limits us to issuing and selling securities in an 
amount up to 100% of our average quarterly 
consolidated retained earnings balance for 
investment in EWGs and FUCOs. At 
December 31, 2001, AEP's investment in 
EWGs and FUCOs was $2.9 billion, including 
guarantees of debt, compared to AEP's limit 
of $3.3 billion. 

SEC rules under PUHCA permit AEP to 
invest up to 15% of consolidated capitalization 
(such amount was $3.6 billion at December 
31, 2001) in energy-related companies, 
including marketing and/or trading of 
electricity, gas and other energy commodities. 
Our gas trading business and our interest in 
domestic cogeneration projects are reported 
as investments under this rule and at 
December 31, 2001, such investment was 
$2.2 billion. 

OTHER MATTERS 

New Accounting Standards 

The FASB recently issued SFAS 141, 
"Business Combinations" and SFAS 142, 
"Goodwill And Other Intangible Assets." 
SFAS 141 requires that the purchase method 
of accounting be used to account for all 
business combinations entered into after June 
30, 2001. SFAS 142 requires that goodwill 
amortization cease and that goodwill and 
other intangible assets with indefinite lives be 
tested for impairment upon SFAS 142 
implementation and annually thereafter. 
These new standards must be implemented 
by AEP in the first quarter of 2002. 
Amortization of goodwill and other intangible 

assets with indefinite lives will cease with our 
implementation of SFAS 142 beginning 
January 1,2002. The amortization of goodwill 
and other intangible assets reduced our net 
income by $50 million for the twelve months 
ended December 31, 2001. We are currently 
in the process of fair valuing our reporting 
units with goodwill in order to determined 
potential goodwill impairment. As such we 
have not yet determined the impact on first 
quarter 2002 results of operations adopting 
the provision of these standards. 

SFAS 143. "Accounting for Asset 
Retirement Obligations," will become effective 
for us beginning January 1,2003. SFAS 143 
established accounting and reporting for legal 
obligations associated with the retirement of 
tangible long-lived assets and the related 
asset retirement costs. We are currentiy in 
the process of evaluating the provisions ofthe 
standard and determining its impact on future 
results of operations and financial cxjndition. 
To the extent AEP is a regulated entity we 
anticipate that the cumulative effect of this 
accounting change on future results of 
operations will be significantiy offset by a 
regulatory asset representing the right to 
recover legal ARO obligations relative to 
regulated long lived assets Included in rate 
base. The impact on future results of 
operations from the implementation of this 
new standard on the Company's non-
regulated long lived assets has not yet been 
determined. We anticipate that the 
considerable effort to identify all long lived 
assets with legal ARO and to determine the 
required discounted legal ARO obligation will 
take the remainder of 2002. 

In August 2001 the FASB issued SFAS 
144, "Accounting for the Impairment or 
Disposal of Long-lived Assets" which sets 
forth the accounting to recognize and 
measure an impairment loss. This standard 
replaces the previous standard, SFAS 121, 
"Accounting for the Long-lived Assets and for 
Long-lived Assets to be Disposed Of." SFAS 
144 will apply to us beginning January 1, 
2002. We do not expect that the imple
mentation of SFAS 144 will materially affect 
results of operations or financial condition. 
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The FASB recently revised its prior 
guidance related to SFAS 133, "Accounting 
for Deriviative lnsti"uments and Hedging 
Activities" with regard to certain power option 
and fonA ârd contracts. The revised guidance 
states that power contracts, including both 
fonA/ard and option contracts, that include 
certain qualitative characteristics are 
considered capacity conti^cts, and qualify for 
the normal purchases and normal sales 
exception from being marked to market even 
if they are subject to being booked out, or 
scheduled to be booked out. As normal 
purchases and sales these open energy 
contracts are not marked to market. Rather 
they are accounted for on a setiJement basis. 
Most of AEP's power contracts that are not 
marked to market as trading transactions do 
not qualify as derivatives and thus are not 
subject to the revised guidance. The few 
contracts that are derivatives qualified for the 
exception under the previous guidance and 
will continue to qualify under the new 
guidance. 
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m 
AMERICAN ELECTRIC POWER COMPANY. INC. AND SUBSIDIARY COMPANIES 

ONSOLIDATED STATEMENTS OF INCOME 
in millions - except per share amounts) 

REVENUES: 
Electricity Marketing and Trading 
Gas Marketing and Trading 
Domestic Electricity Delivery 
Other investments 

TOTAL REVENUES 

EXPENSES: 
Fuel and Purchased Energy: 
Electricity Marketing and Trading 
Gas Marketing and Trading 
other Investments 

TOTAL FUEL AND PURCHASED ENERGY 
Maintenance and Other Operation 
Non-recoverable Merger Costs 
Depreciation and Amortization 
Taxes other Than income Taxes 

TOTAL EXPENSES 

OPERATING INCOME 

OTHER INCOME 

OTHER EXPENSES 

.ESS: INTEREST 
PREFERRED STOCK DIVIDEND REQUIREMENTS OF SUBSIDIARIES 
MINORITY INTEREST IN FINANCE SUBSIDIARY 

INCOME BEFORE INCOME TAXES 

INCOME TAXES 

INCOME BEFORE EXTRAORDINARY ITEM AND CUMULATIVE EFFECT 

EXTRAORDINARY LOSSES (NET OF TAX): 
DISCONTINUANCE OF REGULATORY ACCOUNTING FOR GENERATION 
LOSS ON REACQUIRED DEBT 

CUMULATIVE EFFECT OF ACCOUNTING CHANGE (net of tax) 

NET INCOME 

AVERAGE NUMBER OF SHARES OUTSTANDING 

EARNINGS PER SHARE: 
Income Before Extraordinary item and Cumulative Effect 
Extraordinary Losses 

Cumulative Effect of Accounting Change 

Earnings Per Share (Basic and Dilutive) 

CASH DIVIDENDS PAID PER SHARE 

See Notes to Consolidated Financial Statements. 

Year 
2001 

$41,513 
14.416 
3,356 
1,972 
61,257 

37,558 
14,004 
1,191 
52,753 
4,037 

21 
1,383 
668 

58.862 

2,395 

302 

130 

972 
10 
13 

1,572 

569 

1,003 

(48) 
(2) 

18 

% 971 

Ended Decemb 
2000 

$25,178 
6,259 
3,174 
2.095, 
36.706 

21,246 
6,227 
1,245 
28,718 
3,841 
203 

1,250 
690 

34,702 

2,004 

136 

81 

1,149 
11 

_ 

899 

597 

302 

(35) 

_ 

$ 267 

er 31, 
1999 

$17,232 
2,311 
3.068 
2.134 
24.745 

13,646 
2,305 
1,293. 
17,244 
3,276 

1,212 
709 

22.441 

2,304 

202 

42 

977 
19 

_ 

1,468 

482 

986 

C8) 
(6) 

_ 

a 972 

322 222 2Z1 

$ 3.11 
(0.16) 
0.06 

$ 3..Q1 

$2.40 

$ 0.94 
(0.11) 

% 0.83 

$2.40 

$ 3.07 
(0.04) 

$ 3.03 

$2.40 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEETS 
(in millions - except share data) 

ASSETS 
Current Assets: 
Cash and Cash Equivalents 
Accounts Receivable: 

customers 
Miscellaneous 
Allowance for uncollectible Accounts 

Energy Trading and Derivative Contracts 
Other 

TOTAL CURRENT ASSETS 

PROPERTY, PLANT AND EQUIPMENT: 
Electric: 
Production 
Transmission 
Distribution 

Other (including gas assets and nuclear fuel) 
construction Work in Progress 

Total Property, Plant and Equipment 
Accumulated Depreciation and Amortization 

NET PROPERTY, PLANT AND EQUIPMENT 

REGULATORY ASSETS 

INVESTMENTS IN POWER, DISTRIBUTION AND COMMUNICATIONS PR03ECTS 

GOODWILL (NET OF AMORTIZATION) 

LONG-TERM ENERGY TRADING AND DERIVATIVE CONTRACTS 

OTHER ASSETS 

TOTAL 

See Notes to Consolidated Financial statements. 

December 31. 
2001 

333 

2000 

$ 342 

626 
1,365 
(109) 
8,572 
1,776 

12.563 

17,477 
5,879 
11,310 
4,941 
1,102 
40,709 
16,166 

24.543 

3.162 

677 

1.494 

2,370 

2,472 

$47,281 

888 
2,883 
(72) 

15,497 
1.363 

20.901 

16,328 
5,609 
10,843 
4,077 
1,231 
38,088 
15,695 

22,393 

3,698 

^ 
1 . 3 ^ 

1,552 

2,642 

$53,350 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEETS 
'(in millions - except share data) 

LIABILITIES AND SHAREHOLDERS! EQUITY 

CURRENT LIABILITIES: 
Accounts Payable 
Short- term Debt 
Long-term Debt Due w i t h i n One Year* 
Energy Trading and Der i va t i ve Contracts 
Other 

TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT* 

LONG-TERM ENERGY TRADING AND DERIVATIVE CONTRACTS 

DEFERRED INCOME TAXES 

DEFERRED INVESTMENT TAX CREDITS 

DEFERRED CREDITS AND REGULATORY LIABILITIES 

DEFERRED GAIN ON SALE AND LEASEBACK fi ROCKPORT PLANT UNIT 2 

OTHER NONCURRENT LIABILITIES 

(COMMITMENTS AND CONTINGENCIES (Note 8) 

CERTAIN SUBSIDIARY OBLIGATED, MANDATORILY REDEEMABLE, 
PREFERRED SECURITIES OF SUBSIDIARY TRUSTS HOLDING 
SOLELY JUNIOR SUBORDINATED DEBENTURES OF SUCH SUBSIDIARIES 

MINORITY INTEREST IN FINANCE SUBSIDIARY 

CUMULATIVE PREFERRED STOCK OF SUBSIDIARIES* 

COMMON SHAREHOLDER!S EQUITY: 
Common Stock-Par value $6.50: 

2001 2000 
Shares Authorized. . . 600,000,000 600,000,000 
Shares issued 331,234,997 331,019,146 
(8,999,992 shares were held in treasury 
at December 31. 2001 and 2000) 

Paid-in Capital 
Accumulated Other Comprehensive Income (Loss) 
Retained Earnings 

TOTAL COMMON SHAREHOLDERS! EQUITY 

TOTAL 

*See Accompanying Schedules. 

December 31 

2001 

321 

750 

156 

2000 

$ 2,245 
3,155 
2,300 
8,311 
2,088 

18,099 

9.753 

2,183 

4.823 

491 

948 

194 

1,334 

$ 2,627 
4,333 
1,152 

15,671 
2.154 

25,937 

9,602 

1,313 

4.875 

528 

637 

203 

1,706 

334 

161 

2,153 
2,906 
(126) 
3,296 

8.229 

$47,281 

2,152 
2,915 
(103) 

3.090 

8,054 

$53,350 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY 
CONSOLIDATED STATEMENTS OF GASH FLOWS 
(in millions) 

OPERATING ACTIVITIES: 
Net income 
Adjustments for Noncash items: 

Depreciation and Amortization 
Deferred Federal Income Taxes 
Deferred Investment Tax credits 
Amortization (Deferral) of Operating 

Expense and carrying charqes (net) 
Equity in Earnings of Yorkshire Electricity Group pic 
Extraordinary Loss 
Cumulative Effect of Accounting change 
Deferred costs under Fuel Clause Mechanisms 
Mark to Market of Energy Trading contracts 
Miscellaneous Accrued Expenses 

Changes in certain Current Assets and Liabilities: 
Accounts Receivable (net) 
Fuel, Materials and supplies 
Accrued Utility Revenues 
Accounts Payable 
Taxes Accrued 

option Premiums 
Payment of Disputed Tax and interest Related to COLI 
Change in Other Assets 
Change in other Liabilities 

Net Cash Flows From operating Activities 

INVESTING ACTIVITIES: 
Construction Expenditures 
Purchase of Houston Pipe Line 
Purchase of U.K. Generation 
Purchase of Quaker Coal Co. 
Purchase of Memco 
Purchase of Indian Mesa 
Sale of Yorkshire 
Sale of Frontera 
other 

Net Cash Flows used For investing Activities 

FINANCING ACTIVITIES: 
issuance of Common stock 
Issuance of Minority interest 
Issuance of Long-term Debt 
Retirement of Cumulative Preferred stock 
Retirement of Long-term Debt 
Change in short-term Debt (net) 
Dividends Paid on common Stock 
Dividends on Minority interest in Subsidiary 
Other Financing Activities 

Net Cash Flows From Financing Activities 

Effect of Exchange Rate change on cash 

Net Increase (Decrease) in Cash and cash Equivalents 
Cash and cash Equivalents January 1 
Cash and cash Equivalents December 31 

see Notes to Consolidated Financial Statements. 

{Y COMPANIES 
^^^ 

Year Ended December 31. 
2001 

$ 971 

1,413 
163 
(29) 

40 
-

50 
(18) 
340 

(257) 
(384) 

1,764 
(82) 
26 

(461) 
(147) 

(76) 

(213) 
(147) 

2,953 

(1,832) 
(727) 
(943) 
(101) 
(266) 
(175) 
383 
265 
(36) 

(3,432) 

10 
747 

2,931 
(5) 

(1,835) 
(597) 
(773) 

(5) 

473 

(3) 

(9) 
342 

$ 333 

2000 

$ 267 

1,299 
(170) 

(36) 

48 
(44) 
35 

-
(449) 
(170) 
217 

(1,632) 
147 
(79) 

1,322 
172 

74 
319 
(92) 
205 

1,433 

(1,773) 

-
-
-
^ 
-

19 
(1,754) 

14 
_ 

1,124 
(20) 

(1,565) 
1,308 

(805) 
-
-

56 

23 

(242) 
584 

$ 342 

1999 

$ 972 

1,294 
180 
(38) 

(151) 
(45) 
14 

-
(191) 

(23) 
101 

(80) 
(162) 
(35) 
74 
29 

8 
(16) 
(87) 

(245) 
1.599 

(1,680) 

: • 

-
-
-
-

7 
f l .673^ 

93 
-

1,391 
(170) 
(915) 
812 

(833) 

(43) 
335 

(2) 

259 
325 

$ 584 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY AND 
COMPREHENSIVE INCOME 
(in millions) 

common 
Shares 

Accuraulated 
Other 

stock Pa id - i n Retained comprehensive 
Amount Cap i ta l Earnings income fLoss") To ta l 

$2,134 
15 

2,149 
3 

JANUARY 1 , 1999 . 328 
issuances 3 
Retirements and Other 
Cash Dividends Declared 
other 

Comprehensive income: 
Other Comprehensive income, Net o f Taxes 

Foreign Currency T r a n s l a t i o n Adjustment 
Minimum Pension L i a b i l i t y 

Net income 
Tota l Comprehensive Income 

DECEMBER 31, 1999 331 
Issuances 
Cash Dividends Declared 
Other 

Comprehensive income: 
other Comprehensive income. Net of Taxes 
Foreign Currency Translation Adjustment 
Reclassification Ad;justment 
For LOSS included in Net income 

Net income 
Total comprehensive income 

DECEMBER 31, 2000 331 
Issuances 
cash Dividends Declared 
Other 

comprehensive income: 
Other Comprehensive income. Net of Taxes 
Foreiqn currency Translation Adjustment 
unrealized Gain (Loss) on 
Derivatives Designated as Cash 
Flow Hedges 

Minimum Pension Liability 
Net income 
Total Comprehensive Income 

DECEMBER 31, 2001 231 

See Notes to Consolidated Financial Statements 

$2,818 
77 

3 

$3,493 

C833) 
(2) 

$ 7 $8,452 
92 

3 
(833) 

Q) 
7.712 

CX3) 

972 

2,898 
11 

3,630 

(805) 
(2) 

267 

2.152 
1 

2,915 
9 

3,090 

(18) 
(773) 

8 

(4) 

(119) 

20 

(103) 

(14) 

7,886 

(119) 

20 
267 
168 

$8,054 
10 

(773) 
qo) 

7,281 

(14) 

-

$2453 

-

$2,906 

971 

13.296 

(6) 

$(-126-. 

948 

$8.229 
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AMERICAN ELECTRIC POV\/ER COMPANY, INC. AND SUBSIDIARY COMPANIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Significant Accounting Policies: 

Business Operations ~ AEP's eleven domestic 
electric utility operating companies generate and 
deliver energy for sale to retail and wholesale 
customers. These companies are subject to 
regulation by the FERC under the Federal Power 
Act and follow the Uniform System of Accounts 
prescribed by FERC. They are subject to further 
regulation with regard to rates and other matters 
by state regulatory commissions. 

AEP also engages in wholesale marketing and 
trading of electricity, natural gas and to a lesser 
extent coal, oil, natural gas liquids and emission 
allowances in the United States and Europe. In 
addition the Company's domestic operations 
includes non-regulated independent power and 
cogeneration facilities, coal mining and intra-state 
midstream natural gas operations in Louisiana 
and Texas. 

International operations include regulated supply 
and distribution of electricity and other non-
regulated power generation projects in the United 
Kingdom, Australia, Mexico, South America and 
China. 

The Company also operates domestic barging, 
provides energy services worldwide and furnishes 
communications related services domestically. 

Rate Regulation - AEP is subject to regulation by 
the SEC under the PUHCA. The rates charged 
by the domestic utility subsidiaries are approved 
by the FERC and the state utility commissions. 
The FERC regulates wholesale electricity 
operations and transmission rates and the state 
commissions regulate retail rates. The prices 
charged by foreign subsidiaries located in the UK, 
Australia, China, Mexico and Brazil are regulated 
by the authorities of that country and are generally 
subject to price controls. 

Principles of Consolidation - The consolidated 
financial statements include AEP Co., Inc. and its 
wholly-owned and majority-owned subsidiaries 
consolidated with their wholly-owned subsidiaries. 
Significant intercompany items are eliminated in 

consolidation. Equity investments that are 50% or 
less owned are accounted for using the equity 
method with their equity earnings included in 
Other Income. 

Basis of Accounting - As the owner of cost-based 
rate-regulated electric public utility companies, 
AEP Co., Inc.'s consolidated financial statements 
reflect the actions of regulators that result in the 
recognition of revenues and expenses in different 
time periods than enterprises that are not rate 
regulated. In accordance with SFAS 71, 
"Accounting for the Effects of Certain Types of 
Regulation," regulatory assets (deferred 
expenses) and regulatory liabilities (future 
revenue reductions or refunds) are recorded to 
reflect the economic effects of regulation by 
matching expenses with their recovery through 
regulated revenues. Application of SFAS 71 for 
the generation portion of the business was 
discontinued as follows: in Ohio by OPCo and 
CSPCo in September 2000, in Virginia and West 
Virginia by APCo in June 2000, in Texas by CPL, 
WTU, and SWEPCo in September 1999 and in j ^ 
Arkansas by SWEPCo in September 1999. See I P 
Note 7, "Customer Choice and Industry 
Restructuring" for additional information. 

Use of Estimates - The preparation of these 
financial statements in conformity with generally 
accepted accounting principles necessarily 
includes the use of estimates and assumptions by 
management. Actual results could differ from 
those estimates. 

Property, Plant and Equipment - Electric utility 
property, plant and equipment of the domestic 
electric utility operating companies are stated at 
original cost of the acquirer. Property, plant and 
equipment of the non-regulated domestic 
operations and other investments are stated at 
their fair market value at acquisition plus the 
original cost of property acquired or constructed 
since the acquisition, less disposals. Additions, 
major replacements and betterments are added to 
the plant accounts. For cost-based rate regulated 
operations, retirements from the plant accounts 
and associated removal costs, net of salvage, are 
deducted from accumulated depreciation. T h e g | | 
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costs of labor, materials and overheads incurred 
to operate and maintain plant are included in 
operating expenses. 

Allowance for Funds Used During Construction 
(AFUDC) and Interest Capitalization - AFUDC is a 
noncash nonoperating income item that is 
capitalized and recovered through depreciation 
over the service life of domestic regulated electric 
utility plant. It represents the estimated cost of 
borrowed and equity funds used to finance 
construction projects. The amounts of AFUDC for 
2001, 2000 and 1999 were not significant. 
Effective with the discontinuance of the 
application of SFAS 71 regulatory accounting for 
domestic generating assets in Arkansas, Ohio, 
Texas, Virginia and West Virginia and for other 
non-regulated operations, interest is capitalized 
during construction in accordance with SFAS 34, 
"Capitalization of Interest Costs." The amounts of 
interest capitalized were not material in 2001, 
2000, and 1999. 

Depreciation, Depletion and Amortization -
Depreciation of property, plant and equipment is 
provided on a straight-line basis over the 
estimated useful lives of property, other than coal
mining property, and is calculated largely through 
the use of composite rates by functional class as 
follows: 

Functional class 
of Property 

Annual Composite 
Depreciation Rates Ranges 

1999 

Funct ional c lass 
o f p rooer tv 

Product ion: 
Steam-Nuclear 
Steam-Fossi1-Fi red 
Hyd roe lec t r i c -

Conventional 
and Pumped Storage 

Transmission 
D i s t r i b u t i o n 
Other 

Funct ional Class 
' o f Prooertv 

Product ion: 
Steam-Nuclear 
s team-Foss i l -F i red 
H y d r o e l e c t r i c -

Conventional 
and Pumped storage 

Transmission 
D i s t r i b u t i o n 

1 Other 

Annual composite 
Deorec ia t ion Rates Ranoes 

2001 

2.5% t o 
2.5% t o 

1.9% to 
1.7% to 
2.7% to 
1.8% t o 

3.4% 
4.5% 

3.4% 
3.1% 
4.2% 

15.0% 

Annual Composite 
Deprec ia t ion Rates Ranges 

?nno 
2.8% t o 
2.3% t o 

1.9% t o 
1.7% t o 
3.3% t o 
2.5% t o 

3.4% 
4.5% 

3.4% 
3.15S 
4.2% 
7.3% 

3.4% 
5.0% 

3.4% 
2.7% 
4.2%, 

Product ion : 
Steam-Nuclear 2.8% t o 
Steam-Foss i l -F i red 3.2% t o 
Hyd roe lec t r i c - Conventional 

and Pumped Storage 1.9% t o 
Transmission 1.7% t o 
D i s t r i b u t i o n 2.8% t o 
Other 2.0% t o 20.0% 

Depreciation, depletion and amortization of coal
mining assets is provided over each asset's 
estimated useful life or the estimated life of the 
mine, whichever is shorter, and is calculated 
using the straight-line method for mining 
structures and equipment The unlts-of-production 
method is used to amortize coal rights and mine 
development costs based on estimated 
recoverable tonnages at a current average rate of 
$3.46 per ton in 2001, $5.07 per ton In 2000, 
$2.32 per ton in 1999. These costs are InclucJed 
in the cost of coal charged to fuel expense. 

Cash and Cash Equivalents - Cash and cash 
equivalents include temporary cash investments 
with original maturities of three months ior less. 

Inventory - Except for CPL, PSO and WTU. the 
regulated domestic utility companies value fossil 
fuel inventories using a weighted average cost 
method. CPL. PSO and WTU utilize the LIFO 
method to value fossil fuel inventories. For those 
domestic utilities whose generation is un
regulated, inventory of coal and oil is carried at 
the lower of cost or market. Coal mine ihvenftories 
are also carried at the lower of cost or market. 
Natural gas inventories are marked-to*market if 
held in connection with trading operations. Any 
non-trading gas inventory is carried at the lower of 
cost or market. 

Accounts Receivable - AEP Credit Inc. (fbrmeriy 
CSW Credit) factors accounts receivable forthe 
domestic utility subsidiaries and certain non
affiliated utilities. In January 2002 AEP Credit 
stopped purchasing accounts receivable from 
non-affiliated utilities. On December 31, 2001 
AEP Credit, Inc. entered into a sale of receivables 
agreement with a group of banks and commercial 
paper conduits. This transaction constitutes a 
sale of receivables in accordance with SFAS 140, 
allowing the receivables to be taken off of the 
companies' balance sheets. See Note 19, "Lines 
of Credit and Sale of Receivables" for further 
details. 
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Foreign Currency Translation - The financial 
statements of subsidiaries outside the U.S. which 
are included in AEP's consolidated financial 
statements are measured using the local currency 
as the functional currency and translated into U.S. 
dollars in accordance with SFAS 52 "Foreign 
Currency Translation". Assets and liabilities are 
translated to U.S. dollars at year-end rates of 
exchange and revenues and expenses are 
translated at monthly average exchange rates 
throughout the year. Currency translation gain 
and loss adjustments are recorded in 
shareholders' equity as "Accumulated Other 
Comprehensive Income (Loss)". The non-cash 
impact of the changes in exchange rates on cash, 
resulting from the translation of items at different 
exchange rates is shown on AEP's Consolidated 
Statement of Cash Flows in "Effect of Exchange 
Rate Change on Cash." Actual currency trans
action gains and tosses are recorded in income. 

Deferred Fuel Costs - The cost of fuel consumed 
is charged to expense when the fuel is burned. 
Where applicable under governing state 
regulatory commission retail rate orders, fuel cost 
over or under-recoveries are deferred as 
regulatory liabilities or regulatory assets in 
accordance with SFAS 71. These deferrals 
generally are amortized when refunded or billed to 
customers in later months with the regulator's 
review and approval. The amount of deferred fuel 
costs underfuel clauses forAEPwas $139 million 
at December 31, 2001 and $407 million at 
December 31, 2000. See also Note 6 "Effects of 
Regulation". 

We are protected from fuel cost changes in 
Kentucky for KPCo, the SPP area of Texas, 
Louisiana and Arkansas for SWEPCo, Oklahoma 
for PSO and Virginia for APCo. Where fuel 
clauses have been eliminated due to the 
transition to market pricing, (Ohio effective 
January 1, 2001 and in the Texas ERCOT area 
effective January 1, 2002) changes in fuel costs 
impact earnings. 1n other state jurisdictions, 
(Indiana, Michigan and West Virginia) where fuel 
clauses have been frozen or suspended for a 
period of years, fuel cost changes also impact 
earnings currently. This is also true for certain of 
AEP's Independent Power Producer generating 
units that do not have long-term contracts for their 
fuel supply. See Note 5, "Rate Matters" and Note 

7, "Customer Choice and industry Restructuring" 
for further information about fuel recovery. 

Revenue Recognition - We recognize revenues 
from foreign and domestic generation, 
transmission and distribution of electricity, 
domestic gas pipeline and storage services, other 
energy supply related business activities, as well 
as domestic barging, telecommunications and 
related services. The revenues associated with 
these activities are recorded when earned as 
physical commodities are delivered to contractual 
meter points or services are provided. These 
revenues also include the accrual of earned, but 
unbilled and/or not yet metered revenues. Such 
revenues are based on contract prices or tariffs 
and presented on a gross basis consistent with 
genrally accepted accounting principles and 
industry practice. Revenue recognition for energy 
marketing and trading transactions is further 
discussed within the Energy Marketing and 
Trading Transactions section below. The 
Company follows EITF 98-10 and marks to 
market energy trading activities, which includes 
the net change in fair value of open trading 
contracts in earnings. Mark-to-market gains and 
losses on open contracts and net settlements of 
financial contracts (see below) are included in 
revenues on a net basis. The net basis of 
reporting for open contracts is permitted by EITF 
98-10 and for settled financial contracts is 
consistent with industry practice. Settled physical 
fonward trading transactions are reported on a 
gross basis, as permitted by EITF 98-10. 
Management believes that the gross basis of 
reporting for settled physical forward trading 
contracts is a better indication of the scope and 
significance of energy trading activities to the 
Company. 

Energy Marketing and Trading Transactions - The 
Company engages in wholesale electricity and 
natural gas marketing and trading transactions 
(trading activities). Trading activities involve the 
purchase and sale of energy under fonvard 
contracts at fixed and variable prices and the 
trading of financial energy contracts which 
includes exchange futures and options and over-
the-counter options and swaps. Although trading 
contracts are generally short-term, there are long-
term trading contracts. 
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The majority of trading activities represent 
forward electricity and gas contracts that are 
typically settled by entering into offsetting physical 
contracts. Fonward trading sale contracts are 
included in revenues when the contracts settle. 
Fonvard trading purchase contracts are included 
in fuel and purchased energy expenses when 
they settle. Prior to settlement the change in fair 
values of forward sale and purchase contracts are 
included in revenues. 

Trading purchases and sales through electricity 
and gas options, futures and swaps, represent 
financial transactions with the net proceeds 
reported in revenues at fair value upon entering 
the contracts. 

Recording ofthe net changes in fair value of open 
trading contracts is commonly referred to as 
mark-to-market accounting. 

The Company marks to market all open contracts 
from trading activities in accordance with EITF 98-
10 and includes the net mark-to-market (change 
in fair value) amount in revenues on a net 
discounted basis. The fair values of open short-
term trading contracts are based on exchange 
prices and broker quotes. Open long-term trading 
contracts are marked to market based mainly on 
Company developed valuation models. The 
valuation models produce an estimated fair value 
for open long-term trading contracts. The short-
term and long-term fair values are present valued 
and reduced by appropriate reserves for 
counterparty credit risks and liquidity risk. The 
models are derived from internally assessed 
market prices with the exception of the NYMEX 
gas curve, where we use daily settled prices. 
Bid/ask price curves are developed for inclusion 
in the model based on broker quotes and other 
available market data. The curves are within the 
range between the bid and ask price. The end of 
the month liquidity reserve is based on the 
difference in price between the price curve and 
the bid side of the bid ask if we have a long 
position and the ask side if we have a short 
position. This provides for a conservative 
valuation net of the reserves. The use of these 
models to fair value open trading contracts has 
inherent risks relating to the underiying 
assumptions employed by such models. 
Independent controls are in place to evaluate the 

reasonableness of the price curve models. 
Significant adverse or favorable effects on future 
results of operations and cash flows could occur if 
market risks, at the time of settlement, do not 
con-elate with the Company developed price 
models. 

The effect on the Consolidated Statements of 
Income of marking to market open electricity 
trading contracts in the Company's regulated 
jurisdictions is deferred as regulatory assets or 
liabilities since these transactions are included in 
cost of service on a settlement basis for 
ratemaking purposes. Unrealized mark-to-market 
gains and losses from trading activities whether 
deferred or recognized in revenues activities are 
part of Energy Trading and Derivative Contracts 
assets or liabilities as appropriate. 

Derivatives and Hedges - AEP marks to market 
derivatives and hedges under SFAS 133 except 
when derivatives qualify as normal purchase and 
sales contracts. For those derivatives that qualify 
as normal purchases and sales, we record the 
contracts on a settlement basis, that is, we do not 
record any change in fair value of the open 
contract. 

In order to mitigate market risks, management 
can elect to enter into derivative hedge 
transactions. Changes in the market value of cash 
flow hedges are deferred in other comprehensive 
income until the gain or loss is realized on the 
underiying hedged asset, liability or forecasted 
transactions. To qualify as a hedge, transactions 
must be designated as a hedge at inception and 
changes in their fair value must correlate highly 
with changes in value of the underlying asset, 
liability or forecasted transactions. This in effect 
reduces the Company's exposure to the effects of 
market risks. 

See Note 13 - "Risk Management, Financial 
Instruments and Derivatives" for further 
discussion ofthe accounting for risk management 
transactions. 

We also enter into fair value hedges of 
commodity contracts that we trade, primarily 
electricity and gas but generally do not elect to 
employ hedge accounting. We mark to market 
these open hedge contracts along with the open 
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trading position being hedged. To the extent the 
hedge is effective, the fair value of the hedge and 
underiying asset or liability offset each other. 

Levelizatlon of Nuclear Refueling Outage Costs -
In order to match costs with regulated revenues, 
incremental operation and maintenance costs 
associated with periodic nuclear refueling outages 
at I&M's Cook Plant are deferred and amortized 
over the period beginning with the 
commencement of an outage and ending with the 
beginning ofthe next outage. 

Maintenance Costs - Maintenance costs are 
expensed as incurred except where SFAS 71 
requires the recordation of a regulatory asset to 
match the expensing of maintenance costs with 
their recovery in cost based regulated revenues. 
See below for an explanation of costs deferred in 
connection with an extended outage at I&M's 
Cook Plant. 

Amoriization of Cook Plant Deferred Rested 
Costs - Pursuant to settlement agreements 
approved by the lURC and the MPSC to resolve 
all issues related to an extended outage of the 
Cook Plant. I&M deferred $200 million of 
incremental operation and maintenance costs 
during 1999. The deferred amount is being 
amortized to expense on a straight-line basis over 
five years from January 1,1999 to December 31, 
2003. l&M amortized $40 million in 2001, 2000 
and 1999 leaving $80 million as an SFAS 71 
regulatory asset at December 31, 2001 on the 
Consolidated Balance Sheets of AEP and l&M. 

Other Income and Other Expenses - Other 
Income includes equity earnings of non-
consolidated subsidiaries, gains on dispositions of 
property, interest and dividends, an allowance for 
equity funds used during construction (explained 
above) and various other non-operating and 
miscellaneous income. Other Expenses includes 
losses on dispositions of property, miscellaneous 
amortization, donations and various other non-
operating and miscellaneous expenses. 

Income Taxes - AEP follows the liability method of 
accounting for income taxes as prescribed by 
SFAS 109, "Accounting for Income Taxes." Under 
the liability method, deferred income taxes are 
provided for all temporary differences between 

the book cost and tax basis of assets and 
liabilities which will result in a future tax 
consequence. Where the flow-through method of 
accounting for temporary differences is reflected 
in regulated revenues (that is, deferred taxes are 
not included in the cost of service for determining 
regulated rates for electricity), deferred income 
taxes are recorded and related regulatory assets 
and liabilities are established in accordance with 
SFAS 71 to match the regulated revenues and tax 
expense. 

Investment Tax Credits - Investment tax credits 
have been accounted for under the flow-through 
method except where regulatory commissions 
have reflected investment tax credits in the rate-
making process on a deferral basis. Investment 
tax credits that have been deferred are being 
amortized over the life of the regulated plant 
investment. 

Excise Taxes - AEP, as an agent for a state or 
local government, collects from customers certain 
excise taxes levied by the state or local 
government upon the customer. These taxes are 
not recorded as revenue or expense, but only as 
a pass-through billing to the customer to be 
remitted to the government entity. Excise tax 
collections and payments related to taxes 
imposed upon the customer are not presented in 
the income statement. 

Debt and Preferred Stock - Gains and losses 
from the reacquisition of debt used to finance 
domestic regulated electric utility plant are 
generally deferred and amortized over the 
remaining term of the reacquired debt in 
accordance with their rate-making treatment. If 
debt associated with the regulated business is 
refinanced, the reacquisition costs attributable to 
the portions of the business that are subject to 
cost based regulatory accounting under SFAS 71 
are generally deferred and amortized over the 
term of the replacement debt commensurate with 
their recovery in rates. Gains and losses on the 
reacquisition of debt for operations not subject to 
SFAS 71 are reported as a component of net 
income. 

Debt discount or premium and debt issuance 
expenses are deferred and amortized over the 
term of the related debt, with the amortization 
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included in interest charges. 

Where rates are regulated, redemption premiums 
paid to reacquire preferred stock of the domestic 
utility subsidiaries are included in paid-in capital 
and amortized to retained earnings commen
surate with their recovery in rates. The excess of 
par value over costs of preferred stock reacquired 
is credited to paid-in capital and amortized to 
retained earnings consistent with the timing of its 
inclusion in rates in accordance with SFAS 71. 

Goodwill and Intangible Assets - The amount of 
acquisition cost in excess of the fair value 
allocated to tangible and identifiable intangible 
assets obtained through an acquisition accounted 
for as a purchase combination is recorded as 
goodwill on AEP's consolidated balance sheet. 
Goodwill recognized in connection with purchase 
combinations acquired after June 30, 2001 was 
determined in accordance with SFAS 141 
"Business Combinations." (see also Note 9, 
"Acquisitions and Dispositions"). For goodwill 
associated with purchase combinations before 
July 1, 2001, amortization is on a straight-line 
basis generally over 40 years except for the 
portion of goodwill associated with gas trading 
and marketing activities which is being amortized 
on a straight-line basis over 10 years. 
Accumulated amortization of goodwill was $199 
million and $166 million at December 31. 2001 
and 2000, respectively. In accordance with SFAS 
142, "Goodwill and Other Intangible Assets," 
goodwill acquired after June 30, 2001 is not 
subject to amortization. The amortization of 
goodwill which predates July 1, 2001 ceased on 
DecemberSl, 2001. 

SFAS 142 requires that other intangible assets be 
separately identified and if they have finite lives 
they must be amortized over that life. Other 
intangible assets of $441 million net of 
accumulated amortization of $38 million at 
December 31, 2001 are included in other assets 
and represent retail and wholesale distribution 
licenses for CitiPower operating franchises which 
are currently being amortized on a straight-line 
basis over 20 and 40 years, respectively. 

Also SFAS 142 provides that goodwill and other 
intangible assets with indefinite lives be tested for 
impairment annually and not be subjected to 

amortization. For AEP's goodwill recognized prior 
to July 1,2001 and other intangible assets, these 
requirements will apply beginning January 1, 
2002. For the year 2001. the amortization of 
goodwill and other intangibles reduced AEP's net 
income by $50 million. AEP is still evaluating the 
impact of adopting the impairment tests required 
by SFAS 142. 

Nuclear Trust Funds - Nuclear decommissioning 
and spent nuclear fuel trust funds represent funds 
that regulatory commissions have allowed us to 
collect through rates to fund future 
decommissioning and spent fuel disposal 
liabilities. By rules or orders, the state 
jurisdictional commissions (Indiana, Michigan and 
Texas) and the FERC established investment 
limitations and general risk management 
guidelines to protect their ratepayers' funds and to 
allow those funds to earn a reasonable return. In 
general, limitations include: 

• Acceptable investments (rated investment 
grade or above) 

• Maximum percentage invested in a specific 
type of investment 

• Prohibition of investment in obligations of the 
applicable company or its affiliates. 

Trust funds are maintained for each regulatory 
jurisdiction and managed by investment 
managers, who must comply with the guidelines 
and rules ofthe applicable regulatory authorities. 
The trust assets are invested in order to optimize 
the after-tax eamings of the Trust, giving 
consideration to liquidity, risk, diversification, and 
other prudent investment objectives. 

Nuclear decommissioning and spent nuclear fuel 
disposal trust funds are included in other assets. 
Securities held in trust funds for decommissioning 
nuclear facilities and for the disposal of spent 
nuclear fuel are included in Other Assets at 
market value in accordance with SFAS 115, 
"Accounting for Certain Investments in Debt and 
Equity Securities." Securities in the trust funds 
have been classified as available-for-sale due to 
their long-term purpose. In accordance with SFAS 
71, unrealized gains and losses from securities in 
these trust funds are not reported in equity but 
result in adjustments to the liability account for the 
nuclear decommissioning trust funds and to 
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regulatory assets or liabilities for the spent nuclear 
fuel disposal trust funds in accordance with their 
treatment in rates. 

Comprehensive Income - Comprehensive income 
is defined as the change in equity (net assets) of 
a business enterprise during a period from 
transactions and other events and circumstances 
from non-owner sources. It includes all changes 
in equity during a period except those resulting 
from investments by owners and distributions to 
owners. Comprehensive Income has two 
components, net income and other compre
hensive income. 

Components of Other Comprehensive Income -
Other Comprehensive Income is included on the 
balance sheet in the equity section. The following 
table provides the components that comprise the 
balance sheet amount in Accumulated Other 
Comprehensive Income. 

Comoonents 

Foreign currency 
Adjustments 
unrealized Losses 
on securities 
Unrealized Gain on 
Hedged Derivatives 
Minimum Pension 
Liability 

2001 

$ai3) 

-

(3) 

^ ) 

December 31 
2000 

fmillions") 

$ C99) 

-

-

^ ] 

1999 

$ 20 

(20) 

-

^ 

Common Stock Options - AEP follows 
Accounting Principles Board Opinion 25 to 
account for stock options. No compensation 
expense is recognized at the date of grant or 
when exercised, because the exercise price of 
stock options awarded under the stock option 
plan equals the market price of the underlying 
stock on the date of grant. 

EPS ~ Basic earnings per share is computed 
based upon the weighted average number of 
common shares outstanding during the years 
presented. Diluted earnings per share is based 
upon the weighted average number of common 
shares and stock options outstanding during the 
years presented. Basic and diluted EPS are the 
same in 2001, 2000 and 1999. 

Reclassification - Certain prior year financial 
statement items have been reclassified to 
conform to current year presentation. Such 
reclassification had no impact on previously 

reported net income. Certain settled fon/vard 
energy transactions of the trading operation were 
reclassified from a net to a gross basis of 
presentation in order to better reflect the scope 
and nature ofthe AEP System's energy sales and 
purchases. All financially net settled trading 
transactions, such as swaps, futures, and 
unexercised options, and all marked-to-market 
values on open trading contracts continue to be 
reported on a net basis, reflecting the financial 
nature of these transactions. As applicable, prior 
year amounts of realized physical purchases from 
settled purchase trading contracts were 
reclassified from revenues to purchased power 
expense to present the prior period on a 
comparable gross basis. 

2. Extraordinary Items and Cumulative Effect: 

Extraordinary Items - Extraordinary items were 
recorded for the discontinuance of regulatory 
accounting under SFAS 71 for the generation 
portion ofthe business in the Ohio, Virginia, West 
Virginia, Texas and Arkansas state jurisdictions. 
See Note 7, "Customer Choice and Industry 
Restructuring" for descriptions ofthe restmcturing 
plans and related accounting effects. OPCo and ^ ^ 
CSPCo recognized an extraordinary loss f o r ^ B 
stranded Ohio Public Utility Excise Tax ^ ^ 
(commonly known as the Gross Receipts Tax -
GRT) net of allowable Ohio coal credits during the 
quarter ended June 30, 2001. This loss resulted 
from regulatory decisions in connection with Ohio 
deregulation which stranded the recovery of the 
GRT. Effective with the liability affixing on May 1. 
2001, CSPCo and OPCo recorded an 
extraordinary loss under SFAS 101. Both Ohio 
companies have appealed to the Ohio Supreme 
Court the PUCO order on Ohio restructuring that 
the Ohio companies believe failed to provide for 
recovery for the final year of the GRT. The Ohio 
Supreme Court decision is expected in 2002. 

In October 2001 CPL reacquired $101 million of 
pollution control bonds in advance of their 
maturity. Since these pollution control bonds 
were used to finance generation assets, a loss of 
$2 million after tax was recorded. 

The following table shows the components ofthe 
extraordinary items reported on the consolidated 
statements of income: 
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Extraordinary items: 
Discontinuance of Regulatory 
Accounting for Generation: 
Ohio Jurisdiction 
(Net of Tax of $20 million 
in 2001 and $35 Million 
in 2000) 
Virginia and west Virginia 
Jurisdictions (inclusive of 
Tax Benefit of $8 Million) 
Texas and Arkansas 
Jurisdictions (Net of Tax 
of $5 Million) 

Loss on Reacquired Debt 
(Net of Tax of $1 Million 
in 2001 and $3 Million 
in 1999) 

Extraordinary items 

Year Ended 
December 31. 

2001 2000 1999 
(in millions) 

$(48) $(44) $ 

I). 

(8) 

16) 
IX5Q)1£M) MM) 

Cumulative Effect of Accounting Change - The 
FASB's Derivative Implementation Group (DIG) 
issued accounting guidance under SFAS 133 for 
certain derivative fuel supply contracts with 
volumetric optionality and derivative electricity 
capacity contracts. This guidance, effective in the 
third quarter of 2001, concluded that fuel supply 
contracts with volumetric optionality cannot qualify 
for a normal purchase or sale exclusion from 
mark-to-market accounting and provided 
guidance for determining when electricity capacity 
contracts can qualify as a normal purchase or 
sale. 

Predominantly all of AEP's fuel supply contracts 
for coal and gas and contracts for electricity 
capacity, which are recorded on a settlement 
basis, do not meet the criteria of a financial 
derivative instrument. Therefore, AEP's contracts 
are generally exempt from the DIG guidance 
described above. Beginning July 1, 2001, the 
effective date of the DIG guidance, certain of 
AEP's fuel supply contracts with volumetric 
optionality that qualify as financial derivative 
instruments are marked to market with any gain or 
loss recognized in the income statement. The 
effect of initially adopting the DIG guidance at July 
1, 2001, a favorable earnings mark-to-market 
effect of $18 million, net of tax of $2 million, is 
reported as a cumulative effect of an accounting 
change on the income statement. 

3. Merger: 

On June 15,2000, AEP merged with CSW so that 
CSW became a wholly-owned subsidiary ofAEP. 

Under the terms of the merger agreement, 
approximately 127.9 million shares of AEP 
Common Stock were issued in exchange for all 
the outstanding shares of CSW Common Stock 
based upon an exchange ratio of 0.6 share of 
AEP Common Stock for each share of CSW 
Common Stock. Following the exchange, former 
shareholders of AEP owned approximately 61.4 
percent of the corporation, while former CSW 
shareholders owned approximately 38.6 percent 
ofthe corporation. 

The merger was accounted for as a pooling of 
interests. Accordingly, AEP's consolidated 
financial statements give retroactive effect to the 
merger, with all periods presented as if AEP and 
CSW had always been combined. Certain 
reclassifications have been made to conform the 
historical financial statement presentation ofAEP 
and CSW. 

The following table sets forth revenues, 
extraordinary items and net income previously 
reported by AEP and CSW and the combined 
amounts shown in the accompanying financial 
statements for 1999; 

Year Ended December 3 1 , 

Revenues: 
AEP 
CSW 
AEP After Pooling 
Extraordinary Items: 
AEP 
CSW 
AEP After Pooling 
Net income: 
AEP 
CSW 
Conforming Adjustment 
AEP After Pooling 

1999 
(in millions) 

$19,229 
5.516 

$24.745 

$ -
(14) 

5IH) 

$520 
455 

S27l 

The combined financial statements include an 
adjustment to conform CSW's accounting for 
vacation pay accruals with AEP's accounting. The 
effect of the conforming adjustment was to reduce 
net assets by $16 million at December 31, 1999 
and reduce net income by $3 million for the year 
ended December 31,1999. 

In connection with the merger, $21 million ($14 
million after tax) and $203 million ($180 million 
after tax) of non-recoverable merger costs were 
expensed in 2001 and 2000. Such cost included 
transaction and transition costs not recoverable 
from ratepayers. Also included in the merger 
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costs were non-recoverable change in control 
payments. Merger transaction and transition 
costs of $51 million recoverable from ratepayers 
were deferred pursuant to state regulator 
approved settlement agreements through 
December 31, 2001. The deferred merger costs 
are being amortized over five to eight year 
recovery periods, depending on the specific terms 
of the settlement agreements, with the 
amortization ($8 million and $4 million for the 
years 2001 and 2000) included in depreciation 
and amortization expense. Merger transition costs 
are expected to continue to be incurred for 
several years after the merger and will be 
expensed or deferred for amortization as 
appropriate. As hereinafter summarized, the state 
settlement agreements provide for, among other 
things, a sharing of net merger savings with 
certain regulated customers over periods of up to 
eight years through rate reductions which began 
in the third quarter of 2000. 

Summary of key provisions of Merger Rate 
Agreements: 

state/company 
Texas - CPL, SWEPCO 
WTU 

Indiana - I&M 

Michigan - I&M 

Kentucky - KPCo 

Oklahoma - PSO 

Arkansas - SWEPCo 

Louisiana - swEPCo 

Ratemaking Provisions 
$221 million rate reduction 
over 6 years. 
No base rate increases for 
3 years post merger. 
$67 million rate reduction 
over 8 years. Extension of 
base rate freeze until 
January 1, 2005. Requires 
additional annual deposits of 
$6 million to the nuclear 
decommissioning trust fund 
for the years 2001 through 
2003. 
Customer bi 11i no c redi ts of 
approximately $14 million 
over 8 years. Extension of 
base rate freeze until 
January 1, 2005. 
Rate reductions of 
approximately $28 million 
over 8 years. 
No base rate increases for 
3 years post merger. 
Rate reductions of 
approximately $28 million 
over 5 years, NO base rate 
increase before January 1, 
2003. 
Rate reductions of $6 million 
over 5 years. 
Rate reductions of $18 
million over 8 years. Base 
rate cap until June 2005. 

If actual merger savings are significantly less than 
the merger savings rate reductions required by 
the merger settlement agreements in the eight-
year period following consummation of the 
merger, future results of operations, cash flows 

and possibly financial condition could be 
adversely affected. 

The current annual dividend rate per share of 
AEP common stock is $2.40. The dividends per 
share reported on the statements of income for 
2000 and 1999 represent pro forma amounts and 
are based on AEP's historical annual dividend 
rate of $2.40 per share. If the dividends per share 
reported for prior periods were based on the sum 
of the historical dividends declared by AEP and 
CSW, the annual dividend rate would be $2.60 
per combined share for the year ended December 
31.1999. 

See Note 8, "Commitments and Contingencies" 
for information on a recent court decision 
concerning the merger 

4, Nuclear Plant Restart: 

l&M completed the restart of both units of the 
Cook Plant in 2000. Cook Plant is a 2,110 MW 
two-unit plant owned and operated by l&M under 
licenses granted by the NRC. I&M shut down 
both units ofthe Cook Plant in September 1997 
due to questions regarding the operability of 
certain safety systems that arose during a NRC, 
architect engineer design inspection. 

Settlement agreements in the Indiana and 
Michigan retail jurisdictions that address 
recovery of Cook Plant related outage costs 
were approved in 1999. The lURC approved a 
settlement agreement that resolved all matters 
related to the recovery of replacement energy 
fuel costs and all outage/restart costs and 
related issues during the extended outage ofthe 
Cook Plant. The MPSC approved a settlement 
agreement for two open Michigan power supply 
cost recovery reconciliation cases that resolved 
all issues related to the Cook Plant extended 
outage. The settlement agreements allowed: 

• deferral of $200 million of non-fuel restart-
related nuclear operation and maintenance 
expense for amortization over five years 
ending December 31, 2003, 

• deferral of certain unrecovered fuel and 
power supply costs for amortization over five 
years ending December 31, 2003, 

• a freeze in base rates through December 31, 
2003 and a fixed fuel recovery charge 
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through March 1, 2004 in the Indiana 
jurisdiction, and 

• a freeze in base rates and fixed power 
supply costs recovery factors until January 1, 
2004 for the Michigan jurisdiction. 

The amounts of restart costs charged to other 
operation and maintenance expenses were as 
follows: 

costs Incurred 
Deferred Pursuant to 
Settlement Agreements 

Amortization of 
Deferrals 
Charged to o&M Expense 

Year 
2001 

$ 1 

_ 

40 

m 

Endc 

Cm 

id December 31. 
2000 1999 
millions) 
$297 

_ 

40 
$^S7 

$ 289 

(200) 

40 
I 129 

At December 31,2001 and 2000, defeaed restart 
costs of $80 million and $120 million, respectively, 
remained as regulatory assets to be amortized 
through 2003. Also pursuant to the settlement 
agreements, accrued fuel-related revenues of $38 
million in 2001 and 2000 and $37 million in 1999 
were amortized. At December 31,2001 and 2000, 
fuel-related revenues of $75 million and $113 
million, respectively, were included in regulatory 
assets and will be amortized through December 
31, 2003 for both jurisdictions. 

The amortization of restart costs and fuel-related 
revenues deferred under Indiana and Michigan 
retail jurisdictional settlement agreements will 
adversely affect results of operations through 
December 31,2003 when the amortization period 
ends. The annual amortization of restart cost and 
fuel-related revenue deferrals is $78 million. 

5. Rate Matters: 

Texas Jurisdictional Fuel Filings - AEP's Texas 
electric operating companies experienced 
significant natural gas price increases in the 
second half of 2000 and early 2001 which 
resulted in under-recovery of fuel costs and the 
need to seek increases in fuel rates and 
surcharges to recover these under-recoveries. 
During 2001 gas price declines and PUCT-
approved fuel rate and fuel surcharge increases 
resulted in lower unrecovered fuel balances for 
SWEPCo and WTU and an overrecovered 
balance for CPL at the end of 2001. 

Fuel recovery for Texas utilities is a multi-step 
procedure. When fuel costs change, utilities file 

with the PUCT for authority to adjust fuel factors. 
If a utility's prior fuel factors result in an over- or 
under-recovery of fuel, the utility will also request 
a surcharge factor to refund or collect that 
amount. While fuel factors are intended to 
recover all fuel-related costs, final settlement of 
these accounts are subject to reconciliation and 
approval by the PUCT. 

Fuel reconciliation proceedings determine 
whether fuel costs incurred and collected during 
the reconciliation period were reasonable and 
necessary. All fuel costs incurred since the prior 
reconciliation date are subject to PUCT review 
and approval. If material amounts are determined 
to be unreasonable and ordered to be refunded to 
customers, results of operations and cash fiows 
would be negatively impacted. 

According to Texas Restructuring Legislation, fuel 
cost in the Texas jurisdiction after 2001 will no 
longer be subject to PUCT review and 
reconciliation. During 2002 CPL and WTU will file 
final fuel reconciliations with the PUCT to 
reconcile their fuel costs through the period 
ending December 31, 2001. The ultimate 
recovery of deferred fuel balances at December 
31, 2001 will be decided as part of their 2004 
true-up proceedings. If the final under-recovered 
fuel balances or any amounts incurred but not yet 
reconciled are disallowed, it would have a 
negative impact on results of operations and cash 
flows. 

In October 2001 the PUCT delayed the start of 
customer choice in the SPP area of Texas. All of 
SWEPCo's Texas service territory and a small 
portion of WTU's service territory are in the SPP. 
SWEPCo's fuel cost recovery procedures will 
continue until competition begins. SWEPCo will 
continue to set fuel factors and determine final 
fuel costs in fuel reconciliation proceedings during 
the SPP delay period. The PUCT has ruled that 
WTU fuel factors in the SPP area will be based 
upon the price to beat fuel factors offered by the 
WTU retail electric provider in the ERCOT portion 
of WTU's service territory. The PUCT has 
initiated a proceeding to determine the most 
appropriate method to reconcile fuel costs in 
WTU's SPP area. 
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The following table lists the status of Texas 
jurisdictional reconciliation, fuel cost subject to 
reconciliation and under(over)-recovered fuel 
balances: 

Company 

CPL 
SWEPCo 
WTU 

Company 

CPL 
SWEPCo 
WTU 

Reconciliation 
completed through 

June 30, 
December 
June 30, 

1998 
31, 1999 
2000 

Fuel cost subject 
to reconciliation 
at December 31. 2001 

$1.6 billion 
314 million 
303 million 

under (Over) 
-recovered fuel 
balances at 
December 31. 2001 

$(58) million 
7 million 
34 million 

During 2001 CPL, SWEPCo and WTU requested 
and received approval to increase their fuel rates. 
In orders issued in 2001 the PUCT delayed 
consideration of fuel surcharges for CPL and 
WTU to recover their underrecovered fuel until 
the 2004 true-up proceedings. CPL's net 
underrecovered position was eliminated between 
the order date and year end 2001 as gas prices 
declined. For SWEPCo the PUCT deferred $6.8 
million of Texas jurisdictional unrecovered fuel for 
consideration in a future proceeding. 

Under Texas restructuring, newly organized retail 
electric providers will make sales to consumers 
beginning January 1,2002. These sales will be at 
fixed rates during a transition period from 2002 
through 2006. However, the fuel cost component 
of a retail electric providers' fixed rates will be 
subject to prospective adjustment twice a year 
based upon changes in a natural gas price index. 
As part of the preparation for customer choice, 
CPL, SWEPCo and WTU filed their proposed fuel 
factors to be implemented as part of the fixed 
rates effective January 1, 2002. Fuel factors 
approved for CPL's and WTU's retail electric 
providers were effective January 1,2002. Due to 
the SPP area competition delay, SWEPCo's 
proceeding was postponed. 

WTU Fuel Filings - In December 2000 WTU filed 
with the PUCT an application to reconcile fuel 
costs. During the reconciliation period of July 1, 
1997 through June 30,2000. WTU incurred $348 
million of Texas jurisdiction eligible fuel and fuel-
related expenses. In February 2002 the PUCT 
approved WTU's fuel cost for the reconciliation 

period except for a disallowance of less than 
$50,000. 

Texas Transmission Rates - On June 28, 2001 
the Supreme Court of Texas ruled that the 
transmission pricing mechanism created by the 
PUCT in 1996 was invalid. The court upheld an 
appeal filed by unaffiliated Texas utilities that the 
PUCT exceeded its statutory authority to set such 
rates for the period January 1, 1997 through 
August 31, 1999. Effective September 1. 1999, 
the legislature granted this authority to the PUCT. 
CPL and WTU were not parties to the case. 
However, the companies' transmission sales and 
purchases were priced using the invalid rates. It 
is unclear what action the PUCT will take to 
respond to the court's ruling. If the PUCT 
changes rates retroactively, the result could have 
a material impact on results of operations and 
cash flows for CPL and WTU. 

FERC Wholesale Fuel Complaints - In May 2000 
certain WTU wholesale customers filed a 
complaint with FERC alleging that WTU had 
overcharged them through the fuel adjustment 
clause for certain purchased power costs related 
to 1999 unplanned outages at WTU's Oklaunion 
generation station. In November 2001, certiaini 
WTU wholesale customers filed an additional 
complaint at FERC asserting that since 1997 
WTU had billed wholesale customers for not only 
the 1999 Oklaunion outage costs, but also certain 
additional costs that are not permissible under the 
fuel adjustment clause. 

In December 2001 FERC issued an order 
requiring WTU to refund, with interest, amounts 
associated with the May 2000 complaint that were 
previously billed to wholesale customers. The 
effects of this order were recorded in 2001 and 
management believes that as of December 31, 
2001, it has fully provided for that over billing. In 
response to the November 2001 complaint, 
management is working to determine amounts of 
additional costs inappropriately billed to wholesale 
customers, which could result in refunds, with 
interest. At this time, management is unable to 
predict the negative impact this complaint will 
have on future results of operations, cash flow 
and financial condition. 
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FERC Transmission Rates - In November 2001 
FERC issued an order requiring CPL, PSO, 
SWEPCo and WTU to submit revised open 
access transmission tariffs, and calculate and 
issue refunds for overcharges from January 1, 
1997. The order resulted from a remand by an 
appeals court of a tariff compliance filing order 
issued in November 1998 that had been appealed 
by certain customers. The companies recorded 
refund provisions netting to $2.6 million including 
interest in 2001 for this order. 

in future periods through the rate-making process 
and regulatory liabilities will reduce future cost 
recoveries. Among other things, application of 
SFAS 71 requires that AEP's regulated rates be 
cost-based and the recovery of regulatory assets 
be probable. Management has reviewed all the 
evidence currently available and concluded that 
the requirements to apply SFAS 71 continue to be 
met for all of the Company's electric operations in 
Indiana, Kentucky, Louisiana, Michigan. 
Oklahoma and Tennessee. 

West Virginia - On June 2, 2000, the WVPSC 
approved a Joint Stipulation between APCo and 
other parties related to base rates and ENEC 
recoveries. The Joint Stipulation allows for 
recovery of regulatory assets including any 
generation-related regulatory assets through the 
following provisions: 
• Frozen transition rates and a wires charge of 

0.5 mills per KWH. 
• The retention, as a regulatory liability, on the 

books of a net cumulative deferred ENEC 
over-recovery balance of $66 million to be 
used to offset the cost of deregulation when 
generation is deregulated in WV. 

• The retention of net merger savings prior to 
December 31, 2004 resulting from the 
merger of AEP and CSW. 

• A 0.5 mills per KWH wires charge for 
departing customers provided for in the WV 
Restructuring Plan (see Note 7 "Customer 
Choice and Industry Restructuring" for 
discussion ofthe WV Restructuring Plan) 

Management expects that the approved Joint 
Stipulation, plus the provisions of pending 
restructuring legislation will, if the legislation 
becomes effective, provide for the recovery of 
existing regulatory assets, other stranded costs 
and the cost of deregulation in WV. 

6. Effects of Regulation: 

In accordance with SFAS 71 the consolidated 
financial statements include regulatory assets 
(deferred expenses) and regulatory liabilities 
(future revenue reductions or refunds) recorded in 
accordance with regulatory actions in order to 
match expenses and revenues from cost-based 
rates in the same accounting period. It is 
expected that regulatory assets will be recovered 

When the generation portion of the Company's 
business in Ari^ansas, Ohio, Texas, Virginia and 
WV no longer met the requirements to apply 
SFAS 71. net regulatory assets were written off 
for that portion of the business unless they were 
determined to be recoverable as a stranded cost 
through regulated distribution rates or wire 
charges in accordance with SFAS 101 and EITF 
97-4. In the Ohio and WV jurisdictions generation-
related regulatory assets that are recoverable 
through transition rates have been transferred to 
the distribution portion of the business and are 
being amortized as they are recovered through 
charges to regulated distribution customers. As 
discussed in Note 7, "Customer Choice and 
Industry Restructing" the Virginia SCC ordered 
the generation-related regulatory assets in the 
Virginia jurisdiction to remain with the generation 
portion of the business. Generation-related 
regulatory assets in the Virginia jurisdiction are 
being amortized concurrent with their recovery 
through capped rates. In the Texas jurisdiction 
generation-related regulatory assets that have 
been tentatively approved for recovery through 
securitization have been classified as "regulatory 
assets designated for securitization." (See Note 7 
"Customer Choice and Industry Restructuring" for 
further details.) 
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Recognized regulatory assets and liabilities are 
comprised of the following at: 

December 31, 

Regulatory Assets: 
Amounts Due From Customers 
For Future income Taxes 

Transition - Regulatory 
Assets 
Regulatory Assets 
Designated for 
securitization 

Deferred Fuel costs 
unamortized Loss on 
Reacquired Debt 

Cook Plant Restart costs 
DOE Decontamination and 
Decommissioning 
Assessment 

Other 
Total Regulatory Assets 

2001 
(mill 

$ 814 

847 

959 
139 

99 
80 

31 
193 

13062 

2000 
ions) 

$ 914 

963 

953 
407 

113 
120 

35 
193 

$3,698 

December 31. 

Regulatory Liabilities: 
Deferred investment 
Tax Credits 
Other 

2001 2000 
(millions) 

$491 
393 

Total Regulatory Liabilities S884 

$528 
208 
$736 

At December 31. 2001 $1,911 million 
regulatory assets are not earning a return. 

of 

$636 million of the total $814 million for 
amounts due from customers for future 
income taxes are not earning a return. These 
balances are reversed as the associated 
deferred tax timing differences are reversed, 
and have no specific amortization period. 
Transition regulatory assets of $847 million 
are not earning a return and had the following 
recovery periods. 

*" $495 million six years 
° $224 million seven years 
° $128 million ten years 

Deferred fuel costs of $139 million includes 
$83 million that was not earning a return and 
had the following recovery periods: 

° $2 million two months 
° $6 million one year 
° $75 million two years 

Cook plant restart costs of $80 million does 
not earn a return and has a recovery period of 
two years. 
Unamortized loss on reacquired debt includes 
$48 million not earning a return and ranges 
from one to thirty-seven years recovery 
period. 
The balance of $217 million not earning a 

return is of varying natures and recovery 
periods. 

7. Customer Choice and Industry 
Restructuring: 

Prior to 2001 customer choice/industry 
restructuring legislation was passed in Ohio, 
Texas, Virginia and Michigan allowing retail 
customers to select alternative generation 
suppliers. Customer choice began on January 1. 
2001 in Ohio and on January 1,2002 in Michigan, 
Virginia and in the ERCOT area of Texas. AEP's 
subsidiaries operate in both the ERCOT and SPP 
areas of Texas. 

Legislation enacted in Oklahoma, Arkansas and 
WV to allow retail customers to choose their 
electricity supplier is not yet effective. In 2001 
Oklahoma delayed implementation of customer 
choice indefinitely. Arkansas delayed the start of 
customer choice until as late as October 2005. 
The Arkansas Commission has recommended 
further delays of the start date or repeal of the 
restructuring legislation. Before West Virginia's 
choice plan can be effective, tax legislation must 
be passed to continue consistent funding for s ta te^^ 
and local government No further legislation hasl^B 
been passed related to restructuring in Arkansas 
or West Virginia. 

In general, state restructuring legislation provides 
for a transition from cost-based rate regulated 
bundled electric service to unbundled cost-based 
rates for transmission and distribution service and 
market pricing for the supply of electricity with 
customer choice of supplier. 

Ohio Restructuring 

Customer choice of electricity supplier and 
restructuring began on January 1, 2001, under 
the Ohio Act. During 2001 alternative suppliers 
registered and were approved by the PUCO as 
required by the Ohio Act. At January 1, 2002, 
virtually all customers continue to receive supply 
service from CSPCo and OPCo with a 
legislatively required residential generation rate 
reduction of 5%. All customers continue to be 
served by CSPCo and OPCo for transmission and 
distribution services. 
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The Ohio Act provides for a five-year transition 
period to move from cost based rates to market 
pricing for electric generation supply services. It 
granted the PUCO broad oversight responsibility 
for promulgation of rules for competitive retail 
electric generation service, approval of a 
transition plan for each electric utility company 
and addressed certain major transition issues 
including unbundling of rates and the recovery of 
stranded costs including regulatory assets and 
transition costs. 

The Ohio Act made several changes in the 
taxation of electric companies. Effective January 
1, 2001 the assessment percentage for property 
taxes on all electric company property other than 
transmission and distribution was lowered from 
100% to 25%. The assessment percentage 
applicable to transmission and distribution 
property remains at 88%. Also, electric 
companies were exempted from the excise tax 
based on receipts. To make up for these tax 
reductions electric distribution companies became 
subject to a new KWH based excise tax. Since 
electric companies no longer paid the gross 
receipts tax, they became liable, as of January 1, 
2002 for the corporation franchise tax and 
municipal income taxes. 

In preparation for the January 1,2001 start of the 
transition period, CSPCo and OPCo filed a 
transition plan in December 1999. After 
negotiations with interested parties including the 
PUCO staff, the PUCO approved a stipulation 
agreement for CSPCo's and OPCo's transition 
plans. The approved plans included, among 
other things, recovery of generation-related 
regulatory assets over seven years for OPCo and 
over eight years for CSPCo through frozen 
transition rates for the first five years of the 
recovery period and through a wires charge for 
the remaining years. At December 31,2000, the 
amount of regulatory assets to be amortized as 
recovered was $518 million for OPCo and $248 
million for CSPCo. 

The stipulation agreement required the PUCO to 
consider implementation of a gross receipts tax 
credit rider as the parties could not reach an 
agreement. 

As of May 1,2001, electric distribution companies 

became subject to an excise tax based on KWH 
sold to Ohio customers. The last tax year for 
which Ohio electric utilities will pay the excise tax 
based on gross receipts is May 1, 2001 through 
April 30, 2002. As required by law, the gross 
receipts tax is paid in advance ofthe tax year for 
which the utility exercises its privilege to conduct 
business. CSPCo and OPCo treat the tax 
payment as a prepaid expense and amortized it to 
expense during the tax year. 

Following a hearing on the gross receipts tax 
issue, the PUCO determined that there was no 
duplicate tax overiap period. The PUCO ordered 
the gross receipts tax credit rider to be effective 
May 1, 2001 instead of May 1,2002 as proposed 
by the companies. This order reduced CSPCo's 
and OPCo's revenues by approximately $90 
million. CSPCo's and OPCo's request for 
rehearing ofthe gross receipts tax issue was also 
denied by the PUCO. A decision on an appeal of 
this issue to the Ohio Supreme Court is pending. 

As described in Note 2, "Extraordinary Items and 
Cumulative Effect" the PUCO's denial of the 
request for recovery of the final year's gross 
receipts tax and the tax liability affixing on May 1, 
2001 stranded the prepaid asset. As a result, an 
extraordinary loss was recorded in 2001. 

One of the intervenors at the hearings for 
approval of the settlement agreement (whose 
request for rehearing was denied by the PUCO) 
filed with the Ohio Supreme Court for review of 
the settlement agreement During 2001 that 
intervener withdrew from competing in Ohio. The 
Court dismissed the inten/enor's appeal. 

CSPCo's and OPCo's fuel costs were no longer 
subject to PUCO fuel clause recovery 
proceedings beginning January 1, 2001. The 
elimination of fuel clause recoveries in Ohio 
subjects AEP, CSPCo and OPCo to risk of fuel 
market price variations and could adversely affect 
their results of operations and cash flows. 

Virginia Restructuring 

In Virginia, choice of electricity supplier for retail 
customers began on January 1, 2002 under its 
restructuring law. A finding by the Virginia SCC 
that an effective competitive market exists would 
be required to end the transition period. 
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The restructuring law provides an opportunity for 
recovery of just and reasonable net stranded 
generation costs. The mechanisms in the Virginia 
law for net stranded cost recovery are: a capping 
of rates until as late as July 1, 2007, and the 
application of a wires charge upon customers who 
depart the incumbent utility in favor of an 
alternative supplier prior to the termination of the 
rate cap. Capped rates are the rates in effect at 
July 1,1999 if no rate change request was made 
by the utility. APCo did not request new rates; 
therefore, its current rates are its capped rates. 
Virginia's restructuring law does not permit the 
Virginia SCC to change generation rates during 
the transition period except for changes in fuel 
costs, changes in state gross receipts taxes, or to 
address financial distress of the utility. 

The Virginia restructuring law also requires filings 
to be made that outline the functional separation 
of generation from transmission and distribution 
and a rate unbundling plan. On January 3,2001, 
APCo filed its corporate separation plan and rate 
unbundling plan with the Virginia SCC. The 
Virginia SCC approved settlement agreements 
that resolved most issues except the assignment 
of generation-related regulatory assets among 
functionally separated generation, transmission 
and distribution organizations. The Virginia SCC 
determined that generation-related regulatory 
assets and related amortization expense should 
be assigned to APCo's generation function. 
Presently, capped rates are sufficient to recover 
generation-related regulatory assets. Therefore, 
management determined that recovery of APCo's 
generation-related regulatory assets remains 
probable. APCo will not collect a wires charge in 
2002 per the settlement agreements. The 
settlement agreements and related Virginia SCC 
order addressed functional separation leaving 
decisions related to corporate separation for later 
consideration. The Virginia SCC order approving 
the settlement agreements requires several 
compliance filings, including a fuel/replacement 
power cost report during an extended outage of 
an affiliate's nuclear plant Management is 
unable to predict the outcome of the Virginia 
SCC's review of APCo's compliance filings. 

Texas Restructuring 

On January 1,2002, customer choice of electricity 

supplier began in the ERCOT area of Texas. 
Customer choice has been delayed in other areas 
of Texas including the SPP area. All of 
SWEPCo's Texas service territory and a small 
portion of WTU's sen/ice territory are located in 
the SPP. CPL operates entirely in the ERCOT 
area of Texas. 

Texas restructuring legislation, among other 
things: 
• provides for the recovery of regulatory assets 

and other stranded costs through 
securitization and non-bypassable wires 
charges; 

• requires reductions in NOx and sulfur dioxide 
emissions; 

• freezes rates until January 1, 2002; 
• provides for an earnings test for each of the 

three years of the rate freeze period (1999 
through 2001) which will reduce stranded cost 
recoveries or if there is no stranded cost 
provides for a refund or their use to fund 
certain capital expenditures; 

• requires each utility to structurally unbundle 
into a retail electric provider, a power 
generation company and a transmission and 
distribution utility; 

• provides for certain limits for ownership and 
control of generating capacity by companies; 

• provides for elimination of the fuel clause 
reconciliation process beginning January 1, 
2002; and 

• provides for a 2004 true-up proceeding to 
determine recovery of stranded costs 
including final fuel recovery balances, net 
regulatory assets, certain environmental 
costs, accumulated excess earnings and 
other issues. 

Under the Texas Legislation, delivery of electricity 
continues to be the responsibility of the local 
electric transmission and distribution utility 
company at regulated prices. Each electric utility 
was required to submit a plan to structurally 
unbundle its business activities into a retail 
electric provider, a power generation company, 
and a transmission and distribution utility. In 2000 
CPL, SWEPCo and WTU filed and the PUCT 
approved business separation plans. The 
business separation plans provided for CPL and 
WTU to establish separate companies and divide 
their integrated utility operations and assets into a 
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power generation company, a transmission and 
distribution utility and a retail electric provider. In 
February 2002 the PUCT approved amendments 
to SWEPCo's plan. The amended plan separates 
SWEPCo's Texas jurisdictional transmission and 
distribution assets and operations into two new 
regulated transmission and distribution 
subsidiaries. In addition, a retail electric provider 
was established by SWEPCo to provide retail 
electric service to SWEPCo's Texas jurisdictional 
customers. Until competition commences in the 
SPP, SWEPCo's assets will not be separated and 
the SWEPCo retail electric provider will not 
commence operation. 

Due to the SPP area delay in the start of 
competition, only CPL's and WTU's retail electric 
providers commenced operations on January 1, 
2002. Operations for CPL, SWEPCo and WTU 
have been functionally separated. 

Under the Texas Legislation, electric utilities are 
allowed to recover stranded generation costs 
including generation-related regulatory assets. 
The stranded costs can be refinanced through 
securitization (a financing structure designed to 
provide lower financing costs than are available 
through conventional financings). 

In 1999 CPL filed with the PUCT to securitize 
$1.27 billion of its retail generation-related 
regulatory assets and $47 million in other 
qualified restructuring costs. The PUCT 
authorized the issuance of up to $797 million of 
securitization bonds ($949 million of generation-
related regulatory assets and $33 million of 
qualified refinancing costs offset by $185 million 
of customer benefits for accumulated deferred 
income taxes). Four parties appealed to the 
Supreme Court of Texas which upheld the 
PUCT's securitization order. CPL issued its 
securitization bonds in February 2002. 

CPL included regulatory assets not approved for 
securitization in its request for recovery of $1.1 
billion of stranded costs. The $1.1 billion request 
included $800 million of STP costs included in 
property, plant and equipment-electric on the 
Consolidated Balance Sheets. These STP costs 
had previously been identified as excess cost 
over market (ECOM) by the PUCT for regulatory 
purposes. They are earning a lower return and 

being amortized on an accelerated basis for rate-
making purposes. 

After hearings on the issue of stranded costs, the 
PUCT ruled in October 2001 that its current 
estimate of CPL's stranded costs was negative 
$615million. CPL disagrees with the ruling. The 
ruling indicated that CPL's costs were below 
market after securitization of regulatory assets. 
Management believes CPL has a positive 
stranded cost exclusive of securitized regulatory 
assets. The final amount of CPL's stranded costs 
including regulatory assets and ECOM will be 
established by the PUCT in the 2004 true-up 
proceeding. If CPL's total stranded costs 
determined in the 2004 true-up are less than the 
amount of securitized regulatory assets, the 
PUCT can implement an offsetting credit to 
transmission and distribution rates. 

The PUCT ruled that prior to the 2004 true-up 
proceeding, no adjustments would be made to the 
amount of regulatory costs authorized by the 
PUCT to be securitized. However, the PUCT also 
ruled that excess earnings for the period 1999-
2001 should be refunded through distribution 
rates to the extent of any over-mitigation of 
stranded costs represented by negative ECOM. 
In 2001 the PUCT issued an order requiring CPL 
to reduce distribution rates by $54.8 million plus 
accrued interest over a five-year period beginning 
January 1, 2002 in order to return estimated 
excess earnings for 1999, 2000 and 2001. The 
Texas Legislation intended that excess earnings 
reduce stranded costs. Final stranded cost 
amounts and the treatment of excess earnings 
will be determined in the 2004 true-up 
proceeding. Currently the PUCT estimates that 
CPL will have no stranded costs and has ordered 
the rate reduction to return excess earnings. 
Since CPL expensed excess eamings amounts in 
1999,2000 and 2001, the order has no additional 
effect on reported net income but will reduce cash 
flows for the five year refund period. The amount 
to be refunded is recorded as a regulatory liability. 

Management believes that CPL will have 
stranded costs in 2004, and that the current 
treatment of excess earnings will be amended at 
that time. CPL has appealed the PUCT's 
estimate of stranded costs and refund of excess 
earnings to the Travis County District Court. 
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Unaffiliated parties also appealed the PUCT's 
refund order contending the entire $615 million of 
negative stranded costs should be refunded 
presently. Management is unable to predict the 
outcome of this litigation. An unfavorable ruling 
would have a negative impact on results of 
operations, cash flows and possibly financial 
condition. 

The Texas Legislation allows for several 
alternative methods to be used to value stranded 
costs in the final 2004 true-up proceeding 
including the sale or exchange of generation 
assets, the issuance of power generation 
company stock to the public or the use of an 
ECOM model. To the extent that the final 2004 
true-up proceeding determines that CPL should 
recover additional stranded costs, the additional 
amount recoverable can also be securitized. 

The Texas Legislation provides for an earnings 
test each year of the 1999 through 2001 rate 
freeze period. For CPL, any earnings in excess of 
the most recently approved cost of capital in its 
last rate case must be applied to reduce stranded 
costs. Companies without stranded costs, 
including SWEPCo and WTU, must pay any 
excess earnings to customers, invest them in 
improvements to transmission or distribution 
facilities or invest them to improve air quality at 
generating facilities. The Texas Legislation 
requires PUCT approval of the annual earnings 
test calculation. 

The PUCT issued a final order for the 1999 
earnings test in February 2001 and adjustments 
to the accrued 1999 and 2000 excess earnings 
were recorded in results of operations in the 
fourth quarter of 2000. After adjustments the 1999 
excess earnings for CPL and WTU were $24 
million and $1 million, respectively. SWEPCo had 
no excess earnings in 1999. The PUCT issued a 
final order in September 2001 forthe 2000 excess 
earnings. CPL's, SWEPCo's and WTU's excess 
2000 earnings were $23 million, $1 million and 
$17 million, respectively. An estimate of 2001 
excess earnings of $8 million for CPL, $2 million 
for SWEPCo and none for WTU has been 
recorded and will be adjusted, if necessary, in 
2002 when the PUCT issues its final order 
regarding 2001 excess earnings. 

Due to the companies' disagreement with the 
PUCT. its staff and the Office of Public Utilityj 
Counsel related to the proper determination of' 
2000 excess earnings, the companies filed in 
district court in October 2001 seeking judicial 
review of the PUCT's determination of excess 
earnings. A decision from the court is not 
expected until later in 2002. 

Beginning January 1, 2002. fuel costs will not be 
subject to PUCT fuel reconciliation proceedings 
for CPL and WTU's ERCOT customers. 
Consequently, CPL and WTU will file a fmal fuel 
reconciliation with the PUCT to reconcile thelrfuel 
costs through the period ending December 31, 
2001. Due to the delay of competition for the 
SPP area, SWEPCo, which operates in the SPP 
area, continues to record and request recovery of 
fuel costs under the Texas fuel reconciliation 
proceeding. For WTU's SPP area customers, the 
PUCT will determine a method to reconcile their 
fuel costs beginning in 2002 (see Note 5 "Rate 
Matters"). Final unrecovered deferred fuel 
balances at December 31, 2001 will be included 
in each company's 2004 true-up proceeding. If 
the final fijel balances or any amount incurred but 
not yet reconciled are not recovered, they couldi 
have a negative impact on results of operations.' 
The elimination of the fuel clause recoveries in 
2002 in the ERCOT area of Texas will subject 
AEP and the retail electric providers of CPL and 
WTU to greater risks of fuel market price 
increases and could adversely affect future 
results of operations beginning in 2002. 

The affiliated retail electric providers of CPL, 
SWEPCo and WTU are required by the Texas 
Legislation to offer residential and small 
commercial customers (with a peak usage of less 
than 1000 KW) a price-to-beat rate until January 
1, 2007. In December 2001 the PUCT approved 
price-to-beat rates for CPL's and WTU's retail 
electric providers. Customers with a peak usage 
of more than 1000 KW are subject to market 
rates. The Texas restructuring legislation provides 
forthe price to beat to be adjusted up to two times 
annually to reflect changes in fuel and purchased 
energy costs using a natural gas price Index. 

Due to the delay in the start of competifion in the 
SPP areas of Texas, several issues are pending 
before the PUCT. These issues i m p a c ^ ^ 
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SWEPCo's and WTU's Texas SPP operations. 
WTU's Texas SPP operations are estimated to be 
less than 5% of WTU's total operations. 

West Virginia Restructuring 

In 2000 the WVPSC issued an order approving 
an electricity restructuring plan which the WV 
Legislature approved byjoint resolution. The joint 
resolution provides that the WVPSC cannot 
implement the plan until the legislature makes tax 
law changes necessary to preserve the revenues 
of state and local governments. Since the WV 
Legislature has not passed the required tax law 
changes, the restructuring plan has not become 
effective. AEP subsidiaries, APCo and WPCo, 
provide electric service in WV. 

The WV restructuring plan provides for: 
• deregulation of generation assets 
• separation of the generation, transmission 

and distribution businesses 
• a transition period with capped and fixed rates 

for up to 13 years 
• establishment of a rate stabilization deferred 

liability balance of $81 million ($76 million by 
APCo and $5 million by WPCo) by the end of 
year ten ofthe transition period. 

APCo's Joint Stipulation, discussed in Note 5 
"Rate Matters" and approved by the WVPSC in 
2000 in connection with a iDase rate filing, 
provides additional mechanisms to recover 
transition generation-related regulatory assets. 

In order for customer choice to become efl'ective 
in WV, the WV Legislature must enact tax 
legislation. Management is unable to predict the 
timing ofthe passage of such legislation. 

Arkansas Restructuring 

In 1999 Arkansas enacted legislation to 
restructure its electric utility industry. Major 
provisions ofthe legislation as amended are: 

• retail compefition delayed until as late as 
October 2005; 

• transmission facilifies must be operated by an 
ISO if owned by a company which also owns 
generating facilities; 

• rates will be frozen for one to three years; 

• market power issues will be addressed by the 
Arkansas Commission; and 

• an annual progress report to the Arkansas 
General Assembly on the development of 
competition in electric markets and its impact 
on retail customers is required. 

Based on recommendations in the annual 
progress report filed by the Arkansas 
Commission, the Arkansas General Assembly 
passed and the Governor signed legislation in 
2001 changing the start date of electric retail 
competition to October 1,2003, and providing the 
Arkansas Commission with authority to delay that 
date for up to an additional two years. 

The Arkansas Commission in December 2001 
recommended further delays ofthe start date or 
repeal ofthe restructuring legislation. 

Discontinuance of the Application of SFAS 71 
Regulatory Accounting in Arkansas, Ohio, Texas, 
Virginia and West Virginia 

The enactment of restructuring legislation and the 
ability to determine transifion rates, wires charges 
and any resultant gain or loss under restructuring 
legislation in Arkansas, Ohio, Texas, Virginia and 
West Virginia enabled AEP and certain 
subsidiaries to disconfinue regulatory accounting 
under SFAS 71 for the generafion portion of their 
business in those states. Under the provisions of 
SFAS 71, regulatory assets and regulatory 
liabilities are recorded to reflect the economic 
effects of regulation by matching expenses with 
related regulated revenues. 

The discontinuance ofthe applicafion of SFAS 71 
in Arkansas, Ohio, Texas, Virginia and West 
Virginia in accordance with the provisions of 
SFAS 101 and EITF Issue 97-4 resulted in 
recognition of extraordinary gains or losses in 
2000 and 1999. The discontinuance of SFAS 71 
can require the write-off of regulatory assets and 
liabilifies related to the deregulated operations, 
unless their recovery is provided through cost-
based regulated rates to be collected in a portion 
of operations which continues to be rate 
regulated. Additionally, a company must 
determine if any plant assets are impaired when 
they discontinue SFAS 71 accounting. At the 
time the companies disconfinued SFAS 71, the 
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analysis showed that there was no accounting 
impairment of generation assets. 

Prior to 1999, all of the domestic electric utility 
subsidiaries' financial statements reflected the 
economic effects of regulation under the 
requirements of SFAS 71. As a result of 
deregulation of generation, the application of 
SFAS 71 for the generation portion of the 
business in Arkansas, Ohio, Texas, Virginia and 
West Virginia was discontinued. Remaining 
generation-related regulatory assets will be 
amortized as they are recovered under terms of 
transifion plans. Management believes that 
substantially all generation-related regulatory 
assets and stranded costs will be recovered 
under terms of the transifion plans. If future 
events including the 2004 true-up proceeding in 
Texas were to make their recovery no longer 
probable, the Company would write-off the portion 
of such regulatory assets and stranded costs 
deemed unrecoverable as a non-cash 
extraordinary charge to earnings. If any write-off 
of regulatory assets or stranded costs occurred, it 
could have a material adverse effect on future 
results of operafions, cash flows and possibly 
flnancial condition. 

Michigan Restructuring 

On June 5, 2000, the Michigan Legislation 
became law. Its major provisions, which were 
effective immediately, applied only to electric 
utilities with one million or more retail customers. 
I&M, AEP's electric operating subsidiary doing 
business in Michigan, has less than one million 
customers in Michigan. Consequently, l&M was 
not immediately required to comply with the 
Michigan Legislation. 

The Michigan Legislation gives the MPSC broad 
power to issue orders to implement retail 
customer choice of electric supplier no later than 
January 1, 2002 including recovery of regulatory 
assets and stranded costs. In compliance with 
MPSC orders, on June 5, 2001, l&M flied its 
proposed unbundled rates, open access tariffs 
and terms of service. On October 11, 2001, the 
MPSC approved a settlement agreement which 
generally approved I&M's June 5, 2001 fliing 
except for agreed upon modifications. In 
accordance with the settlement agreement, l&M 
agreed that recovery of implementation costs and 

regulatory assets would be determined in future 
proceedings. The settlement agreement did notj 
modify the procedure for review of decom
missioning costs recoveries. Customer choice 
commenced for I&M's Michigan customers on 
January 1,2002. Effective with that date the rates 
on I&M's Michigan customers' bills for retail 
electric service were unbundled to allow 
customers the opportunity to evaluate the cost of 
generation service for comparison with other 
offers. I&M's total rates in Michigan remain 
unchanged and reflect cost of service. At this 
time, none of I&M's customers have elected to 
change suppliers and no competing suppliers are 
active in I&M's Michigan service territory. 

Management has concluded that as of December 
31, 2001 the requirements to apply SFAS 71 
continue to be met since I&M's rates for 
generation in Michigan continue to be cost-based 
regulated. As a result l&M has not yet dis
continued regulatory accounting under SFAS 71. 

Oklahoma Restructuring 

Under Oklahoma restructuring legislature passed 
in 1997 retail open access and customer choice^ 
was scheduled to begin by July 1, 2002. 

In June 2001 the Oklahoma Governor signed into 
law a bill to delay, indeflnitely, the implementation 
of the transition to customer choice and market 
based pricing under restructuring legislation. 
Consequently, PSO, the AEP subsidiary doing 
business in Oklahoma, will remain rate-regulated 
until further legislation passes and continues the 
application of SFAS 71 regulatory accounting. 

8. Commitments and Contingencies: 

Construction and Other Commitments - The AEP 
System has substantial construction commitments 
to support its operations. Aggregate construction 
expenditures for 2002-2004 for consolidated 
domestic and foreign operations are estimated to 
be $5.4 billion. 

APCo, AEP's subsidiary which operates in 
Virginia and West Virginia, has been seeking 
regulatory approval to build a new high voltage 
transmission line for over a decade. Through 
December 31, 2001 we had invested, 
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approximately $40 million in this effort. If the 
required regulatory approvals are not obtained 
and the line is not constructed, the $40 million 
investment would be written off adversely 
affecting future results of operations and cash 
flows. 

Long-term contracts to acquire fuel for electric 
generation have been entered into for various 
terms, the longest of which extends to the year 
2014. The contracts provide for periodic price 
adjustments and contain various clauses that 
would release the Company from its obligation 
under certain force majeure conditions. 

The AEP System has contracted to sell 
approximately 1,300 MW of capacity domestically 
on a long-term basis to unaffiliated utilities. 
Certain of these contracts totaling 250 MW of 
capacity are unit power agreements requiring the 
delivery of energy only if the specified generating 
unit is available. The power sales contracts expire 
from 2002 to 2012. 

In connection with a lignite mining contract for its 
Henry W. Pirkey Power Plant, SWEPCo has 
agreed under certain conditions, to assume the 
obligations of the mining contractor. The 
contractor's actual obligation outstanding at 
December 31, 2001 was $75 million. 

As part of the process to receive a renewal of a 
Texas Railroad Commission permit for lignite 
mining, SWEPCo has agreed to provide 
guarantees of mine reclamation in the amount of 
$85 million. Since SWEPCo uses self-bonding, 
the guarantee provides for SWEPCo to commit to 
use its resources to complete the reclamation in 
the event the work is not completed by a third 
party miner. At December 31, 2001 the cost to 
reclaim the mine is estimated to be approximately 
$36 million. 

AEP, through certain subsidiaries, has entered 
into agreements with an unrelated, 
unconsolidated special purpose entity (SPE) to 
develop, construct, finance and lease a power 
generation facility. The SPE will own the power 
generation facility and lease it to an AEP 
consolidated subsidiary after construction is 
completed. The lease will be accounted for as an 
operating lease with the payment obligations 

included in the lease footnote. Payments under 
the operating lease are expected to commence in 
the first quarter of 2004. AEP will in tum sublease 
the facility to an unrelated industrial company 
which will both use the energy produced by the 
facility and sell excess energy. Another affiliate of 
AEP has agreed to purchase the excess energy 
from the subleasee for resale. 

The SPE has an aggregate financing commitment 
from equity and debt participants (Investors) of 
$427 million. AEP, in its role as construction 
agent for the SPE, is responsible for completing 
construction by December 31.2003. In the event 
the project is terminated before completion of 
construction, AEP has the option to either 
purchase the project for 100% of project costs or 
terminate the project and make a payment to the 
Lessor for 89.9% of project costs. 

The term ofthe operating lease between the SPE 
and the AEP subsidiary is five years with multiple 
extension options. If all extension options are 
exercised the total term of the lease would be 30 
years. AEP's lease payments to the SPE are 
sufficient to provide a return to the Investors. At 
the end of the first flve-year lease temi or any 
extension, AEP may renew the lease at fair 
market value subject to Investor approval; 
purchase the facility at its original construction 
cost; or sell the facility, on behalf of the SPE, to 
an independent third party. If the pnDject is sold 
and the proceeds from the sale are insufficient to 
repay the Investors, AEP may be required to 
make a payment to the Lessor of up to 85% of the 
project's cost. AEP has guaranteed a portion of 
the obligations of its subsidiaries to the SPE 
during the construction and post-construction 
periods. 

As of December 31,2001, project costs subject to 
these agreements totaled $168 million, and total 
costs for the completed facility are expected to be 
approximately $450 million. Since the lease is 
accounted for as an operating lease for flnancial 
accounting purposes, neither the facility nor the 
related obligations are reported on AEP's balance 
sheets. The lease is a variable rate obligation 
indexed to three-month LIBOR. Consequently as 
market interest rates increase, the payments 
under this operating lease will also increase. 
Annual payments of approximately $12 million 
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represent future minimum payments under the 
first five-year lease term calculated using the 
indexed LIBOR rate of 2.85% at December 31, 
2001. 

OPCo has entered into a purchased power 
agreement to purchase electricity produced by an 
unaffiliated entity's three-unit natural gas flred 
plant that is under construction. The first unit is 
anticipated to be completed in October 2002 and 
the agreement will terminate 30 years after the 
third unit begins operation. Under the terms of 
the agreement OPCo has the options to run the 
plant until December 31,2005 taking 100% ofthe 
power generated. For the remainder of the 30 
year contract term, OPCo will pay the variable 
costs to generate the electricity it purchases 
which could be up to 20% ofthe plant's capacity. 
The estimated fixed payments through December 
2005 are $55 million. 

Nuclear Plants - l&M owns and operates the two-
unit 2,110 MW Cook Plant under licenses granted 
by the NRC. CPL owns 25.2% of the two-unit 
2,500 MW STP. STPNOC operates STP on 
behalf of the joint owners under licenses granted 
by the NRC. The operation of a nuclear facility 
involves special risks, potential liabilities, and 
specific regulatory and safety requirements. 
Should a nuclear incident occur at any nuclear 
power plant facility in the U.S., the resultant 
liability could be substantial. By agreement l&M 
and CPL are partially liable together with ail other 
electric utility companies that own nuclear 
generating units for a nuclear power plant incident 
at any nuclear plant in the U.S. In the event 
nuclear losses or liabilities are underinsured or 
exceed accumulated funds and recovery in rates 
is not possible, results of operations, cash flows 
and financial condition would be adversely 
affected. 

Nuclear Incident Liability - The Price-Anderson 
Act establishes insurance protection for public 
liability arising from a nuclear incident at $9.5 
billion and covers any incident at a licensed 
reactor in the U.S. Commercially available 
insurance provides $200 million of coverage. In 
the event of a nuclear incident at any nuclear 
plant in the U.S., the remainder of the liability 
would be provided by a deferred premium 
assessment of $88 million on each licensed 

reactor in the U.S. payable in annual installments 
of $10 million. As a result, l&M could be 
assessed $176 million per nuclear incident 
payable in annual installments of $20 million. 
CPL could be assessed $44 million per nuclear 
incident payable in annual installments of $5 
million as its share of a STPNOC assessment. 
The number of incidents for which payments 
could be required is not limited. 

Insurance coverage for property damage, 
decommissioning and decontamination at the 
Cook Plant and STP is carried by l&M and 
STPNOC in the amount of $1.8 billion each. Cook 
Plant and STPNOC jointly purchase $1 billion of 
excess coverage for property damage, 
decommissioning and decontamination. 
Additional insurance provides coverage for extra 
costs resulting from a prolonged accidental 
outage. l&M and STPNOC utilize an industry 
mutual insurer for the placement of this insurance 
coverage. Participation in this mutual insurer 
requires a contingent financial obligation of up to 
$36 million for l&M and $3 million for CPL which is 
assessable if the insurer's flnancial resources 
would be inadequate to pay for losses. 

SNF Disposal - Federal law provides for ^ P 
government responsibility for permanent SNF 
disposal and assesses nuclear plant owners fees 
for SNF disposal. A fee of one mill per KWH for 
fuel consumed after April 6, 1983 at Cook Plant 
and STP is being collected from customers and 
remitiied to the U.S. Treasury. Fees and related 
interest of $220 million for fuel consumed prior to 
April 7, 1983 at Cook Plant have been recorded 
as long-term debt l&M has not paid the 
government the Cook Plant related pre-April 1983 
fees due to continued delays and uncertainties 
related to the federal disposal program. At 
December 31, 2001, funds collected from 
customers towards payment of the pre-April 1983 
fee and related earnings thereon are in external 
funds and approximate the liability. CPL is not 
liable for any assessments for nuclear fuel 
consumed prior to April 7, 1983 since the STP 
units began operation in 1988 and 1989. 

Decommissioning and Low Level Waste 
Accumulation Disposal- Decommissioning costs 
are accrued over the service lives of the Cook 
Plant and STP. The licenses to operate the two 
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nuclear units at Cook Plant expire in 2014 and 
2017. After expiration of the licenses, Cook Plant 
is expected to be decommissioned through 
dismantiement. The estimated cost of decom
missioning and low level radioactive waste 
accumulation disposal costs for Cook Plant 
ranges from $783 million to $1,481 million in 2000 
nondiscounted dollars. The wide range is caused 
by variables in assumptions including the 
estimated length of time SNF may need to be 
stored at the plant site subsequent to ceasing 
operations. This, in turn, depends on future 
developments in the federal government's SNF 
disposal program. Continued delays in the 
federal fuel disposal program can result in 
increased decommissioning costs. I&M is 
recovering estimated Cook Plant decom
missioning costs in its three rate-making 
jurisdictions based on at least the lower end ofthe 
range in the most recent decommissioning study 
at the time of the last rate proceeding. The 
amount recovered in rates for decommissioning 
the Cook Plant and deposited in the external fund 
was $27 million in 2001 and $28 million in 2000 
and 1999. 

The licenses to operate the two nuclear units at 
STP expire in 2027 and 2028. After expiration of 
the licenses, STP is expected to be 
decommissioned using the decontamination 
method. CPL estimates its portion ofthe costs of 
decommissioning STP to be $289 million in 1999 
nondiscounted dollars. CPL is accruing and 
recovering these decommissioning costs through 
rates based on the service life of STP at a rate of 
$8 million per year. 

Decommissioning costs recovered from 
customers are deposited in external trusts. In 
2001 and 2000 l&M deposited in its 
decommissioning trust an additional $12 million 
and $6 million, respectively, related to special 
regulatory commission approved funding for 
decommissioning of the Cook Plant. Trust fund 
earnings increase the fund assets and the 
recorded liability and decrease the amount 
needed to be recovered from ratepayers. 
Decommissioning costs are recorded in other 
operation expense. 

On the balance sheets, nuclear decommissioning 
trust assets are included in other assets and a 

corresponding nuclear decommissioning liability is 
included in other noncurrent liabilities. At 
December 31, 2001 and 2000, the de
commissioning liability was $699 million and $654 
million, respectively. 

Shareholders'Litigation - On December 21,2001, 
the U.S. District Court for the Southern District of 
Ohio dismissed a class action lawsuit against 
AEP and four former or present officers. The 
class consisted of all persons and entities who 
purchased or otherwise acquired AEP common 
stock between July 25.1997 and June 25,1999. 
The complaint alleged that the defendants 
knowingly violated federal securities laws by 
disseminating materially false and misleading 
statements related to the extended Cook Plant 
outage. 

Municipal Franchise Fee Litigation - In 2001 CPL 
settled litigation regarding municipal franchise 
fees in Texas. CPL paid $11 million to settle the 
litigation and be released from any further liability. 
The City of San Juan, Texas had filed a class 
action suit in 1996 seeking $300 million in 
damages. 

Texas Base Rate Litigation - In 2001 the Texas 
Supreme Court denied CPL's request to review a 
case resulting from a 1997 PUCT base rate order. 
The Court also denied CPL's rehearing request 

The primary issues were: 
• the classiflcation of $800 million of invested 

capital in STP as ECOM and assigning it a 
lower return on equity than otiier generation 
property; 

• and an $18 million disallowance of an 
affiliate service billings. 

Lignite Mining Agreement Litigation - In 2001 
SWEPCo settled ongoing litigation concerning 
lignite mining in Louisiana. Since 1997 SWEPCo 
has been involved in litigation concerning the 
mining of lignite from jointiy owned lignite 
reserves. SWEPCo and CLECO are each a 50% 
owner of Dolet Hills Power Station Unit 1 and 
jointly own lignite reserves in the Dolet Hills area 
of northwestem Louisiana. Under terms of a 
settlement, SWEPCo purchased an unaffiliated 
mine operator's interest in the mining operations 
and related debt and other obligations for $86 
million. 
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Federal EPA Complaint and Notice of Violation -
Since 1999 the AEP System has been involved in 
litigation regarding generating plant emissions 
under the Clean Air Act Federal EPA and a 
number of states alleged that AEP System 
companies and eleven unaffiliated utilities 
modified certain units at coai-flred generating 
plants in violation of the Clean Air Act Federal 
EPA filed complaints against AEP subsidiaries in 
U.S. District Court for the Southern District of 
Ohio. A separate lawsuit initiated by certain 
special interest groups was consolidated with the 
Federal EPA case. The alleged modification of 
the generating units occurred over a 20 year 
period. 

Under the Clean Air Act, if a plant undertakes a 
major modification that directiy results in an 
emissions increase, pemnitting requirements 
might be triggered and the plant may be required 
to install additional pollution control technology. 
This requirement does not apply to activities such 
as routine maintenance, replacement of degraded 
equipment or failed components, or other repairs 
needed for the reliable, safe and efficient 
operation of the plant The Clean Air Act 
authorizes civil penalties of up to $27,500 per day 
per violation at each generating unit ($25,000 per 
day prior to January 30,1997). In March 2001 the 
District Court ruled claims for civil penalties based 
on activities that occun-ed more than five years 
before the filing date of the complaints cannot be 
imposed. There is no time limit on claims for 
injunctive reliet 

In February 2001 the government filed a motion 
requesting a determination that four projects 
undertaken on units at Sporn, Cardinal and Clinch 
River plants do not constitute "routine 
maintenance, repair and replacement" as used in 
the Clear Air Act. The court denied the motion as 
premature. Management believes its 
maintenance, repair and replacement activities 
were in conformity with the Clean Air Act and 
intends to vigorously pursue its defense. 

In January2002 the U.S. Court of Appeals for the 
11'^ Circuit ruled that TVA may pursue its court 
challenge of a Federal EPA administrative order 
charging similar violations to those in the 
complaints against AEP and other utilities. 

Management is unable to estimate the loss or 

range of loss related to the contingent liability for 
civil penalties under the ClearAir Act proceedings, 
and unable to predict the timing of resolution of 
these matters due to the number of alleged 
violations and the significant number of issues yet 
to be determined by the Court. In the event the 
AEP System companies do not prevail, any 
capital and operating costs of additional pollution 
control equipment that may be required as well as 
any penalties imposed would adversely affect 
future results of operations, cash fiows and 
possiblyflnancial condition unless such costs can 
be recovered through regulated rates and market 
prices for electricity. 

In December 2000 Cinergy Corp., an unaffiliated 
utility, which operates certain plants jointly owned 
by CSPCo, reached a tentative agreement with 
Federal EPA and other parties to settle litigation 
regarding generating plant emissions under the 
Clean Air Act. Negotiations are continuing 
between the parties in an attempt to reach flnal 
settlement terms. Cinergy's settlement could 
impact the operation of Zimmer Plant and W.C. 
Beckjord Generating Station Unit 6 (owned 25.4% 
and 12.5%. respectively, by CSPCo). Until a flnal 
settlement is reached, CSPCo will be unable to 
determine the settlement's impact on its jointiyi 
owned facilities and its results of operations and' 
cash flows. 

NOx Reductions - Federal EPA issued a NOx 
Rule requiring substantial reductions in NOx 
emissions in a number of eastern states, including 
certain states in which the AEP System's 
generating plants are located. The NOx Rule has 
been upheld on appeal. The compliance date for 
the NOx Rule is May 31. 2004. 

The NOx Rule required states to submit plans to 
comply with its provisions. In 2000 Federal EPA 
ruled that eleven states, including certain states in 
which the AEP System's generating units are 
located, failed to submit approvable compliance 
plans. Those states could face stringent 
sanctions including limits on construction of new 
sources of air emissions, loss of federal highway 
funding and possible Federal EPA takeover of 
state air quality management programs. AEP and 
other utilities requested that the D.C. Circuit Court 
review this ruling. 

In 2000 Federal EPA also adopted a revised rule 
(the Section 126 Rule) granting petitions filed byj 
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certain northeastern states under the Clean Air 
Act. The rule imposes emissions reduction 
requirements comparable to the NOx Rule 
beginning May 1, 2003, for most of AEP's coal-
fired generating units. Affected utilities, including 
AEP, petitioned the D.C. Circuit Court to review 
the Section 126 Rule. 

After review, the D.C. Circuit Court instructed 
Federal EPA to justify the methods it used to 
allocate allowances and project growth for both 
the NOx Rule and the Section 126 Rule. AEP 
and other utilities requested that the D.C. Circuit 
Court vacate the Section 126 Rule or suspend its 
May 2003 compliance date. On August 24,2001, 
the D.C. Circuit Court issued an order tolling the 
compliance schedule until Federal EPA responds 
to the Court's remand. Federal EPA has 
announced that it intends to adopt May 31,2004, 
as the compliance date for the Section 126 Rule 
when it finalizes the NOx budgets for both rules. 

In 2000 the Texas Natural Resource 
Conservation Commission adopted mles requiring 
significant reductions in NOx emissions from utility 
sources, including those owned by CPL and 
SWEPCo. The compliance date is May 2003 for 
CPL and May 2005 for SWEPCo. 

During 2001 selective catalytic reduction (SCR) 
technology to reduce NOx emissions on OPCo's 
Gavin Plant commenced operations. 
Construction of SCR technology at certain other 
AEP generating units continues with completion 
scheduled in 2002 through 2006. 

Our estimates indicate that compliance with the 
NOx Rule, the Texas Natural Resource 
Conservation Commission rule and the Section 
126 Rule could result in required capital 
expenditures of approximately $1.6 billion of 
which approximately $450 million has been spent 
through December 31, 2001 for the AEP System. 
Since compliance costs cannot be estimated with 
certainty, the actual cost to comply could be 
significantiy different than the preliminary estimate 
depending upon the compliance alternatives 
selected to achieve reductions in NOx emissions. 
Unless any capital and operating costs of 
additional pollution control equipment are 
recovered from customers, they will have an 
adverse effect on results of operations, cash 
flows and possibly financial condition. 

Merger Litigation - On January 18,2002, the U.S. 
Court of Appeals for the District of Columbia ruled 
that the SEC failed to prove that the June 15, 
2000 merger of AEP with CSW meets the 
requirements of the PUHCA and sent tiie case 
back to the SEC for further review. Specifically, 
the court told the SEC to revisit its conclusion that 
the merger met PUHCA requirements that utilities 
be "physically interconnected" and conflned to a 
"single area or region." 

In its June 2000 approval ofthe merger, the SEC 
agreed with AEP that the companies' systems are 
integrated because they have transmission 
access rights to a single high-voltage line through 
Missouri and also met the PUCHA's single region 
requirement because it is now technically possible 
to centrally control the output of power plants 
across many states. In its ruling, the appeals 
court said that the SEC failed to explain its 
conclusions that the transmission integration and 
single region requirements are satisfied. 

Management believes that the merger meets the 
requirements of the PUHCA and expects the 
matter to be resolved favorably. 

Enron Bankruptcy - At the date of Enron's 
bankruptcy AEP had open trading contracts and 
fl-ading accounts receivables and payables with 
Enron. In addition, on June 1, 2001, we 
purchased Houston Pipe Line from Enron and 
entered into a lease arrangement with a 
subsidiary of Enron for a gas storage facility. At 
the date of Enron's bankruptcy various HPL 
related contingencies and indemnities remained 
unsettled. In the fourth quarter of 2001 AEP 
provided $47 million ($31 million netoftax)forour 
estimated loss from the Enron bankruptcy. The 
amount provided was based on an analysis of 
contracts where AEP and Enron are 
counterparties, the offsetting of receivables and 
payables, the application of deposits from Enron 
and management's analysis of the HPL related 
purchase contingencies and indemnifications. If 
there are any adverse unforeseen developments 
in the bankruptcy proceedings, our future results 
of operations, cash fiows and possibly flnancial 
condition could be adversely impacted. 

Other-The Company is involved in a number of 
other legal proceedings and claims. While 
management is unable to predict the ultimate 
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outcome of these matters, it is not expected that 
their resolution will have a material adverse effect 
on the results of operations, cash fiows or 
financial condition. 

9. Acquisitions and Dispositions: 

Acquisitions 

On June 1, 2001, AEP, through a wholly owned 
subsidiary, purchased Houston Pipe Line 
Company and Lodisco LLC for $727 million from 
Enron. The acquired assets include 4,200 miles 
of gas pipeline, a 30-year $274 million prepaid 
lease of a gas storage facility and certain gas 
marketing contracts. The purchase method of 
accounting was used to record the acquisition. 
According to APB Opinion No. 16 "Business 
Combinations" AEP recorded the assets acquired 
and liabilities assumed at their estimated fair 
values as determined by the Company's 
management based on information currently 
available and on current assumptions as to future 
operations. Based on a preliminary purchase 
price allocation the excess of cost over fair value 
of the net assets acquired was approximately 
$190 million and is recorded as goodwill. SFAS 
142 "Goodwill and Other Intangible Assets" treats 
goodwill as a non-amortized, non-wasting asset 
effective January 1, 2002. Therefore, goodwill 
was amortized for only seven months in 2001 on 
a straight-line basis over 30 years. The purchase 
method results in the assets, liabilities and 
earnings of the acquired operations being 
included in AEP's consolidated financial 
statements from the purchase date. 

SFAS 141 "Business Combinations" apply to all 
business combinations initiated and 
consummated after June 30, 2001. 

AEP also purchased the following assets or 
acquired the following businesses from July 1, 
2001 through December 31, 2001 for an 
aggregate total of $1,651 million: 
• The Dolet Hills mining operations 

including existing mine reclamation 
liabilities at its jointiy owned lignite 
reserves in Louisiana. The purchase 
resulted from a litigation settlement 
discussed in Note 8, "Commitments and 
Contingencies". Management expects the 

acquisition to have minimal impact on 
results of operations. 

• Quaker Coal Company as part of â  
bankruptcy proceeding settlement and 
assumed additional liabilities of 
approximately $58 million. The acquisition 
includes property, coal reserves, mining 
operations and royalty interests in 
Colorado. Kentucky, Ohio, Pennsylvania 
and West Virginia. AEP will continue to 
operate the mines and facilities which 
employ over 800 individuals. 

• MEMCO Barge Line that adds 1,200 
hopper barges and 30 towboats to AEP's 
existing barging fleet MEMCO's 450 
employees will continue to operate the 
barge line. MEMCO also adds major 
barging operations on the Mississippi and 
Ohio rivers to AEP's barging operations 
on the Ohio and Kanawha rivers. 

• 4,000 megawatts of UK coal-flred 
generation that includes Fiddler's Ferry, a 
four-unit, 2,000-megawatt station on the 
River Mersey in northwest England, 
approximately 200 miles from London and 
Fenybridge, a four-unit, 2,000-megawatt 
station on the River Aire in northeast^k 
England, approximately 200 miles f r onS^ 
London and related coal stocks. 

• A 20% equity interest in Caiua. a Brazilian 
electric operating company which is a 
subsidiary of Vale. See Note 17, "Power, 
Distribution and Communications 
Projects". The Company converted a total 
of $66 million on an existing loan and 
accrued interest on that loan into Caiua 
equity. 

• Indian Mesa Wind Project consisting of 
160 megawatts of wind generation located 
near Fort Stockton, Texas. 

• Acquired existing contracts and hired 22 
key staff from Enron's London-based 
international coal trading group. 

Regarding the 2001 acquisitions management 
has recorded the assets acquired and liabilities 
assumed at their estimated fair values in 
accordance with APB Opinion No. 16 and SFAS 
141 as appropriate based on currentiy available 
information and on current assumptions as to 
future operations. Management is in the process ^ 
of obtaining independent appraisals regard in^^ 
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certain of these acquisitions and evaluating others 
to refine its determination of fair values. 
Accordingly the allocation of the purchase prices 
are subject to revision based on the flnal 
determinations. 

Dispositions 

In March 2001 AEP completed the sale of 
Frontera, a generating plant that the FERC 
required to be divested in connection with the 
merger of AEP and CSW. The sale proceeds 
were $265 million and resulted in an after tax gain 
of $46 million. 

In July 2001 AEP, through a wholly owned 
subsidiary, sold its 50% interest in a 120-
megawatt generating plant located in Mexico. 
The sale resulted in an after tax gain of 
approximately $11 million. 

In July 2001 AEP sold coal mines in Ohio and 
West Virginia and agreed to purchase 
approximately 34 million tons of coal from the 
purchaser ofthe mines through 2008. The sale is 
expected to have a nominal impact on results of 
operations and cash flows. 

In December 2001 AEP completed the sale of its 
ownership interests in the Virginia and West 
Virginia PCS (personal communications services) 
Alliances for stock. AEP recorded a 25% 
valuation provision on the stock received and is 
restricted from selling this stock until after January 
1, 2003. In addition, the number of shares AEP 
can sell each month is limited in order to prevent 
large swings in the stock price. The sales resulted 
in an after tax gain of approximately $7 million. 

In December 2000 the Company, through a 
wholly owned subsidiary, committed to negotiate 
a sale of its 50% investment in Yorkshire, a U.K. 
electricity supply and distribution company. As a 
result a $43 million impairment writedown ($30 
million after tax) was recorded in the fourth 
quarter of 2000 to reflect the net loss from the 
expected sale in the first quarter of 2001. The 
impairment writedown is included in Other Income 
on AEP's Consolidated Statements of Income. 
On February 26, 2001 an agreement to sell the 
Company's 50% interest in Yorkshire was signed. 
On April 2, 2001, following the approval of the 

buyer's shareholders, the sale was completed 
without further impact on AEP's consolidated 
earnings. 

In December 2000, CSW International sold its 
investment in a Chilean electric company for $67 
million. A net loss on the sale of $13 million ($9 
million after tax) is included in Other Income, and 
includes $26 million ($17 million net of tax) of 
losses from foreign exchange rate changes that 
were previously reflected in other comprehensive 
income. In the second quarter of 2000 manage
ment determined that the then existing decline in 
market value of the shares was other than 
temporary. As a result the investment was written 
down by $33 million ($21 million aftertax) in June 
2000. The total loss from both the write down of 
the Chilean investment to market in the second 
quarter and from the sale in the fourth quarter 
was $46 million ($30 million net of tax). 

10. Benefit Plans: 

In the U.S. AEP sponsors two qualified pension 
plans and two nonqualified pension plans. 
Substantially all employees in the U.S. are 
covered by one or both of the pension plans. 
OPEB plans are sponsored by AEP to provide 
medical and death benefits for retired employees 
in the U.S. 

The foreign pension plans are for employees of 
SEEBOARD in the U.K. and CitiPower in 
Australia. The majority of SEEBOARD's 
employees joined a pension plan that is 
administered forthe U.K.'s electricity industry. The 
assets of this plan are actuarially valued every 
three years. SEEBOARD and its participating 
employees both contribute to the plan. 
Subsequent to July 1. 1995, new employees of 
SEEBOARD were no longer able to participate in 
that plan and two new pension plans were made 
available. CitiPower sponsors a defined benefit 
pension plan that covers all employees. 

The following tables provide a reconciliation ofthe 
changes in the plans' benefit obligations and fair 
value of assets over the two-year period ending 
December 31, 2001, and a statement of the 
funded status as of December 31 for both years: 
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Reconcilnation of benefit 
obligation: 

obligation at January 1 
Service cost 
interest Cost 
Participant Contributions 
Plan Amendments 
Foreign Currency Translation 
Adjustment 

Actuarial (Gain) Loss 
Divestures 
Benefit payments 
Curtailments 
Obligation at December 31 
Reconciliation of fair value 
of plan assets: 
Fair value of plan assets at 
January 1 

Actual Return on Plan Assets 
Company contributions 
Participant Contributions 
Foreign currency Translation 
Adjustment 
Benefit payments 
Fair value of plan assets at 
December 31 
Funded status: 
Funded status at December 31 
unrecognized Net Transition 
(Asset) Obligation 

unrecognized Prior-service cost 
Unrecognized Actuarial 
(Gain) LOSS 

Prepaid Benefit (Accrued 
Liability) 

u.s 
pension 

2001 

$3,161 
69 

232 

121 

(291) 

$3^292 

$3,911 
(182) 

(291) 

lj_,438 

$146 

l^ 
35 

3LLS4 

Plans 
2000 

$2,934 
60 

227 
"(71)(a) 

218 

(207) 

1 1 0 5 1 

$3,866 
250 

2 

C207) 

13.^511 

$ 750 

(23) 
(12) 

(628) 

S ^ ^ 

Foreign 

Cin mi l l ions) 

$1,179 
12 
60 

4 

"(58) 

ihon 

$1,290 
(131) 

7 
4 

(40) 
(58) 

$1,072 

$(27) 

9 

74 

$ S6 

$1,176 
13 
64 

5 

(95) 
80 

"(64) 

11,179 

$1,405 
55 

5 

(111) 
(64) 

$1,290 

$111 

10 

f67) 

1=^ 

U 
OPEB 

2001 

$1,668 
30 

114 
8 

17 

192 
(287) 

(88) 

11,655 

$704 
(31) 
118 

8 

(88) 

1711 

$(944) 

263 
17 

649 

i=gj) 

.S . 
Pi 

(b) 

(d) 

ins 
2000 

$1,365 
29 

106 

(67) (c) 

"262 

(85) 
51 fe) 

11,4M 

$668 
2 

112 
7 

(85) 

$704 

$(964) 

298 

448 

M2W 
(a) One o f the q u a l i f i e d pension plans converted to the cash balance pension formula from a f i n a l average pay 
fo rmula . 
(b) Related t o the purchase o f Houston pipe Line Company and MEMCo Barge L ine , 
(c) change t o a s e r v i c e - r e l a t e d formula f o r re t i rement hea l th care costs and a 50% o f pay l i f e insurance^ 
b e n e f i t f o r r e t i r e e l i f e insurance. 
(d) Related t o the sale o f Central Ohio Coal Company, southern Ohio Coal company and Windsor Coal Company. 
(e) Related t o the shutdown o f cen t r a l Ohio Coal company, southern Ohio Coal company and Windsor Coal 
Company. 

The following table provides the amounts for prepaid benefit costs and accnjed benefit liability recognized in 
the consolidated balance sheets as of December 31 of both years. The amounts for additional minimum 
liability, intangible asset and accumulated other comprehensive income for 2000 were recorded in 2001 and 
the amounts for 2001 will be recorded in 2002. 

Prepaid Benef i t Costs 
Accrued Bene f i t L i a b i l i t y 
Add i t i ona l Minimum L i a b i l i t y 
I n t a n g i b l e Asset 
Accumulated Other 

Comprehensive income 
Net Asset ( L i a b i l i t y ) 

o ther Comprehensive (income) 
Expense A t t r i b u t a b l e t o 
Change i n Add i t i ona l pension 
L i a b i l i t y Recogni t ion 

N/A = Not App l i cab le 

U.S 
Pension 

2001 

$205 

III] 
9 

^154 

Plan 
2000 

$ 159 
(72) 
(24) 
14 

H? 

Foreign 

( i n m i l l i o n s ) 

$57 
(1) 

l i i 

$54 

M 

U.S. 
OPEB Plans 

2001 2000 

$ 1 $ 3 
(16) (221) 
N/A N/A 
N/A N/A 

My EM) 

i W 14 N ^ N/A 

Both of the Company's nonqualified pension plans had accumulated benefit obligations in excess of plan 
assets of $40 million and $26 million at December 31, 2001 and $41 million and $26 million at December 
31, 2000. There are no plan assets in the nonqualified plans. 
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The Company's OPEB plans had accumulated benefit obligations in excess of plan assets of $944 million 
and $964 million at December 31, 2001 and 2000, respectively. 

In late December 2001 AEP purchased generation plants in the UK (see Note 9, "Acquisitions and 
Dispositions"). The purchase included the pension plan of the exisfing generation plant employees. In 
connection with the acquisition, a $10 million liability forthe accumulated beneflt obligation in excess of plan 
assets was assumed. 

The following table provides the components of net periodic benefit cost for the plans for fiscal years 2001, 
2000 and 1999: 

U.S. 
Pension Plans 

Service cost 
interest cost 
Expected return on plan assets 
Amortization of 
transition (asset) obligation 

Amortization of prior-service 
cost 

Amortization of net actuarial 
(gain) loss 

Net periodic benefit cost 
(credit) 

curtailment lossCa) 
Net periodic benefit 
cost (credit) after 
curtailments 

2001 

$ 69 
232 

(338) 

(8) 

124) 

(69) 

2000 

$ 60 
227 

(321) 

(8) 

13 

C39) 

(68) 

1999 

$ 71 
211 

(299) 

(8) 

12 

C15) 

(28) 

Foreign 
Pension Plans 

2001 2000 1999 
( i n m i l l i o n s ) 

$ 1 2 $ 13 $ 15 
60 64 59 

(69) (75) (71) 

U.S. 
OPEB Plans 

2001 2000 1999 

$ 30 
114 
(61) 

30 

$ 29 
106 
(57) 

41 

$ 33 
90 
(49) 

43 

LJM) $ (68) LJM) 1=^ 

-

3 

1=1 

-

3 

L=l 

_ ^ 

131 
.1 

1152 

4 

123 
79 

1202 

5 

122 
18 

$140 

(a) Curtailment charges were recognized during 2000 and 1999 for the shutdown of Central Ohio Coal company. 
Southern Ohio coal Company and Windsor coal Company. 

The weighted-average assumptions as of December 31. used in the measurement ofthe Company's beneflt 
obligations are shown in the following tables: 

Discount rate 
Expected return on 
plan assets 
Rate of compensation 

increase 

U.S. 
Pension Plans 

7 0 5 I 2 0 0 0 1 9 9 9 

7.25% 7.50% 8.00% 

9.00% 9.00% 9.00% 

3.7% 3.2% 3.8% 

Foreign 
Pension Plans 

2Q01 2000 

5-5.8% 5-5.5% 

6.1-7.5% 6-7.5% 

1999 2001 

5.5-6% 7.25% 

6.5-7.5% 8.75% 

U.S. OPEB Plans 

4.0% 3.5-4.0% 4-4.5% N/A 

2000 

7.50% 

8.75% 

N/A 

1999 

8.00% 

8.75% 

N/A 

For OPEB measurement purposes, an 8% annual rate of increase in the per capita cost of covered health 
care benefits was assumed for 2002. The rate was assumed to decrease gradually each year to a rate of 
5% through 2005 and remain at that level thereafl:er. 

Assumed health care cost trend rates have a significant effecton the amounts reporiBd forthe OPEB health 
care plans. A1 % change in assumed health care cost ti"end rates would have the following effects: 

1% Increase 1% Decrease 

Effect on to ta l service and 
in terest cost components of 
net periodic postretirement 
health care benefit cost $ 18 

Effect on the health care 
component of the accumulated 
postretirement benefi t obl igat ion 189 

( in mi l l ions) 

$ (15) 

(156) 
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AEP Savings Plans - AEP Savings Plans are 
defined contribution plans offered to non-UMWA 
U.S. employees. The cost for contributions to 
these plans totaled $55 million in 2001, $37 
million in 2000 and $36 million in 1999. Beginning 
in 2001 AEP's contributions to the plans 
increased to 4.5% of the initial 6% of employee 
pay contributed from the previous 3% ofthe initial 
6% of employee base pay contributed. 

Other UMWA Benefits - The Company provides 
UMWA pension, health and welfare benefits for 
certain unionized mining employees, retirees, and 
their survivors who meet eligibility requirements. 

The benefits are administered by UMWA trustees 
and contributions are made to their trust funds. 
Contributions are expensed as paid as part ofthe 
cost of active mining operations and were not 
material in 2001. 2000 and 1999. 

11. Stock-Based Compensation: 

AEP has a Long-term Incentive Plan under which 
a maximum of 15,700,000 shares of common 
stock can be issued to key employees. The plan 
was adopted in 2000. 

Under the plan, the exercise price of each option 
granted equals the market price of AEP's 
common stock on the date of grant. These 
options will vest in equal increments, annually, 
over a three-year period with a maximum exercise 
term of ten years. 

CSW maintained a stock option plan prior to the 
merger with AEP in 2000. Effective with the 
merger, all CSW stock options outstanding were 
converted into AEP stock options at an exchange 
ratio of one CSW stock option for 0.6 of an AEP 
stock option. The exercise price for each CSW 
stock option was adjusted for the exchange ratio. 
The provisions of the CSW stock option plan will 
continue in effect until ail options expire or there 
are no longer options outstanding. Under the 
CSW stock option plan, the option exercise price 
was equal to the stock's market price on the date 
of grant. The grant vested over three years, one-
third on each of the first three anniversary dates 
of the grant, and expires 10 years after the 
original grant date. All CSW stock options are 
fully vested. 
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The following table summarizes share activity in the above plans, and the weighted-average exercise price: 

2001 2000 1999 

outs tand ing a t 
beginning o f year 
Granted 
Exercised 
F o r f e i t e d 

Outstanding a t 
end o f year 

Options Exerc isable 
a t end o f year 

op t ions 
( i n tiousands") 

6,610 
645 

(216) 
Q l ? ) 

6,822 

MS 

weighted 
Average 
Exercise 
Pr ice 

$36 
$45 
$38 
$37 

$37 

$43 

Options 
f i n thousands") 

825 
6.046 

(26) 
(235) 

6^610 

588 

Weighted 
Average 
Exercise 
Pr ice 

$40 
$36 
$36 
$39 

$36 

$41 

Options 
f i n thousands") 

866 
_ 

(22) 
119) 

m= 

m 

weighted 
Average 
Exerc ise 
p r i ce 

$40 
$ -
$38 
$43 

$40 

$42 

The weighted-average grant-date fair value of 
options granted in 2001 and 2000 was $8.01 and 
$5.50 per share. There were no options granted 
in 1999. Shares outstanding under the stock 
option plan have exercise prices ranging from $35 
to $49 and a weighted-average remaining 
contractual life of 8.5 years. 

If compensation expense for stock options had 
been determined based on the fair value at the 
grant date, net income and earnings per share 
would have been the pro fornia amounts shown 
below: 

Pro forma net income 
( in mi l l ions) 

Pro forma earnings per 
Share: 

Basic 
Diluted 

2001 

$959 

2000 

$264 

$2.98 $0.82 
$2.97 $0.82 

1999 

$972 

$3.03 
$3.03 

The proceeds received from exercised stock 
options are included in common stock and paid-in 
capital. 
The pro forma amounts are not representative of 
the effects on reported net income for future 
years. 

The fair value of each option award is estimated 
on the date of grant using the Black-Scholes 
option-pricing model with the following weighted 
average assumptions used to estimate the fair 
value of options granted: 

Risk Free Interest Rate 
Expected Li fe 
Expected v o l a t i l i t y 
Expected Dividend Yield 

2001 
4.87% 

7 years 
28.40% 
6.05% 

2000 
5.02% 

7 years 
24.75% 
6.02% 

12. Business Segments: 

In fiscal year 2000, AEP reported the following 
four business segments: Domestic Electric 
Utilities; Foreign Energy Delivery; Woridwide 
Energy Investments; and Other. With this 
structure, our regulated domestic utility 
companies were considered single, vertically 
integrated units, and were reported collectively in 
the Domestic Electric Utilities segment. 

In 2001, we moved toward our goal of functionally 
and structurally segregating our businesses. The 
ensuing realignment of our operations resulted in 
our current business segments. Wholesale, 
Energy Delivery and Other. The business 
activities of each of these segments are as 
follows: 

Wholesale 
• Generation of electricity for sale to retail 

and wholesale customers, 
• Marketing and trading of electricity and 

gas. 
• Gas pipeline and storage services and 

other energy supply related business 

Enerav Deliverv 
• Domestic electricity transmission 
• Domestic electricity distribution 

Otiier 
Foreign electricity distribution and supply 
investments 
Telecommunication services 
Supporting business and management 
activities 
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Segment results of operations for the twelve 
months ended December 31, 2001, 2000 and 
1999 are shown below. These amounts include 
certain estimates and allocations where 
necessary. 

We have used Earnings before Interest and 
Income Taxes (EBIT) as a measure of segment 
operating performance. The EBIT measure is 
total operating revenues net of total operating 
expenses and other routine income and 
deductions from income. It differs from net 

income in that it does not take into account 
interest expense or income taxes. EBIT is 
believed to be a reasonable gauge of results o f 
operations. By excluding interest and income 
taxes, EBIT does not give guidance regarding the 
demand of debt service or other interest 
requirements, or tax liabilities or taxation rates. 
The effects of interest expense and taxes on 
overall corporate performance can be seen in the 
consolidated income statement. 

Year 

2001 
Revenues f rom: 

External u n a f f i l i a t e d 
customers 

Transact ions w i t h o ther 
opera t ing segments 

Segment EBIT 

wholesale 

$55,929 

2,708 
1,418 

Deprec ia t i on , dep le t i on and 
amor t i za t i on expense 

To ta l assets 
597 

31,459 
Investments i n equ i t y method 

subs id i a r i es 
Gross proper ty add i t i ons 

(a) Reconci l ing adjustments 
E l im inate intercompany 
Corporate assets 
o the r 

2000 
Revenues f rom: 

External u n a f f i l i a t e d 
customers 

Transact ions w i t h o ther 
opera t ing segments 

Segment EBIT 

242 
640 

Energy 
De l i ve rv 

( i n 

$ 3,356 

20 
986 

632 
12.455 

-
844 

f o r Tota l Assets : 
balances 

$31,437 

1,726 
1.006 

Deprec ia t i on , dep le t i on and 
amor t i za t i on expense 

Tota l assets 
559 

32.216 
investments i n equ i t y method 

subs id i a r i es 
Gross proper ty add i t i ons 

(b) Reconc i l ing adjustments 
E l im ina te intercompany 
corporate assets 
Other 

1999 
Revenues f rom: 

External u n a f f i l i a t e d 
customers 

Transact ions w i t h other 
opera t ing segments 

Segment EfiiT 

140 
493 

$ 3,174 

2 
1,017 

506 
14.876 

-
961 

f o r Tota l Assets: 
balances 

$19,543 

1.038 
1,146 

Deprec ia t i on , dep le t i on and 
amor t i za t i on expense 

To ta l assets 
565 

18,408 
Investments i n equ i t y method 

subs id i a r i es 
Gross p roper ty add i t i ons 

Cc) Reconc i l ing adjustments 
E l im inate intercompany 
Other 

134 
390 

$3,068 

-
1,008 

454 
11.224 

-
815 

f o r Tota l Assets : 
balances 

Other-
Reconc i l ing 
Adiustments cor 

mi l l i ons ) 

$ 1.972 

1.155 
278 

154 
4 .541 

414 
348 

$2,095 

750 
358 

188 
7.124 

724 
319 

$2,134 

573 
392 

196 
6,396 

755 
475 

$ -

(3,883) 
(115) 

-
(1 ,174) (a ) 

-
_ 

(1,558) 
404 

^ T T ^ ^ 

$ -

(2,478) 
(322) 

(3) 
(866)(b) 

-
-

^ ÎV 93 

(866) 

$ -

(1.611) 
(82) 

(3) 
(335) (c ) 

-
-

(345) 
10 

AEP 
s o l i dated 

$61,257 

-
2,567 

1,383 
47,281 

656 
1.832 

$36,706 

-
2,059 

1.250 
53,350 

864 
1.773 

$24,745 

-
2,464 

1,212 
35,693 

889 
1,680 

(335) 
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Geographically our business is transacted primarily in the United States and the United Kingdom 
with other holdings in a small number of other counties. Results of operations by geographic area 
are as follows: 

Geoaraohic Areas 

2001 
2000 
1999 

2001 
2000 
1999 

united states 

$53,650 
34,300 
22,694 

united states 

$21,726 
20,463 
19,958 

Revenues 
united 
Kinadom other Foreian 

(in millions) 

$7,201 $406 
2,011 395 
1,705 346 

Lona-Lived Assets 
United 

Kinqdom other Foreian 
(in millions) 

$2,158 $659 
1.220 710 
1.124 783 

AEP 
consolidated 

$61,257 
36,706 
24,745 

AEP 
Consolidated 

$24,543 
22.393 
21.865 

69 



13. Risk Management, Financial 
Instruments and Derivatives: 

Risk Management 

We are subject to market risks in our day to 
day operations. Our risk policies have been 
reviewed with the Board of Directors, 
approved by a Risk Management Committee 
and administered by Chief Risk Officer. The 
Risk Management Committee establishes risk 
limits, approves risk policies, assigns 
responsibilities regarding the oversight and 
management of risk and monitors risk levels. 
This committee receives daily, weekly, and 
monthly reports regarding compliance with 
policies, limits and procedures. The 
committee meets monthly and consists ofthe 
Chief Risk Officer, Chief Credit Officer, V.P. 
Mari<et Risk Oversight, and senior financial 
and operating managers. 

The risks and related strategies that 
management can employ are: 

Risk 
Price Risk 

Interest Rate Risk 

Foreign Exchange 
Risk 

Credit Risk 

Description 
Volatility in 
commodity prices 
Changes in 
Interest rates 

Fluctuations in 
foreign currency 
rates 
Non-performance 
on contracts with 
counterparties 

strategy 
Trading and 
hedging 

Hedging 

Hedging 

Guarantees, 
Collateral 

We employ physical forward purchase and 
sale contracts, exchange futures and options, 
over-the-counter options, swaps, and other 
derivative contracts to offset price risk where 
appropriate. However, we engage in trading 
of electricity, gas and to a lesser degree coal, 
oil, natural gas liquids, and emission 
allowances and as a result the Company is 
subject to price risk. This risk is managed by 
the management of the trading operations, 
the Company's Chief Risk Officer and the 
Risk Management Committee. If the risk from 
trading activities exceeds certain pre
determined limits, the positions are modified 
or hedged to reduce the risk to the limits 
unless specifically approved by the Risk 
Management Committee. Although we do not 
hedge all commodity price exposure, manage
ment makes informed risk taking decisions 
supported by the above described risk 
management controls. 

AEP is exposed to risk from changes in the 
market prices of coal and natural gas used to 
generate electricity where generation is no 
longer regulated or where existing fuel 
clauses are suspended or frozen. The 
protection afforded by fuel clause recovery 
mechanisms has either been eliminated by 
the implementation of customer choice in 
Ohio (effective January 1, 2001) and in the 
ERCOT area of Texas (effective January 1, 
2002) or frozen by settlement agreements in 
Indiana, Michigan and West Virginia. To the 
extent all fuel supply for the generating units 
in these states are not under fixed price long-
term contracts, AEP is subject to market price 
risk. AEP continues to be protected against 
market price changes by active fuel clauses in 
Oklahoma, Arkansas, Louisiana, Kentucky, 
Virginia and the SPP area of Texas. 

We employ fair value hedges, cash flow 
hedges and swaps to mitigate changes in 
interest rates or fair values on short and long-
term debt when management deems it 
necessary. We do not hedge ail interest rate 
risk. 

We employ cash flow forward hedge contracts 
to lock-in prices on transactions denominated 
in foreign currencies where deemed 
necessary. International subsidiaries use 
currency swaps to hedge exchange rate 
fluctuations in debt transactions denominated 
in foreign currencies. We do not hedge all 
foreign currency exposure. 

Our open trading contracts, including 
structured transactions, are marked-to-market 
daily using the price model and price curve(s) 
corresponding to the instrument. Forwards, 
futures and swaps are generally valued by 
subtracting the contract price from the market 
price and then multiplying the difference by 
the contract volume and adjusting for net 
present value and other impacts. Significant 
estimates in valuing such contracts include 
fonward price curves, volumes, seasonality, 
weather, and other factors. 

Fon/vards and swaps (which are a series of 
forwards) are valued based on fon/vard price 
curves which represent a series of projected 
prices at which transactions can be executed 
in the market. The fonA ârd price curve 
includes the market's expectations for prices 
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of a delivered commodity at that future date. 
The forward price curve is developed from the 
market bid price, which is the highest price 
which traders are willing to pay for a contract, 
and the ask or offer price, which is the lowest 
price traders are willing to receive for selling a 
contract. 

Options contracts, consisting primarily of 
options on fonwards and spread options, are 
valued using models, which are variations on 
Black-Scholes option models. The market-
related inputs are the interest rate curve, the 
underiying commodity forward price curve, 
and the implied volatility curve. Option prices 
or volatilities may be quoted in the market. 
Significant estimates in valuing these 
contracts include forward price curves, 
volumes, and other volatilities. 

Futures and futures options traded on futures 
exchanges (primarily oil and gas on Nymex) 
are valued at the exchange price. 

Market prices utilized in valuing all forward 
contracts, OTC options, swaps and stnjctured 
transactions represent mid-market price, 
which is the average of the bid and ask 
prices. These bids and offers come from 
brokers, on-line exchanges such as tiie 
Intercontinental Exchange, and directiy from 
other counterparties. These prices exist for 
delivery periods and locations being traded or 
quoted and vary by period, location and 
commodity. For periods and locations that 
are not liquid and for which external 
information is not readily available, 
management uses the best information 
available to develop bid and ask prices and 
forward curves. 

Electricity and gas markets in particular have 
primary trading hubs or delivery points/regions 
and less liquid secondary delivery points. In 
North American natural gas markets, the 
primary delivery points are generally traded 
from Henry Hub, Louisiana. The less liquid 
gas or power trading points may trade as a 
spread (based on transportation costs, 
constraints, etc.) from the nearest liquid 
trading hub. Also, some commodities trade 
more often and therefore are more liquid than 
others. For example, peak electricity is a 
more liquid product than off-peak electricity. 
Henry Hub gas trades in monthly blocks for up 

to 36 months and after that only trades in 
seasonal or calendar blocks. In the near 
term, fonward price curves for gas have a 
seasonal shape. They are based on market 
quotes beyond that. 

For all these factors, the curve used for 
valuation is the mid-point. At times bids or 
offers may not be available due to market 
events, volatility, constraints, long-dated part 
of the curve, etc. When this occurs, the 
Company uses its best judgment to estimate 
the curve values until actual values are 
available again. The value used will be based 
on various factors such as last trade price, 
recent price trend, product spreads, location 
spreads (including transporiBtion costs), cross 
commodity spreads (e.g., heat rate 
conversion of gas to power), time spreads, 
cost of carry (e.g., cost of gas storage), 
marginal production cost, cost of new entrant 
capacity, and alternative fuel costs. Also, an 
energy commodity contract's price volatility 
generally increases as it approaches the 
delivery month. Spot price volatility (e.g., daily 
or houriy prices) can cause contract values to 
change substantially as open positions settle 
against spot prices. When a portion of a 
curve has been estimated for a period of time 
and mart<et changes occur, assumptions are 
updated to align the company's curve to the 
market. 

The fair values determined are reduced by 
reserves to adjust for credit risk and liquidity 
risk. Credit risk is based on credit ratings of 
counterparties and represents the risk that the 
counterparty to the contract will fail to perform 
or fail to pay amounts due AEP. Liquidity risk 
represents the risk that imperfections in the 
market will cause the price to be less than or 
more than what the price should be based 
purely on supply and demand. The liquidity 
reserve essentially reserves half of the 
difference between bids and offers for each 
open position, such that the wider the bid-
offer spread (indicating lower liquidity), the 
greater the reserve. 

We also mark to market derivatives that are 
not trading contracts in accordance with 
generally accepted accounting principles. 
There may be unique models for these 
transactions, but the curves the company 
inputs into the models are the same fonward 
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curves, which are described above. 

We have developed independent controls to 
evaluate the reasonableness of our valuation 
models and curves. However, there are 
inherent risks related to the underiying 
assumptions in models used to fair value 
open long-term trading contracts. Therefore, 
there could be a significant favorable or 
adverse effect on future results of operations 
and cash flows if market prices at settlement 
differ from the price models and cun^es. 

AEP limits credit risk by extending unsecured 
credit to entities based on internal ratings. 
AEP uses Moody's Investor Service, Standard 
and Poor's and qualitative and quantitative 
data to independentiy assess the financial 
health of counterparties on an ongoing basis. 
This data, in conjunction with the ratings 
information, is used to determine appropriate 
risk parameters. AEP also requires cash 
deposits, letters of credit and parental/affiliate 
guarantees as security from certain below 
investment grade counterparties in our normal 
course of business. 

We trade electricity and gas contracts with 
numerous counterparties. Since our open 
energy trading contracts are valued based on 
changes in market prices of the related 
commodities, our exposures change daily. 
We believe that our credit and market 
exposures with any one counterparty is not 
material to financial condition at December 
31, 2001. At December 31, 2001 less than 
5% of the counterparties were below 
investment grade as expressed in terms of 
Net Mark to Market Assets. Net Mark to 
Market Assets represents the aggregate 
difference (either positive or negative) 
between the fonward market price for the 
remaining term of the contract and the 
contractual price. The following table 
approximates counterparty credit quality and 
exposure. 

Counterparty 
Credit Quality: 

Futures, 
Fonward and 
Swap 
Contracts 

Year Ending December 31,2001 

AAA/Exchanges 
AA 
A 
BBB 
Below Investment 
Grade 

Total 

$ 147 
140 
304 
932 

56 

$1 579 

options 

(in millions) 
$-

4 
7 

34 

_23 

£68 

Total 

$ 147 
144 
311 
966 

79 

$1,647 

We enter into transactions for electricity and 
natural gas as part of wholesale trading 
operations. Electric and gas transactions are 
executed over-the-counter with counterparties 
or through brokers. Gas transactions are also 
executed through brokerage accounts with 
brokers who are registered with the 
Commodity Futures Trading Commission. 
Brokers and counterparties require cash or 
cash related instruments to be deposited on 
these transactions as margin against open 
positions. The combined margin deposits at 
December 31,2001 and 2000 was $55 million 
and $95 million. These magin accounts are 
restricted and therefore are not included in 
cash and cash equivalents on the Balance 
Sheet. The Company can be subject to 
further margin requirements should related 
commodity prices change. 

Financial Derivatives and Hedging 

In the first quarter of 2001, AEP adopted 
SFAS 133, "Accounting for Derivative 
Instruments and Hedging Activities," as 
amended by SFAS 137 and SFAS 138. 
SFAS 133 requires that entities recognize all 
derivatives including fair value hedges as 
either assets or liabilities and measure such 
derivatives at fair value. Changes in the fair 
value of derivatives are included in earnings 
unless designated as a cash flow hedge. This 
practice is commonly referred to as mark-to-
market accounting. Changes in the fair value 

72 



of derivatives that are designated as effective 
cash flow hedges are included in other 
comprehensive income. AEP recorded a 
favorable transition adjustment to accumu
lated other comprehensive income of $27 
million at January 1, 2001 in connection with 
the adoption of SFAS 133. Derivatives 
included in the transition adjustment are 
interest rate swaps, foreign currency swaps 
and commodity swaps, options and futures. 

Most ofthe derivatives identified in the trans
ition adjustment were designated as cashflow 
hedges and relate to foreign operations. 

The amounts of net revenue margins (sales 
less purchases) in 2001, 2000, and 1999 for 
trading activities were: 

Net Revenue 
Margin 

2Q01 

$609 

2000 1999 
(in millions) 

$435 $91 

The fair value of open trading contracts that are marked-to-market are based on management's best 
estimates using over-the-counter quotations and exchange prices for short-term open trading 
contracts, and Company developed price curves for open long-term trading contracts. The fair 
values of trading contracts at December 31 are: 

2001 2000 
Fa i r 
value 

( i n m i l l i o n s ) 

Fa i r 
Value 

( i n m i l l i o n s ) 
Trat i inq Assets 

E l e c t r i c 
Futures and 
Options-NYMEX 

Physicals 
Options - OTC 
Swaps 

Tota l Trading Assets 

Gas 
Futures and 
Options-NYMEX 

Physicals 
Options - OTC 
swaps 

Tota l Trading Assets 

Tradina L i a b i l i t i e s 

E l e c t r i c 
Futures and 
Options-NYMEX 

Physicals 
opt ions - OTC 
Swaps 

Tota l Trading L i a b i l i t i e s 

Gas 
Futures and 
Opt ions-
NYMEX 

Physicals 
op t ions - OTC 
Swaps 

Tota l Trading L i a b i l i t i e s 

$ 11 
3.588 

182 
117 

3i3,898 

$ 143 
238 
978 

5.646 
17.005 

$ -
(3,382) 

(101) 
(126) 

5(3,609) 

' III] 
(1,076) 
C5.598) 

$(6,846) 

8,791 
215 
164 

^9.170 

454 
1,266 
6.185 

317.905 

(8.852) 
(133) 
0 4 4 ) 

3ir9.1291 

$ (81) 
(419) 
(934) 

(6.449) 
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The FASB's Derivatives Implementation 
Group (DIG) Issued guidance, effective in the 
third quarter of 2001, regarding the imple
mentation of SFAS 133 for certain fuel supply 
contracts with volume optionality and 
electricity capacity contracts. The guidance 
concluded that fuel supply contracts with 
volumetric optionality cannot qualify for a 
normal purchase or sale exclusion from mari<-
to-market accounting and provided guidance 
for determining when electricity capacity con-
racts can qualify as normal purchases or 
sales. 

Predominantly all of AEP's contracts for coal, 
gas and electricity, which are recorded on a 
settlement basis, do not meet the criteria of a 
financial derivative instrument and qualify as 
normal purchases or sales. As a result they 
are exempt from the DIG guidance described 
above and have not been marked-to-market. 
Beginning July 1, 2001, the efl'ective date of 
the DIG guidance, certain of AEP's fuel 
supply contracts with volumetric optionality 
that qualify as financial derivative instruments 
are marked to market with any gain or loss 
recognized in the income statement. The 
effect of initially adopting the DIG guidance at 
July 1, 2001, a favorable earnings mark-to-
market effect of $18 million, net of tax, is 
reported as a cumulative effect of an 
accounting change on the income statement. 

Cash flows from both derivative instruments 
and trading activities are included in net cash 
flows from operating activities. 

Certain derivatives may be designated for 
accounting purposes as a hedge of either the 
fair value of an asset, liability or firm 
commitment, or a hedge of the variability of 
cash flows related to a variable-priced asset, 
liability, commitment or forecasted trans
action. To qualify for hedge accounting, the 
relationship between the hedging instrument 
and the hedged item must be documented to 
include the risk management objective and 
strategy for use of the hedge instrument. At 
the inception ofthe hedge and on an ongoing 
basis, the effectiveness of the hedge is 
assessed as to whether the hedge is highly 
effective in offsetting changes in fair value or 
cash flows of the item being hedged. 
Changes in the fair value that result from 
ineffectiveness of a hedge under SFAS 133 
are recognized currently in earnings through 
mark-to-market accounting. Changes in the 
fair value of effective cash flow hedges are 
reported in accumulated other comprehensive 
income if documented at inception. Gains 
and losses from cash flow hedges in other 
comprehensive income are reclassifled to 
eamings in the accounting periods in which 
the variability of cash flows of the hedged 
items affect earnings. 

Cash flow hedges included in Accumulated Other Comprehensive income on the Balance Sheet at 
DecemberSl, 2001 are: 

Electric 
interest Rate 
Foreign Currency 

Hedaina Assets 

$16 
-
' 

Hedqinq Liabilities 

(in millions) 
$ (6) 
(21) 

Other comprehensive 
income fLoss^ After fax 

$ 4 
(12) 

d) 
The following table represents the activity in Other Comprehensive Income related to the effect of 
adopting SFAS 133 for derivative contracts that qualify as cash fiow hedges at December 31,2001: 

AEP consolidated 
Transition Adjustment. January 1, 2001 
changes in fair value 
Reel asses from OCI to net income 

Accumulated OCX derivative loss, December 31, 2001 

(in millions) 

$ 27 
(1) 
(29) 
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¥ 

Approximately $15 million of net losses from cash 
fiow hedges in accumulated other comprehensive 
'income at December 31,2001 are expected to be 
reclassified to net income in the next twelve 
months as the items being hedged settle. The 
actual amounts reclassified from accumulated 
other comprehensive income to net income can 
differ as a result of market price changes. The 
maximum term for which the exposure to the 
variability of future cash fiows is being hedged is 
5 years. 

We have derivatives under SFAS 133 that do not 
employ hedge accounting and are not energy 
trading. The derivative's mari< to market value at 
December 31,2001 was a $22.7 million asset and 
a $13.1 million liability. 

FINANCIAL INSTRUMENTS 

Market Valuation of Non-Derivative Financial 
Instrument 

The book values of cash and cash equivalents, 
accounts receivable, short-term debt and 
accounts payable approximate fair value because 
of the short-term maturity of these instruments, 

he book value of the pre-April 1983 spent 
nuclear fuel disposal liability approximates the 
best estimate of its fair value. 

The fair values of long-term debt and preferred 
stock subject to mandatory redemption are based 
on quoted market prices for the same or similar 
issues and the current dividend or interest rates 

offered for instruments with similar maturities. 
These instruments are not marked-to-market. 
The estimates presented are not necessarily 
indicative of the amounts that we could realize in 
a current market exchange. The book values and 
fair values of significant flnancial instruments at 
December 31,2001 and 2000 are summarized in 
the following tables. 

Long-term Debt 
i f 

Book va l 
( i n 

$12,053 

95 
321 

Book Val 
( i n 

$10,754 

100 
334 

2001 
ue Fai r value 
m i l l i o n s ) 

$12,002 

93 
320 

2000 
ue Fa i r Value 
mi 11 i ons) 

$10,812 

98 
326 

Pre fer red Stock Subject To 
Mandatory Redemption 

Trus t Prefer red Secu r i t i es 

Long-term Debt 
Pre fe r red stock sub jec t TO 

Mandatory Redemption 
T rus t Pre fer red Secu r i t i e s 

Other Financial Instruments - Nuclear Trust 
Funds Recorded at Market Value - The trust 
investments which are classified as held for sale 
for decommissioning and SNF disposal, reported 
in other assets, are recorded at market value in 
accordance with SFAS 115. At December 31, 
2001 and 2000 the fair values of the trust 
investments were $933 million and $873 million, 
respectively, and had a cost basis of $839 million 
ancj $768 million, respectively. The change in 
market value in 2001, 2000, and 1999 was a net 
unrealized holding loss of $11 million, and net 
unrealized holding gain of $6 million, and $18 
million, respectively. 
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14. Income Taxes: 

The details of consolidated income taxes as reported are as follows: 

Year Ended December 3 1 . 

Federa l : 
Current 
Deferred 

To ta l 
S ta te : 

Current 
Deferred 

Tota l 
I n t e r n a t i o n a l : 

cu r ren t 
Deferred 

Tota l 

Tota l Income Tax 
as Reported 

2001 

$406 
60 

466 

61 

- ^ 

1 
6 
7 

J569 

2000 
( i n mi 1 l i ons ) 

$ 766 
(237) 

529 

50 

-8^ 
6 

21 
27 

$ 597 

1999 

$308 
129 
437 

25 

25 

3 
17 
20 

S482 

The following is a reconciliation for the difference between the amount of income taxes computed by 
multiplying book income before federal income taxes by the statutory tax rate, and the amount of income 
taxes reported. 

Year Ended December 3 1 . 

Net income 
Ext raord inary i tems 

(net o f income tax $20 m i l l i o n i n 2001, 
$44 f t i i l l i o n i n 2000 and $8 m i l l i o n i n 1999) 

Cumulative E f fec t o f Accounting change 
(net o f income tax $2 m i l l i o n i n 2001) 

Pre fer red Stock Dividends 
income Before p re fe r red stock Dividends 

o f Subs id ia r ies 
income Taxes 
Pre-Tax income 

2001 

$ 971 

50 

(18) 
10 

1,013 
569 

11*182 

2000 
( in mi l l ions) 

$267 

35 

i l 
313 
597 

S910 

1999_ 

$ 972 

14 

19 

1,005 

$554 
income Tax on pre-Tax income 
at Statutory Rate (35%) 

increase (Decrease) in income Tax 
Resulting from the Following items: 
Depreciation 
Corporate Owned Life insurance 
investment Tax credits (net) 
Tax Effects of Foreign operations 
Merger Transaction Costs 
state income Taxes 
Other 

Total income Taxes as Reported 
Effective income Tax Rate 

differences: 

Deferred Tax Assets 
Deferred Tax Liabilities 
Net Deferred Tax Liabilities 

Property Related Temporary Differences 
Amounts Due From Customers For Future 

Federal income Taxes 
Deferred State income Taxes 
Transition Regulatory Assets 
Regulatory Assets Designated for Securitization 
All other (net) 

Net Deferred Tax Liabilities 

$319 $520 

48 
4 

(37) 
(27) 

62 

5569 
i£JJ% 

77 
247 
(36) 
(29) 
49 
26 

(56) 
$597 
65.5% 

71 
2 

(38) 
(54) 

16 
(35) 

$482 
MT^X 

3 net deferred tax liability and the 

December 

significant te 

31, 
2QQ1 2000 

( in mi l l ions) 
$ 1,248 $ 1,248 

(6.0711 ("6.123^ 
$r4.823') $f4.875-) 

$(3,963) $(3,935) 

(245) 
(160) 
(268) 
(332) 
145 

(252) 
(251) 
(163) 
(332) 

58 
MA^Ml') U4.S7S1 
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We have settied with the IRS all issues from the 
audits of our consolidated federal income tax 
returns for the years prior to 1991. We have 
received Revenue Agent's Reports from the IRS 
for the years 1991 through 1996, and have filed 
protests contesting certain proposed adjustments. 
Returns for the years 1997 through 2000 are 
presently being audited by the IRS. Management 
is not aware of any issues for open tax years that 
upon final resolution are expected to have a 
material adverse effect on results of operations. 

COLI Litigation - On February 20, 2001, the U.S. 
District Court for the Southern District of Ohio 
ruled against AEP in its suit against the United 
States over deductibility of interest claimed by 
AEP in its consolidated federal income tax retums 
related to its COLI program. AEP had filed suit to 
resolve the IRS' assertion that interest deductions 
for AEP's COLI program should not be allowed. In 
1998 and 1999 the Company paid the disputed 
taxes and interest attributable to COLI interest 
deductions for taxable years 1991-98 to avoid the 
potential assessment by the IRS of additional 
interest on the contested tax. The payments were 
included in other assets pending the resolution of 
this matter. As a result ofthe U.S. District Court's 
decision to deny the COLI Interest deductions, net 
income was reduced by $319 million in 2000. 
The Company has filed an appeal of the U.S. 
District Court's decision with the U.S. Court of 
Appeals for the 6̂ ^ Circuit 

The Company has not recognized a deferred tax 
liability for temporary differences related to 
investments in certain subsidiaries located 
outside of the United States because such 
differences are deemed to be essentially 
permanent in duration. If the investments were 
sold, the temporary differences may become 
taxable resulting in a tax liability of approximately 
$66 million. 

15. Basic and Diluted Earnings Per Share: 

The calculation of basic and diluted earnings per 
share is based on the amounts of income and 
weighted average shares shown in the table 
below. 

income: 
Income before 
Extraordinary 
Item and cumulative 
Effect 

Extraordinary 
Losses (net of 
tax) 
Cumulative 
Effect of 
Accounting 
Change (net 
of tax) 

Net Income 

Weighted 
Average 
shares: 
Average common 
Shares 
outstanding 

Assumed 
conversion of 
stock options 
(see Note 11) 

Diluted average 
common shares 
outstanding 

Basic and Diluted 
Earnings Per Share; 
Income before 
extraordinary 
item and 
cumulative 
effect 
Extraordinary 
losses (net 
of tax) 

Cumulative 
effect of 
accounting 
change (net 
of tax) 

2001 2000 1999 
(in millions - except 
per share amounts) 

$1,003 $302 $986 

(50) (35) (14) 

18 

i 971 S267 m z 

322 322 321 

221 321 321 

$ 3.11 $0.94 $3.07 

(0.16)(0.11) (0.04) 

0.06 -
3; 3.01 ^ M 

The assumed conversion of stock options does 
not affect income for purposes of calculating 
diluted earnings per share. Basic and diluted 
EPS are the same in 2001,2000 and 1999 since 
the effect on weighted average shares 
outstanding is little or nil. 
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16. Supplementary Information: 

Purchased Power -
Ohio Valley Electric 
Corporation 
(44.2% owned by 
AEP System) 

Cash was paid for: 
interest (net of 
capitalized amounts) 
income Taxes 

Noncash investing and 
Financing Activities: 
Acquisitions under 
capital Leases 

Assumption of 
Liabilities Related 
to Acquisitions 

Year 
21)01 

$127 

$972 
$569 

$17 

$171 

Exchange of communication 
Investment for Common 
stock $5 

Ended December 31. 
2000 1999 

(in millions) 

$86 

$842 
$449 

$118 

-

-

$64 

$979 
$270 

$80 

-

-

17. Power, Distribution and Communications 
Projects: 

Power Projects 

AEP owns interests of 50% or less in domestic 
unregulated power plants with a capacity of 1,483 
MW located in Colorado, Florida and Texas. In 
addition to the domestic projects, AEP has equity 
interests in intemational power plants totaling 
1,788 MW. AEP has other projects in various 
stages of development 

Investments in power projects that are 50% or 
less owned are accounted for by the equity 
method and reported in investments in power, 
distribution and communications projects on the 
balance sheet. At December 31, 2001, six 
domestic and four international power projects are 
accounted for under the equity method. The six 
domestic projects are combined cycle gas 
turbines that provide steam to a host commercial 
customer and are considered Qualifying Facilities 
(QF) under the Public Utilities Regulatory Policies 
Act of 1978. The four international power plants 
are classified as Foreign Utility Companies 
(FUCO) under the Energy Policies Act of 1992. All 
of the power projects accounted for under the 
equity method have unrelated third-party partners. 

All ofthe above power projects have project-level 
financing, which is non-recourse to AEP. AEP or 
AEP subsidiaries have guaranteed $30 million of 
domestic partnership obligations for performance 

under power purchase agreements and for debt 
service reserves in lieu of cash deposits. AEI 
has guaranteed $94 million of additional equity fol 
two projects. 

Distribution Projects 

We own a 44% equity interest in Vale, a Brazilian 
electric operating company which was purchased 
for a total of $149 million. On December 1,2001 
we converted a $66 million note receivable and 
accrued interest into a 20% equity interest in 
Caiua (Brazilian electric operating company), a 
subsidiary of Vale. Vale and Caiua have 
experienced losses from operations and our 
investment has been affected by the devaluation 
of the Brazilian Real. The cumulative equity 
share of operating and foreign currency 
translation losses through December 31,2001 is 
approximately $46 million and $54 million, 
respectively, net of tax. The cumulative equity 
share of operating and foreign currency 
translation losses through December 31,2000 is 
approximately $33 million and $49 million, 
respectively, net of tax. Both investments are 
covered by a put option, which, if exercised, 
requires our partners in Vale to purchase our Vale 
and Caiua shares at a minimum price equal to t h | ^ 
U.S. dollar equivalent of the original pu rchas i ^ 
price. As a result, management has concluded 
that the investment carrying amount should not be 
reduced below the put option value unless it is 
deemed to be an other than temporary 
impairment and our partners in Vale are deemed 
unable to fulfill their responsibilities under the put 
option. Management has evaluated through an 
independent third-party, the ability of its Vale 
partners to fulfill their responsibilities under the 
put option agreement and has concluded that our 
partners should be able to fulfill their 
responsibilities. 

Management believes that the decline in the 
value of its investment in Vale in US dollars is not 
other than temporary. As a result and pursuant to 
the put option agreement, these losses have not 
been applied to reduce the carrying values ofthe 
Vale and Caiua investments. As a result we will 
not recognize any future earnings from Vale and 
Caiua until the operating losses are recovered. 
Should the impairment of our investment become 
other than temporary due to our partners in Vale 
becoming unable to fulfill their responsibilities, it 
would have an adverse effect on future results c ^ ^ 
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operations. 18. Leases: 

Management will continue to monitor both the 
status of the losses and of its partners ability to 
fulfil! its obligations under the put. 

Communication Projects 

AEP provides telecommunication services to 
businesses and telecommunication companies 
through a broadband fiber optic network. AEP's 
investment in the networi< include fiber optic 
cable, electronic equipment and colocation 
facilities that house the equipment. The 
investments are both owned and leased with a 
majority of the leased investments being 
indefeasible rights of use (IRUs) for fiber optic 
cable for periods ranging from 20 to 30 years. 
Telecommunication revenue is accounted for 
using the accrual method of accounting as 
service is rendered over the contractual term. 
Lease obligations related to these investment are 
included in the lease payment amounts disclosed 
in the lease note. 

AEP has a 46.25% ownership interest in a joint 
venture, AFN networl^s, LLC (AFN), which is 
engaged in the operation and construction of a 
fiber optic networl^. AFN both owns and leases 
fiber optic cable and electronic equipment with the 
majority of leases being IRUs of fiber optic cable 
for periods ranging from 20 to 25 years. AEP 
accounts for AFN under the equity method of 
accounting and has recorded its pro rata share of 
the losses during the start up phase. AEP has a 
credit agreement with AFN that enables AFN to 
borrow up to $91.5 million at market interest rates 
to finance their construction and operations. The 
amount available to AFN at December 31,2001 is 
$61 million. 

AEP has a 50% ownership interest in a joint 
venture, American FiberTouch, LLC (AFT), that is 
constructing a fiber optic line from Missouh to 
Illinois. AEP accounts for AFT under the equity 
method of accounting and has recorded its pro 
rata share of the losses of AFT during the start up 
phase. AEP has recently decided to withdraw 
from this venture and fully provided for the 
expected loss in exiting the joint venture in 
December 2001. 

Leases of property, plant and equipment are for 
periods of up to 35 years and require payments of 
related property taxes, maintenance and 
operating costs. The majority of the leases have 
purchase or renewal options and will be renewed 
or replaced by other leases. 

Lease rentals for both operating and capital 
leases are charged to operating expenses in 
accordance with rate-making treatment for 
regulated operations. Capital leases for non-
regulated property are accounted for as if the 
assets were owned and financed. The compon
ents of year ended December 31, rental costs are 
as follows: 

Year Ended December 31. 
2001 2000 1999 

(in millions) 

Lease Payments on 
Operating Leases $296 $236 $247 
Amortization of 
Capital Leases 85 121 97 
interest on 
Capital Leases 22 38 35 

Total Lease Rental 
costs MQl 1395 MZE 

Property, plant and equipment under capital 
leases ancj related obligations recorded on the 
Consolidated Balance Sheets are as follows: 

December 31. 
2001 2000 
(in millions) 

Property, Plant and 
Equipment: 
Production 
Distribution 
Other: 
Nuclear Fuel 
(net amortization) 

Mining and Other Assets 
Total Property, plant and 
Equipment 

Accumulated Amortization 
Net Property, Plant 
and Equipment 

Obligations under Capital 
Leases: 
Noncurrent Liability 
Liability Due Within 
One Year 

Total 

$ 40 
177 

.221 
939 
256 

$683 

$356 

95 
MSI 

$ 42 
151 

90 
619 

902 
288 

$614 

$419 

195 
$614 
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Future minimum lease payments consisted ofthe 
following at December 31, 2001: 

2002 
2003 
2004 
2005 
2006 
Later Years 
Total Future 
Minimum Lease 
Payments 
Less Estimated 
interest Element 
Estimated Present 
value of Future 
Minimum Lease 
Payments 

capital 
Leases 

Noncancellable 
Operating 
Leases 

(in millions) 

$ 96 
81 
63 
49 
42 
397 

728 

277 

$451 

$ 286 
271 
255 
245 
243 

2.671 

$3,971 

Operating leases include lease agreements with 
special purpose entities related to Rockport Plant 
Unit 2 and the Gavin Plant's fiue gas 
desulfurization system (Gavin Scrubbers). The 
Rockport Plant lease resulted from a sale and 
leaseback transaction in 1989. The gain from the 
sale was deferred and is being amortized overthe 
term of the lease which expires in 2022. The 
Gavin Scrubber lease expires in 2009. AEP has 
no ownership interest in the special purpose 
entities and does not guarantee their debt. The 
special purpose entities are not consolidated in 
AEP's financial statements in accordance with 
applicable accounting standards. As a result, 
neither the leased plant and equipment nor the 
debt ofthe special purpose entities is included on 
AEP's balance sheet. The future lease payment 
obligations to the special purpose entities are 
included in the above table of future minimum 
lease payments under noncancellable operating 
leases. 

19. Lines of Credit and Sale of Receivables: 

The AEP System uses short-term debt, primarily 
commercial paper, to meet fiuctuations in worthing 
capital requirements and other interim capital 
needs. AEP has established a money pool to 
coordinate short-term borrowings for certain 
subsidiaries and also incurs borrowings outside 
the money pool for other subsidiaries. As of 
December 31, 2001, AEP had revolving credit 
facilities totaling $3.5 billion to support its 
commercial paper program. At December 31, 
2001. AEP had $3.2 billion outstanding in short-
term borrowings of which $2.9 billion was under 

these credit facilities. The maximum amount of 
such short-term borrowings outstanding during 
the year, which had a weighted average interest' 
rate for the year of 4.95%, was $3.3 billion during 
March 2001. 

Outstanding short-term 
Consolidated consisted of: 

Balance Outs tand ing: 
Notes Payable 
commercial paper 

To ta l 

debt for AEP 

December 3 1 . 
2001 2000 

( in mi l l ions) 

$ 207 
2.948 

$ 193 
4,140 

$4.333 

AEP Credit, which does not participate in the 
money pool, issued commercial paper on a stand
alone basis up to May 30, 2001. AEP Credit 
provides low-cost financing for utilites, including 
both AEP's electric utility operating companies 
and non-affiliates, through factoring receivables 
which arise primarily from the sale and delivery of 
electricity in the ordinary course of business. In 
January 2002 AEP Credit stopped purchasing 
accounts receivable from non-affiliated electric 
utility companies. 

On May 30, 2001, AEP Credit stopped issuing 
commercial paper and allowed its $2 billionj 
unsecured revolving credit facility to mature. 
Funding needs were replaced on May 30» 2001 by 
a $1.5 billion variable funding note. The variable 
funding note was, in turn, replaced on December 
31, 2001 when AEP Credit entered into a sale of 
receivables agreement with a group of banks and 
commercial paper conduits. 

Under the sale of receivables agreement, AEP 
Credit sells an interest in the receivables it 
acquired from its clients to the commercial paper 
conduits and banks and receives cash. This 
transaction constitutes a sale of receivables in 
accordance with SFAS 140 allowing the 
receivables to be taken off of AEP Credit's 
balance sheet. AEP has no ownership interest in 
the commercial paper conduits and does not 
consolidate these entities in accordance with 
GAAP. We continue to service the receivables. 
At December 31, 2001, the banks had a $1.2 
billion commitment under the sale of receivables 
agreement to purchase receivables from AEP 
Credit of which $1 billion was outstanding. Ofthe 
$1 billion of receivables sold, $485 million 
respresented non-affiliate receivables. The! 

80 



commitment available under the sale of 
receivables agreement declines to $1.1 billion on 
January 31, 2002 and to $900 million on February 
28, 2002, where it remains until the expiration of 
the commitment on May 30, 2002. AEP Credit 
maintains a retained interest in the receivables 
sold and this interest is pledged as collateral for 
the collection of the receivables sold. The fair 
value of the retained interest is based on book 
value due to the short-term nature ofthe accounts 
receivable less an allowance for anticipated 
uncollectible accounts. 

At year ended DecemberSl, 2001, AEP Credit 
had: 

$ Millions 
Accounts Receivable Sold 1,045 
Accounts Receivable 
Retained Interest Less 
Uncollectible Accounts 
and Pledged as Collateral 143 

Defen-ed Revenue from 
Servicing Accounts 
Receivable 5 

Loss on Sale of Accounts 
Receivable 8 
Initial Variable 
Discount Rate 2.28% 

Retained Interest if 10% 
Adverse change in 
Uncollectible Accounts 142 

Retained Interest if 20% 
Adverse change in 
Uncollectible Accounts 140 

Historical loss and delinquency amount for the Customer Accounts Receivable managed portfolio for the 
year ended December 31, 2001. 

Face Value 
December 31,2001 

Customer Accounts Receivable Retained 
Miscellaneous Accounts Receivable Retained 
Allowance for Uncollectible Accounts Retained 

Total Net Balance Sheet Accounts Receivable 

Customer Accounts Receivable Securitized (Affiliate) 
Customer Accounts Receivable Securitized (Non-Affiliate) 

Total Accounts Receivable managed 

$ Millions 

$ 626 
1,365 
(109) 

1,882 

560 
485 

$2.927 

Net Uncollectible Accounts Written off for the Year Ended 
December 31. 2001 87 
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Customer Accounts receivable retained and securitized for the domestic electric operating companies are 
managed by AEP Credit as a pool between affiliate and non-affiliate accounts receivable. Miscellaneous^ 
Account Receivable have been fully retained and not securitized. 

Delinquent Customer Accounts Receivable over 60 days old at December 31, 2001: 

Affiliated 
Non-Affiliated 
Total 

(in millions) 
$ 92 

17 

Mm 

20. Unaudited Quarterly Financial Information: 

( I n M i l l i o n s - Except 
Per share Amounts^ 
opera t ing Revenues 
Operat ing income 
Income Before 

Ex t raord inary Items 
and Cumulative E f f ec t 

Net Income 
Earnings per share Before 
Extraordinary Items and 
Cumulative Effect* 
Earnings per share** 

March 31 

$14,165 
601 

266 
266 

0.83 
0.83 

March 31 
(in Millions - Except 
Per Share Amounts') 
operating Revenues 
Operating income 
Income (Loss) Before 
Extraordinary Items 
and Cumulative Effect 

Net Income (Loss) 
Earnings (Loss) per share 

Before Ex t raord inary i tems 
and Cumulative E f f ec t 0.43 

Earnings (Loss) per Share 0.43 

$6,117 
428 

140 
140 

2001 Quar te r l v Periods Ended 
June 30 

$14,528 
672 

280 
232 

0.87 
0.72 

Sept. 30 

$18,385 
862 

403 
421 

1.25 
1.31 

2000 Ouar te r l v Periods Ended 
June 30 

$8,137 
308 

(18) 
(9) 

(0.06) 
(0 .03) 

Sept. 30 

$11,608 
873 

403 
359 

25 
11 

Dec. 31 

$14,179 
260 

54 
52 

0.17 
0.16 

Dec. 31 

$10,844 
395 

(223) 
(223) 

(0.68) 
(0.68) 

* Amounts f o r 2001 do not add t o $3.11 earnings per share before 
ex t rao rd ina ry items and cumulat ive e f f e c t due t o rounding. 

* * Amounts f o r 2001 do not add t o $3.01 earnings per share due t o rounding. 

Earnings for the fourth quarter 2001 increased $275 million fPDm the prior year primarily due to the effect of 
charges recorded in 2000 from a ruling by the IRS disallowing interest deductions from AEP's COLI 
program and a write down for the proposed sale of Yorkshire. Fourth quarter 2001 earnings were also 
favorably impacted by the return to service in December 2000 of Unit 1 of the Cook Piant afl:er an extended 
outage and the receipt of a contract cancellation fee from a non-affiliated factoring client of AEP Credit. 
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21. Trust Preferred Securities: 

The following Trust Preferred Securities issued by the wholly-owned statutory business trusts of CPL, PSO 
and SWEPCo were outstanding at December 31,2001 and December 31,2000. They are classified on the 
balance sheets as Certain Subsidiaries Obligated, Mandatorily Redeemable Preferred Securities of 
Subsidiary Trusts Holding Solely Junior Subordinated Debentures of Such Subsidiaries. The Junior 
Subordinated Debentures mature on April 30, 2037. CPL reacquired 490,000 and 60,000 trust preferred 
units during 2001 and 2000, respectively. 

Umts i ssued / 
Outstanding 

Business Trus t 

CPL c a p i t a l I 

PSO c a p i t a l i 

SWEPCO c a p i t a l i 

Security 

8.00%, series A 

8.00%, series A 

7.875%, series A 

At 12/31/01 

5,450,000 

3.000.000 

4.400.000 
i2,R';o,nnn 

Amount at December 31. 
2001 2000 

(in millions) 
$136 $149 

Description of 
Underlying 
Debentures of Registrant 

75 

110 
1321 

75 

110 
%3M 

CPL, $141 million, 
8.00%, Series A 
PSO, $77 million, 
8.00%, Series A 
SWEPCO, $113 million, 
7.875%. Series A 

Each ofthe business trusts is treated as a subsidiary of its parent company. The only assets ofthe business 
trusts are the subordinated debentures issued by their parent company as specified above. In addition to 
the obligations under their subordinated debentures, each of the parent companies has also agreed to a 
security obligation which represents a full and unconditional guarantee of its capital trust obligation. 

22. Minority Interest in Finance Subsidiary: 
In August 2001. AEP formed Caddis Partners, 
LLC (Caddis), a consolidated subsidiary, and sold 
a non-controlling preferred member interest in 
Caddis to an unconsolidated special purpose 
entity (Steelhead) for $750 million. Under the 
provisions of the Caddis formation agreements. 
the preferred member interest receives quarterly a 
preferred return equal to an adjusted fioating 
reference rate (4.413% at December 31, 2001). 
The $750 million received replaces interim 
funding used to acquire Houston Pipe Line 
Company in June 2001. 

The preferred interest is supported by natural gas 
pipeline assets and $321.4 million of preferred 
stock issued by an AEP subsidiary to the AEP 
affiliate which has the managing member interest 
in Caddis. Such preferred stock is convertible 
into common stock ofAEP upon the occurrence 
of certain events. AEP can elect not to have the 
transaction supported by such preferred stock if 
the preferred interest were reduced by $225 
million. In addition, Caddis has the right to 
redeem the preferred member interest at any 
time. 

The initial period of the preferred interest is 
through August 2006. At the end of the initial 
period, Caddis will either reset the preferred rate, 
re-market the preferred member interests to new 
investors, redeem the preferred member 

interests, in whole or in part including accrued 
return, or liquidate in accordance with the 
provisions of applicable agreements. 

Steelhead has the right to terminate the 
transaction and liquidate Caddis upon the 
occurrence of certain events including a default in 
the payment ofthe preferred retum. Steelhead's 
rights include: forcing a liquidation of Caddis and 
acting as the liquidator, and requiring the 
conversion of the $321.4 million of AEP 
subsidiary preferred stock into AEP common 
stock. If the preferred member interest exercised 
its rights to liquidate under these conditions, then 
AEP would evaluate whether to refinance at that 
time or relinquish the assets that support the 
preferred member interest. Liquidation of the 
preferred interest or of Caddis could impact AEP's 
liquidity. 

Caddis and the AEP subsidiary which acts as its 
managing member are each a limited liability 
company, with a separate existence and identity 
from its members, and the assets of each are 
separate and legally distinct from AEP. The 
results of operations, cash fiows and financial 
position of (iaddis and such managing member 
are consolidated with AEP for financial reporting 
purposes. The preferred member interest and 
payments of the preferred retum are reported on 
AEP's income statement and balance sheet as 
Minority Interest in Finance Subsidiary. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
SCHEDULE OF CONSOLIDATED CUIUIULATIVE PREFERRED STOCKS OF SUBSIDIARIES^ 

December 31. 2001 
Call 

price per 
share Ca") 

Shares 
AuthorizedCbl 

Shares 
QutstandingCf^ 

Amount (In 
Millions') 

Not subject to Mandatory Redemption: 
4.00% - 5.00% $102-$110 

Subject to Mandatory Redemption: 
5.90% - 5.92% Cc) Cd) 
6.02% - 6-7/8% Cc) $100 
7% Ce) Ce) 
Total Subject to Mandatory 

Redemption Cc) 

1,525.903 

1,950,000 
1,650,000 
250,000 

614,608 

333,100 
513.450 
100,000 

$33 
52 
10 

$95 

December 31. 2000 
call 

price per 
share Ca) 

Shares 
AuthorizedCb) 

Shares 
outstandingCf) 

Amount C m 
Millions) 

Not Subject to Mandatory Redemption: 
4.00% - 5.00% $102-$110 1,525,903 

Subject to Mandatory Redemption: 
5.90% - 5.92% Cc) Cd) 1,950,000 
6.02% - 6-7/8% Cc) $100 1.650,000 
7% Ce) Ce) 250,000 
Total Subject to Mandatory 

Redemption Cc) 
NOTES TO SCHEDULE OF CUMULATIVE PREFERRED STOCKS OF SUBSIDIARIES 

614,608 

333,100 
513,450 
150,000 

$ 61 

$ 33 
52 
15 

£100 

Cb) 

Cc) 

Cd) 
Ce) 
Cf) 

At the option of the subsidiary the shares may be redeemed at the ca l l price plus accrued dividends 
" )0 per share for a l l outstanding 

AS of December 31, 2001 the subsidiaries had 13.642,750, 22,200,000 and 7,713,495 shares of $100, $25 
The involuntary l iqu idat ion preference is $100 per share for a l l outstanding shares 

and no par value preferred stock, respectively, that were authorized but unissued. 
Shares outstandina and related amounts are stated net of applicable retirements through sinking fund] 
Cgenerally at par) and reacquisitions of shares in ant ic ipat ion of future requirements. Tm 
subsidiaries reacquired enough shares in 1997 to meet a l l sinking fund requirements on certain series 
un t i l 2008 and on certain series un t i l 2009 when a l l remaining outstanding shares must be redeemed. 
The sinking fund provisions of the series subject to mandatory redemption aggregate Cafter deducting 
sinking fund reguirements) of $5 mi l l ion in 2002, and $5 mi l l ion in 2003. 
Not callable pr ior to 2003; af ter that the ca l l price i s $100 per share. 
with sinking fund. 
The number of shares of preferred stock redeemed is 50,000 shares in 2001, 209,563 shares in 2000 and 
1,698,276 shares in 1999. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
SCHEDULE OF CONSOLIDATED LONG-TERM DEBT OF SUBSIDIARIES 

Weighted Average 
Maturity interest Rate 

December 31. 2001 

FIRST MORTGAGE BONDS Ca) 
2001-2003 
2004-2008 
2020-2025 

INSTALLMENT PURCHASE CONTRACTS Cb) 
2001-2009 
2011-2030 

NOTES PAYABLE Cc) 
2001-2021 

SENIOR UNSECURED NOTES 
2001-2004 
2005-2009 
2038 

JUNIOR DEBENTURES 
2025-2038 

YANKEE BONDS AND EURO BONDS 
2001-2006 

OTHER LONG-TERM DEBT Cd) 

Unamortized Discount Cnet) 
Total Long-term Debt 

Outstanding Ce) 
Less Portion Due Within One Year 
Long-term Portion 

6.95% 
6.98% 
7.66% 

4.30% 
5.88% 

5.415̂  

4.81% 
6.24% 
7.30% 

8.05% 

8.713̂  

Interest Rates 
2001 

6.00%-7.70% 
6-l/8%-8.00% 
6-7/8%-S.80% 

1.80%-7.70% 
1.55%-8.20% 

4.0483%-9.60% 

2.31%-7.45% 
6.125%-6.91% 
7.20%-7-3/8% 

7.60%-8.72% 

8.50%-8.875% 

at December 31. 
2000 

5.91%-8.95% 
6-l/8%-8% 
6-7/8%-S.80% 

4.90%-7.70% 
4.875%-S.20% 

6.20%-9.60% 

6.50%-7.45% 
6.24%-6.91% 
7.20%-7-3/8% 

7.60%-8.72% 

7.98%-8.875% 

December 
2001 

C m mill 

$ 852 
1,092 

850 

446 
1,234 

2,237 

1,874 
1,763 

340 

618 

479 

308 

C40) 

12,053 

31. 
2000 

ions) 

$ 1.247 
1,140 
1,104 

234 
1,447 

1,181 

2,049 
475 
340 

620 

684 

280 

C47) 

10,754 

4 9.602 

NOTES TO SCHEDULE OF CONSOLIDATED LONG-TERM DEBT OF SUBSIDIARIES 

Ca) Fi rs t mortgage bonds are secured by f i r s t mortgage l iens on e lec t r i c property, plant and equipment. 
Cb) For certain series of installment purchase contracts interest rates are subject to periodic adjustment. 
certain series w i l l be purchased on demand at periodic interest-adjustment dates. Letters of cred i t from 
banks and standby bond purchase agreements support certain series. 
Cc) Notes payable represent outstanding promissory notes issued under term loan agreements and revolving 
credi t agreements with a number of banks and other f inancia l i ns t i t u t i ons . At expirat ion a l l notes then 
issued and outstanding are due and payable, in terest rates are both f ixed and var iable, variable rates 
generally relate to specified short-term interest rates. 
Cd) other long-term debt primari ly consists of a l i a b i l i t y along with accrued interest for disposal of spent 
nuclear fuel Csee Note 8, iCommitments and Contingencies^ of the Notes to consolidated Financial Statements) 
and financing obl igat ion under sale lease back agreements. 
Ce) Long-term debt outstanding at December 31, 2001 i s payable as fo l lows: 

principal Amount 

2002 
2003 
2004 
2005 
2006 
Later Years 
Total Principal Amount 
Unamortized Discount 

Total 

Cin millions) 

$ 2,300 
2,086 
902 
616 

1,943 
4.2'6 

12,093 
40 

n i j i ^ i 
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Management's Responsibil ity 

The management of American Electric Power Company, Inc. is responsible for the integrity and^ 
objectivity of the information and representations in this annual report, including the consolidated financial 
statements. These statements have been prepared in conformity with accounting principles generally 
accepted in the U.S., using informed estimates where appropriate, to reflect the Company's financial 
condition and results of operations. The information in other sections ofthe annual report is consistent with 
these statements. 

The Company's Board of Directors has oversight responsibilities for determining that management 
has fulfilled its obligation in the preparation of the consolidated financial statements and in the ongoing 
examination of the Company's established internal control structure over financial reporting. The Audit 
Committee, which consists solely of outside directors and which reports directly to the Board of Directors, 
meets regularly with management, Deloitte & Touche LLP - independent auditors and the Company's 
intemal audit staff to discuss accounting, auditing and reporting matters. To ensure auditor independence, 
both Deloitte & Touche LLP and the internal audit staff have unrestricted access to the Audit Committee. 

The consolidated financial statements have been audited by Deloitte & Touche LLP, whose report 
appears on the next page. The auditors provide an objective, independent review as to management's 
discharge of its responsibilities insofar as they relate to the fairness of the Company's reported financial 
condition and results of operations. Their audit includes procedures believed by them to provide reasonable 
assurance that the consolidated financial statements are free of material misstatement and includes an 
evaluation ofthe Company's internal control structure over financial reporting. 
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Independent Auditors' Report 

To the Shareholders and Board of Directors 
of American Electric Power Company. Inc.: 

We have audited the consolidated balance sheets of American Electric Power Company, Inc. and its 
subsidiaries as of December 31,2001 and 2000, and the related consolidated statements of income, cash 
flows, common shareholders' equity and comprehensive income, for each of the three years in the period 
ended December 31, 2001. These financial statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion on the financial statements based on our audits. 
The consolidated financial statements give retroactive effect to the merger of American Electric Power 
Company, Inc. and its subsidiaries and Central and South West Corporation and its subsidiaries, which has 
been accounted for as a pooling of interests as described in Note 3 to the consolidated financial statements. 
We did not audit the consolidated statements of income, cash flows, and common shareholders' equity and 
comprehensive income of Central and South West Corporation and its subsidiaries for the year ended 
December 31, 1999, which statements reflect total revenues of $5,516,000,000 for the year ended 
December 31, 1999. Those consolidated statements, before the restatement described in Note 3, were 
audited by other auditors whose report, dated February 25,2000, has been furnished to us, and our opinion, 
insofar as it relates to those amounts included for Central and South West Corporation and its subsidiaries 
for 1999, is based solely on the report of such other auditors. 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that our audits 
and the report of the other auditors provide a reasonable basis for our opinion. 

In our opinion, based on our audits and the report of the other auditors, the consolidated financial 
statements referred to above present fairly, in all material respects, the financial position of American 
Electric Power Company, Inc. and its subsidiaries as of December 31, 2001 and 2000, and the results of 
their operations and their cash flows for each of the three years in the period ended December 31,2001 in 
conformity with accounting principles generally accepted in the United States of America. 

We also audited the adjustments described in Note 3 that were applied to restate the 1999 financial 
statements to give retroactive effect to the conforming change in the method of accounting for vacation pay 
accruals. In our opinion, such adjustments are appropriate and have been properly applied. 

i ) x4 l l f % ^ CL.i> 
Deloitte & Touche LLP 
Columbus, Ohio 
February 22, 2002 
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GLOSSARY OF TERMS 

^ ^ When the following terms and abbreviations appear in the text of ti i is report, they 
h ^ M h e meanings Indicated below. 

Term Hfleaning 

2004 True-up Proceeding A filing to be made after January 10, 2004 under the Texas Legislation to finalize the 
amount of stranded costs and the recovery of such costs. 

AEGCo AEP Generating Company, an electric utility subsidiary ofAEP. 
AEP American Electric Power Company, Inc. 
AEP Consolidated AEP and its majority owned subsidiaries consolidated. 
AEP Credit AEP Credit. Inc., a subsidiary ofAEP which factors accounts receivable and accmed 

utility revenues for affiliated and unaffiliated domestic electric utility companies. 
AEPR AEP Resources, Inc. 
AEP System or the System 

The American Electric Power System, an integrated electric utility system, owned and 
operated by AEP's electric utility subsidiaries. 

AEPSC American Electric Power Service Corporation, a service subsidiary providing 
management and professional services to AEP and its subsidiaries. 

AEP Power Pool AEP System Power Pool. Members are APCo, CSPCo, l&M, KPCo and OPCo. The 
Pool shares the generation, cost of generation and resultant wholesale system 
sales of the member companies. 

AFUDC Allowance for funds used during construction, a noncash nonoperating income item 
that is capitalized and recovered through depreciation over the service life of 
domestic regulated electric utility plant. 

Alliance RTO Alliance Regional Transmission Organization, an ISO fomned by AEP and four 
unaffiliated utilities. 

Amos Plant John E. Amos Plant, a 2,900 MW generation station jointly owned and operated by 

•
APCo and OPCo. 

Appalachian Power Company, an AEP electric utility subsidiary. 
Arkansas Commission Arkansas Public Servk:e Commission. 
Buckeye Buckeye Power, Inc., an unaffiliated corporation. 
CLECO Central Louisiana Electric Company, Inc., an unaffiliated coq^oration. 
COLI Corporate owned life insurance program. 
Cook Plant The Donald C. Cook Nuclear Plant, a two-unit, 2.110 MW nuclear plant owned by l&M. 
CPL Central Power and Light Company, an AEP electric utility subsidiary. 
CSPCo Columbus Southern Power Company, an AEP electric utility subsidiary. 
CSW Central and South West Corporation, a subsidiary ofAEP. 
CSW Energy CSW Energy, Inc., an AEP subsidiary which invests in energy projects and builds 

power plants. 
CSW International CSW International, Inc.. an AEP subskliary which invests in energy projects and 

entities outside the United States. 
D.C. Circuit Court The United States Court of Appeals for the District of Columbia Circuit 
DHMV Dolet Hills Mining Venture. 
DOE United States Department of Energy. 
ECOM Excess Cost Over Market. 
ENEC Expanded Net Energy Costs. 
EITF The Financial Accounting Standards Board's Emerging Issues Task Force, 
ERCOT The Electric Reliability Council of Texas. 
EWGs Exempt Wholesale Generators. 
FASB Financial Accounting Standards Board 
Federal EPA United States Environmental Protection Agency. 
F^fljp Federal Energy Regulatory Commission. 
F^B First Mortgage Bond. 
FUCOs Foreign Utility Companies. 
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GAAP Generally Accepted Accounting Principles. 
I&M Indiana Michigan Power Company, an AEP electric utility subsidiary. 
IPC Installment Purchase Contract. 
IRS Internal Revenue Sen/ice. 
lURC Indiana Utility Regulatory Commission. 
ISO.. Independent system operator. 
Joint Stipulation Joint Stipulation and Agreement for Settlement of APCo's WV rate proceeding. 
KPCo Kentucky Power Company, an AEP electric utility subsidiary. 
KPSC Kentucky Public Service Commission. 
KWH Kilowatthour. 
LIG Louisiana Intrastate Gas. 
Michigan Legislation The Customer Choice and Electricity Reliability Act, a Michigan law which provides for 

customer choice of electricity supplier. 
Midwest ISO An independent operator of transmission assets in the Midwest 
MLR Member load ratio, the method used to allocate AEP Power Pool transactions to its 

members. 
Money Pool AEP System's Money Pool. 
MPSC Mtohigan Public Service Commission. 
MTN Medium Term Notes. 
MW Megawatt. 
MWH Megawatthour. 
NEIL Nuclear Electric Insurance Limited. 
NOx Nitrogen oxide. 
NOx Rule A final rules issued by Federal EPA which requires NOx reductions in 22 eastern 

states including 7 of the states in which AEP operates. 
NP Notes Payable. ^ ^ 
NRC Nuclear Regulatory Commission. ^ ^ 
Ohio Act The Ohio Electric Restmcturing Act of 1999. 
Ohio EPA Ohio Environmental Protection Agency. 
OPCo Ohio Power Company, an AEP electric utility subsidiary. 
OVEC Ohio Valley Electric Corporation, ati electric utility company in which AEP and CSPCo 

own a 44.2% equity interest 
PCBs Polychlorinated Biphenyls. 
PJM Pennsylvania - New Jersey - Maryland regional transmission organization. 
PRP Potentially Responsible Party. 
PSO Public Service Company of Oklahoma, an AEP electric utility subsidiary. 
PUCO The Public Utilities Commission of Ohio. 
PUCT The Public Utility Commission of Texas. 
PUHCA Public Utility Holding Company Act of 1935, as amended. 
PURPA The Public Utility Regulatory Policies Act of 1978. 
RCRA Resource Conservation and Recovery Act of 1976, as amended. 
Rockport Plant A generating plant consisting of two 1,300 MW coal-fired generating units near 

Rockport. Indiana owned by AEGCo and l&M. 
RTO Regional Transmission Organization. 
SEC Securities and Exchange Commission. 
SFAS Statement of Financial Accounting Standards issued by the Financial Accounting 

Standards Board. 
SFAS 71 Statement of Financial Accounting Standards No. 71, Accounting for the Effects of 

Certain Types of Regulation. 
SFAS 101 Statement of Financial Accounting Standards No. 101, Accounting for the 

Discontinuance of Application of Statement 71. 
SFAS 121 Statement of Financial Accounting Standards No. 121, Accounting for the Impairment 

of Long-Lived Assets and for Long-Lived Assets to be Disposed ot 
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SFAS 133 Statement of Financial Accounting Standards No. 133. Accounting for Derivative 
Instruments and Hedging Activities. 

^ ^ ^ Spent Nuclear Fuel. 
SPF.. Southwest Power Pool. 
STP South Texas Project Nuclear Generating Plant, owned 25.2% by Central Power and 

Light Company an AEP electric utility subsidiary . 
STPNOC STP Nuclear Operating Company, a non-profit Texas corporation which operates STP 

on behalf of Its joint owners including CPL. 
Superfund The Comprehensive Environmental, Response, Compensation and Liability Act. 
SWEPCo Southwestem Electric Power Company, an AEP electric utility subsidiary. 
Texas Appeals Court The Third Districtof Texas Court of Appeals. 
Texas Legislation Legislation enacted in 1999 to restructure the electric utility Industry in Texas. 
Travis District Court State District Court of Travis County, Texas. 
TVA Tennessee Valley Authority. 
U.K The United Kingdom. 
UN Unsecured Note. 
VaR Value at Risk, a method to quantify risk exposure. 
Virginia SCC Virginia State Corporation Commission. 
WV West Virginia. 
WVPSC Public Service Commission of West Virginia. 
WPCo Wheeling Power Company, an AEP electric distribution subsidiary. 
WTU West Texas Utilities Company, an AEP electric utility subsidiary. 
Yorkshire Yorkshire Electricity Group pic. a U.K. regional electricity company owned jointly by 

AEP and New Century Energies. 
Zimmer Plant William H. Zimmer Generating Station, a 1,300 MW coal-fired unit owned 25.4% by 

Columbus Southern Power Company, an AEP subsidiary. 



AMERICAN ELECTRIC POWER COMPANY. INC. AND SUBSIDIARY COMPANIES 
SELECTED CONSOLIDATED FINANCIAL DATA 

Year Ended December 3 1 . 2000. jaaa. 1228. 1997 1996 

INCOME STATEMENTS DATA (in millions) 
Total Revenues 
operating income 
Income From Continuing Operations 
Discontinued operations 
Extraordinary Loss 
Net Income 

December 31. 

$13,694 
2,026 

302 

"(35) 
267 

2000 

$38,088 

15. W5 

$22,393 

$54,548 

8,054 

1 61 

100 

334 

10,754 

614 

$12,407 
2.325 

986 

"(14) 
972 

1999 

$36,938 

15.073 

K1.865 

$35,719 

8,673 

63 

119 

335 

11,524 

610 

$11,840 
2,280 

975 

975 

1998 

$35,655 

14,136 

$21,519 

$33,418 

8,452 

222 

128 

335 

11.113 

539 

$11,163 
2,198 

949 

(285) 
664 

1997 

$33,496 

13,229 

J20,2§7 

$30,092 

8,220 

223 

154 

335 

9,354 

549 

$11,017 
2,368 

871 
132 

1,003 

199<̂  

$32,443 

I? .494 

$19.949 

$29,228 

8,334 

382 

543 

• 
9,112 

422 

BALANCE SHEETS DATA (in millions): 
Property, Plant and Equipment 
Accumulated Depreciation 

and Amortization 
Net Property, 

Plant and Equipment 

Total Assets 

Common Shareholders' Equity 

Cumulative Preferred stocks 
of subsidiaries: 
Not subject to Mandatory Redemption 

Subject to Mandatory Redemption* 

Trust Preferred Securities 

Long-term Debt* 

obligations Under Capital Leases* 

•including portion due within one year 

Year Ended December 31. 2000 2ass- 122&. 1997 laaa 
COMMON STOCK DATA: 
Earnin9s per common share: 

Continuing operations 
Discontinued Operations 
Extraordinary Loss 
Net Income 

Average Number of shares 
outstanding (in millions) 

Market Price Range: High 

LOW 

Year-end Market Price 

cash Dividends on common* 
Dividend Payout Ratio* 
Book Value per share 

The consolidated financial statements give retroactive effect to AEP'S merger with csw, which 

$0.94 

C. l l ) 
iLsa 

322 

$48-15/16 

25-15/16 

46-1/2 

$2.40 
289.2% 

$25.01 

$3,07 

321 

$48-3/16 

30-9/16 

32-1/8 

$2.40 
79.2% 

$26.96 

$3.06 

t3 .06 

318 

$53-5/16 

42-1/16 

47-1/16 

$2.40 
78.4% 

$26.46 

$2.99 

316 

$ 52 

39-1/8 

51-5/8 

$2.40 
114.8% 
$25-91 

$2.79 
0.42 

s^ai 
312 

$44-3/4 

38-5/8 

41-1/8 

$2.40 
74.5% 

$26.45 

was accounted for as a pooling of interests, as if AEP and CSW had always been combined. 
*Based on AEP historical dividend rate 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND 
FINANCIAL CONDITION 

This discussion includes forward-
looking statements within the meaning of 
Section 21E of the Securities Exchange Act of 
1934. These fonward-looking statements 
reflect assumptions, and involve a number of 
risks and uncertainties. Among the factors 
both foreign and domestic that could cause 
actual results to differ materially from forward 
looking statements are: electric load and 
customer growth; abnonnal weather 
conditions; available sources of and prices for 
coal and gas; availability of generating 
capacity; the impact ofthe merger with CSW 
including actual merger savings being less 
than the related rate reductions; risks related 
to energy trading and construction under 
contract; the speed and degree to which 
competition is introduced to our power 
generation business; the structure and timing 
of a competitive market for electricity and its 
impact on prices; the ability to recover net 
regulatory assets, other stranded costs and 
implementation costs in connection with 
deregulation of generation in certain states; 
new legislation and government regulations; 
the ability to successfully control costs; the 
success of new business ventures; 
international developments affecting our 
foreign investments; the economic climate 
and growth in our service and trading 
territories both domestic and foreign; the 
ability of the Company to successfully 
challenge new environmental regulatrans and 
to successfully litigate claims that the 
Company violated the Clean Air Act; 
successful resolution of litigation regarding 
municipal franchise fees in Texas; inflationary 
trends; changes in electricity and gas market 
prices; interest rates; foreign exchange rates, 
and other risks and unforeseen events. 

American Electric Power Company, 
Inc. (AEP) is one of the largest investor 
owned electric public utility holding companies 
in the U.S. serving over 4.8 million retail 
customers in eleven states (Arkansas. 
Indiana, Kentucky, Louisiana, Michigan, Ohio, 
Oklahoma, Tennessee, Texas, Virginia and 

West Virginia) and selling bulk power at 
wholesale both within and beyond its 
domestic retail service area. AEP has 38,000 
megawatts of generation and over 38,000 
miles of transmission lines and 186,000 nrutes 
of distribution lines in the U.S. Subsidiaries 
own 1,250 megawatts as independent power 
producers in Colorado, Florida and Texas. In 
recent years AEP has expanded its domestic 
operations to include gas marketing, 
processing, storage and transportation 
operations, electric, gas and coal trading 
operations and telecommunication services 
and invested in and acquired foreign 
distribution operations in the U.K., Australia 
and Brazil and electricity generating facilities 
in China and Mexico. Subsidiaries also 
provide power engineering, generation and 
transmission plant maintenance and 
construction, and energy management 
services world-wide. AEP is one of the 
largest traders of electricity and gas in the 
U.S. In 2000 we established an energy 
trading operation in Europe. 

Presently AEP is in the process of 
restructuring its assets and operations to 
separate the regulated operations from the 
non-regulated operations and to functionally 
and. where permitted by law, structurally 
unbundle its domestic vertically integrated 
electric utility business into separate 
generation, transmission and distribution 
businesses. The purpose of this restructuring 
is to focus our management and technical 
expertise to maximize the potential for growth 
of both non-regulated and regulated 
operations, to evaluate the perfonnance of 
ttiese separate and different businesses and 
to meet the separation requirements of 
federal and state restructuring legislation and 
codes of conduct. Five of AEP's 11 states 
(Arkansas, Ohio, Texas, Virginia, and West 
Virginia) are in various stages of transitioning 
to deregulation of ger>eration and to customer 
choice and market-based pricing from 
monopoly and regulator set rateg for the ratail 
sale of electricity. When the transition is 



implemented in those states, transmission will 
be regulated by the Federal Energy 
Regulatory Commission and distribution 
services will continue to be cost-based rate 
regulated by the states. Although we are 
actively supporting the transition to 
competition, there is little progress in the 
remaining six states. Therefore, in the near 
term, our retail electric business in Indiana, 
Kentucky, Louisiana. Michigan, Oklahoma 
and Tennessee will continue to be operated 
as an integrated public utility subject to state 
regulation. The foreign energy delivery 
investments and operations are not cost-
based rate regulated but they are generally 
subject to different fomris of price controls, 
such as capped prices. As such these foreign 
investments and operations will be included in 
our unbundled regulated business. 

On November 1, 2000, AEP filed a 
restructuring plan under PUHCA with the SEC 
seeking approval to form two wholly owned 
holding company subsidiaries of AEP to 
separately own AEP's regulated and non-
regulated subsidiaries and to structurally 
separate into separate legal entities along 
ftjnctional lines (i.e. generation, transmission 
and distribution) six of the electric utility 
operating companies (APCo, CPL, CSPCo, 
OPCo, SWEPCo and WTU). These six 
operating companies do business in the 
states that are implementing restructuring 
(Arkansas, Ohio. Texas, Virginia and West 
Virginia). The remaining domestic electric 
operating companies will be functionally 
unbundled for internal management and 
internal reporting purposes and for financial 
segment reporting but will not be stnjcturaily 
unbundled into separate companies since 
state law and/or regulation prohibits such 
action. One holding company will hold the 
unbundled non-regulated electric generation 
subsidiaries and the non-regulated domestic 
and foreign subsidiaries including the 
European trading company and the foreign 
generating companies, while the other holding 
company will hold the bundled domestic 
regulated electric utility companies and the 
foreign distribution companies. The 
restructuring will facilitate management's 
strategy to grow the deregulated wholesale 

electricity supply and electric and gas trading 
business and to evaluate the other business 
operations to explore ways to Improve their 
results of operations and to continuously 
evaluate and where necessary reshape our 
business to gn^w eamings and improve 
shareholder value. The legal transfer of 
assets and structural separation plans will 
also require FERC. certain state and other 
regulatory approvals. 

2000 was a year of accomplishment for 
AEP that positions the Company for eamings 
growth. In 2000 we completed the merger of 
AEP and CSW, greatly increasing the scope 
and size of AEP; achieved the targeted 
merger savings; returned the two unit 2,110 
MW Cook Plant to service after an extended 
outage; reached a settlement on a 
rastructuring plan in Ohio that will allow our 
electric generating and supply business in 
Ohio to transition over five years to market 
pricing and recover its stranded cost, 
including generation-related regulatory 
assets; continued to grow our domestic 
electricity and gas trading businesses to ^ k 
become one of the largest electricity and gas ^ ^ 
traders; established and grew an energy 
trading operation in Europe; added to our gas 
assets and operations with the announcement 
in the first quarter of 2001 of the planned 
acquisition of Houston Pipe Line Company; 
restructured our incentive compensation 
plans to more closely align them with the 
creation of shareholder value; reduced our 
power plant operation and maintenance costs 
while increasing plant availability; established 
AEP Pro Serv, Inc. to market AEP's expertise 
in power engineering, environmental 
engineering and generating plant 
maintenance services woridwide; closed 
contracte to design, build, operate and market 
the output of new power plants for Dow 
Chemical, Buckeye Power and Columbia 
Energy; and initiated a re-design of our 
existing PeopleSoft financial software as part 
of an enterprise-wide application to fully 
integrate our financial, work management and 
supply chain software and to provide data on 
a business unit basis consistent with our 
corporate separation initiative. 
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Although 2000 was a year marked by 
significant accomplishments that position AEP 
for future earnings growth, it resulted in a 
reduction in earnings and earnings per share 
due mainly to non-recurring items, such as: a 
loss incurred from a court decision disallowing 
tax deductions for interest related to AEP's 
COLI program; the write-off of non-
recoverable merger costs; the expensing of 
Cook nuclear restart costs in contrast to 1999 
when a significant portion of the restart costs 
were deferred with regulatory approval; the 
write-off of certain extraordinary costs that 
were stranded and liabilities incurred in 
connection with the restructuring of the 
regulation of the electric utility business in 
Ohio, Virginia, and West Virginia to transition 
that portion of AEP's domestic electricity 
supply business from cost-based rate 
regulation to customer choice and market 
pricing; the recognition of losses associated 
with a CSW investment in Chile which was 
sold in the fourth quarter; an impairment 
writedown of AEP's investment in Yoritshire to 
reflect a pending sale of the investment in 
2001; and write-offs of unrecoverable contract 
costs and goodwill on certain of CSWs non-
regulated businesses acquired in the merger. 

Earnings in 2001 are expected to 
improve significantly with the retum of Cook 
Plant's 2,110 MW of generating capacity due 
to the completion of restart efforts and the 
cessation of significant restart costs at Cook 
and the growth of our wholesale marketing 
and trading business. 

Our focus for 2001 will be on 
completing our corporate separation plan to 
separate our regulated and non-regulated 
businesses. We believe that a successful 
implementation of this plan will support our 
business objective of unlocking shareholder 
value by providing managers with a simpler 
structure through which business unit 
peh'ormance can be more easily anticipated 
and monitored thereby focusing management 
attention; permitting more efficient finandng; 
and meeting the regulatory codes of conduct 
required as part of industry restructuring. 

Although management expects that the 
future outlook for results of operattons is 
excellent there are contingencies, challenges 
and obstacles to overcome and manage, 
such as new more stringent Federal EPA 
environmental requirements and recent 
complaints and related litigation, further 
delays in transition to competition supported 
in part by concerns that California's energy 
crisis could happen in our service territory, the 
recovery of generation-related regulatory 
assets and other stranded costs in Texas and 
any additional state jurisdictions that we can 
successfully promote the adoption of 
customer choice and a transition to market 
pricing from regulated rate setting, franchise 
fee litigation in Texas, litigation conceming 
AEPs financial disclosures regarding the 
extended Cook Plant safety outage and timing 
of the successful completion of restart efforts, 
the amortization of transition regulatory assets 
from the introduction of competition to our 
previously regulated domestic generation 
business and the amortization of deferred 
costs from the successful effort to restart 
Cook Plant and to merge AEP and CSW and 
the outcome of litigation to recover $90 million 
of duplicate tax expense from May 2001 to 
April 2002 resulting from restnjcturing in Ohio. 
These challenges, contingencies and 
obstacles, which are discussed in detail in the 
Notes to Consolidated Financial Statements 
and below in this Management Discussion 
and Analysis of Results of Operations and 
Financial Condition, are receiving 
management's full attention and we intend to 
work diligently to resolve these matters by 
finding workable solutions that balance the 
interests of our customers, our employees 
and our shareholders. 

RESULTS OF OPERATIONS 
Net Income 

Although revenues increased by $1.3 
billion net income declined to $267 million or 
$0.83 per share in 2000 from $972 million or 
$3.03 per share in 1999. The decrease was 
primarily due to Cook Nuclear Plant restart 
costs, a disallowance of tax deductions for 
corporate owned life insurance (COLI), 
expensing of costs related to AEP's recently 



completed merger with CSW, write offs 
related to non-regulated subsidiaries and an 
extraordinary loss from the discontinuance of 
regulatory accounting for generation in certain 
states. In 1999 net income was virtually 
unchanged as increased expenses to prepare 
the Cook Nuclear Piant for restart, net of 
related deferrals, were offset by a gain from a 
sale of a 50% interest in a cogeneration 
project. 

Revenues Increase 

AEP's revenues include a significant 
number of transactions from the trading of 
electricity and gas. Revenues from trading of 
electricity are recorded net of purchases as 
domestic electric utility wholesale sales for 
transactions in AEP's traditional marketing 
area (up to two transmission systems from the 
AEP service territory) and as revenues from 
woridwide electric and gas operations for 
transactions beyond two transmission 
systems from AEP. Revenues from gas 
trading are recorded net of purchases and 
reported in revenues from worldwide electric 
and gas operations. Trading transactions 
involve the purchase and sale of substantial 
amounts of electricity and gas. 

The level of electricity trading 
transactions tends to fluctuate due to the 
highly competitive nature of the short-term 
(spot) energy market and other factors, such 
as affiliated and unaffiliated generating plant 
availability, weather conditions and the 
economy. The FERC rules, which introduced 
a greater degree of competition into the 
wholesale energy market, have had a major 
effect on the volume of electricity trading as 
most electricity is traded In the short-term 
market. 

AEP's total revenues increased 10% in 
2000 and 5% in 1999. The table below shows 
the changes in the components of revenues 
from domestic electric utility operations and 
woridwide electric and gas operations. While 
woridwide electric and gas operations 
revenues increased 12% in 2000, most of the 

increase in total revenues was caused by the 
increased revenues from domestic electric 
utility operations. 

increase (Decrease) 
From Previous Year 

(Dollars in Millions'^ 2000 1999 

Domestic Electric 
utility operations 
Retai1: 
Residential 
commercial 
industrial 
Other 

wholesale 
Other 

Total 

Worldwide E lec t r i c 
and Gas operations 

Total 

Amount ^ A m o u n t W 

230 
163 
(71) 
25 
347 4.2 

672 59.9 
(•30U6.8) 

18 
56 
11 
7 

"9? 1.1 

C145)(11.5) 
57 15.3 

989 10.1 4 

298 11.6 563 28.1 

SI.287 10.4 % 567 4.8 

The increase in total revenues from 
domestic electric utility operations in 2000 
was primarily due to a 38% increase in 
wholesale sales volume and increased retail 
fuel revenues as a result of higher gas prices 
used to generate electricity. The reduction in 
industrial revenues in 2000 is attributable to ^ ^ 
the expiration of a long-term contract on flp 
December 31,1999. The significant Increase 
in wholesale sales volume, which accounted 
for a 60% increase in wholesale revenues, 
resulted from efforts to grow AEP's energy 
marketing and trading operations, favorable 
market conditions, and the availability of 
additional generation due to the return to 
service of one of the Cook Plant nuclear units 
in June 2000 and improved generating unit 
availability due mainly to improved outage 
management. The second Cook Plant unit 
which returned to service in December 2000 
did not have a significant impact on revenues. 

In 1999 revenues from domestic 
electric utility operations were unchanged. A 
1% gain in retail revenues was more than 
offset by a 12% decline in wholesale 
revenues. The 12% decline in wholesale 
revenues in 1999 was predominantly due to a 
decrease in wholesale energy sales and a 
reduction in net revenues from power trading 
due to a decline in margins. The decrease in J ^ 
wholesale sales reflects the expiration in July ^ ^ 
1998 of a power contract which supplied 
power to several municipal customers and the 
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decision by another wholesale customer who 
buys energy under a unit power agreement 
not to take energy from AEP during an outage 
of that unit. The decline in wholesale margins 
in 1999 reflects the moderation of weather 
and the effected capacity shortages 
experienced in the summer of 1998. 

Revenues from worldwide electric and 
gas operations increased 12% In 2000 due to 
increased natural gas and gas liquid product 
prices. Volumes of natural gas remained 
consistent with the prior year, however, prices 
increased significantly. 

In 1999 revenues derived from 
woridwide electric and gas operations 
increased 28%. This increase is primarily due 
to the acquisitions in December 1998. of 
CitiPower in Australia and of LIG, and the 
commercial operation of a two-unit 250 MW 
coal-fired generating plant in China. 

Operating Expenses Increase 

Changes in the components 
operating expenses were as follows: 

of 

CoQllars i n Mi l l ionsV 

increase (Decrease) 
From Previous Year 

2m. im 
Fuel and 
Purchased Power 

Maintenance and 
Other operation 

Non-recoverable 
Merger Costs 

Depreciation and 
Amortization 

Taxes other Than 
Income Taxes 

Worldwide Elect r ic 
and Gas operations 

Total 

Amount _%_ Amount _% 

% 679 19.7 J C6) (0.2) 

342 12.8 

203 -

51 5.0 

7 1.1 

304 13.3 
a j M 15.7 

79 3.0 

22 2.2 

0.8 

2 22.7 
5.5 

Fuel and purchased power expense 
increased 20% in 2000 due to a significant 
increase in the cost of natural gas used for 
generation. Natural gas usage for generation 
declined 5% while the cost of natural gas 
consumed rose 60%. Net income was not 
impacted by this significant cost increase due 
to the operation of fuel recovery mechanisms. 
These fuel recovery mechanisms generally 
provide for the defen-al of fuel costs above the 
amounts included in rates or the accrual of 
revenues for fuel costs not yet recovered. 
Upon regulatory commission review and 

approval of the unrecovered fuel costs, the 
accrued or deferred amounts are billed to 
customers. 

The increase in maintenance aid other 
operation expense in 2000 was mainly due to 
increased expenditures to prepare the Cook 
Plant nuclear units for restart following an 
extended NRC monitored outage and 
increased usage of and prices for emissions 
allowances. The increase in Cook Plant 
restart costs resulted from the effect of 
deferring restart costs in 1999 and an 
increase in the restart expenditure level. The 
Cook Plant began an exter^led outage in 
September 1997 when both nuclear 
generating units were shut down because of 
questions regarding the operability of certain 
safety systems. In 1999 a portron of 
incremental restart expenses were deferred in 
accordance with lURC and MPSC settlement 
agreements which resolved all jurisdictional 
rate-related issues related to the Cook Plant's 
extended outage. Unit 2 retumed to service 
in June and achieved full power operation on 
July 5, 2000 and Unit 1 retumed to service in 
December and achieved full power operatbn 
on January 3, 2001. The Increase in emission 
allowance usage and prices resulted from the 
stricter air quality standards of Phase II of the 
1990 Clean Air Act Amendments, which 
became effective on January 1, 2000. The 
increase in maintenance and other operation 
expense in 1999 was primarily due to a NRC 
required 10-year inspection of STP Units 1 
and 2 and increased expenditures to prepare 
the Cook Plant nuclear units for restart. 
Although a portion of Cook Rant restart costs 
were deferred in 1999 pursuant to regulatory 
orders, net expenditures charged to expense 
increased over 1998. 

With the consummation of the merger 
with CSW, certain deferred merger costs 
were expensed. The merger costs charged to 
expense included transaction and transition 
costs not allocable to and recoverable from 
ratepayers under regulatory commission 
approved settlement agreements to share net 
merger savings. 



Woridwide electric and gas operations 
expense in 2000 increased 13% to $2.6 billion 
from $2.3 billion. The increase was due to the 
increase in natural gas prices, the write down 
to market value of a CSW available-for-sale 
investment in a Chilean-based electric 
company sold in December 2000 and the 
effect of a gain in 1999 on the planned sale of 
a 50% interest in a cogeneratbn project. 
Federal law limits ownership in qualifying 
cogeneration facilities to 50%. CSW Energy 
constructed the project and completed the 
sale of a 50% interest in the project to an 
unaffiliated entity in 1999. Expenses ofthe 
woridwide electric and gas operations 
increased in 1999 due to the addition of 
expenses of businesses acquired in 
December 1998 and the start of commercial 
operation of the two-unit 250 MW coal-fired 
generating plant in China. 

Interest and Preferred Dividends 

In 2000 interest and preferred stock 
dividends increased by 16% to $1,160 mHlion 
from $996 million in 1999 due to additional 
interest expense from the ruling on the 
litigation with the government disallowing 
COLI tax deductions and AEP's intention to 
maintain flexibility for corporate separation by 
issuing short-term debt at flexible rates. The 
use of fixed interest rate swaps has been 
employed to mitigate the risk from floating 
interest rates. 

The 11% increase in interest and 
preferred stock dividends in 1999 was due 
primarily to increased interest expense on 
long-term debt. Long-term debt outstanding 
increased $564 million in 1999. 

Other Income 

Other income decreased from $139 
million in 1999 to $33 million in 2000 primarily 
due to a write-down of AEP's Yorkshire 
investment to reflect a proposed sale in 2001. 
losses of non-regulated subsidiaries 
accounted for on an equity basis, and a 
charge for the discontinuance of an electric 
storage water heater demand side 
management program. 

Other income increased 46% in 1999 
primarily due to gains from the sale of 
investments at SEEBOARD and from interest 
income related to a cogeneration power plant. 

Income Taxes 

Income taxes increased in 2000 
primarily due to an unfavorable ruling in 
AEP's suit against the government over 
interest deductions claimed relating to AEP's 
COLI program and nondeductible merger 
related costs. 

Industry Restructuring 

In 2000 Califomia's deregulated energy 
market suffered problems including high 
energy prices, short energy supply, and 
financial difficulties for retail energy suppliers 
whose prices to customers are controlled. 
This energy crisis has highlighted the 
importance of risk management and has 
contributed to certain state regulatory and 
legislative actions vidiich could delay the start 
of customer choice and the transition to ^ t k 
competitive, market based pricing for retail ^ ^ 
electricity supply in some of the states in 
which the AEP System operates. Seven of 
the eleven state retail jurisdictions in which 
the AEP domestic electric utility companies 
operate have enacted restructuring 
legislation, tn general, the legislation provides 
for a transition from cost-based regulation of 
bundled electric service to customer choice 
and market pricing for the supply of electricity. 
As legislative and regulatory proceedings 
evolve, six AEP electric operating companies 
(APCo, CPL. CSPCo. OPCo, SWEPCo and 
WTU) doing business in five of the seven 
states that have passed restructuring 
legislation have discontinued the application 
of SFAS 71 regulatory accounting for 
generation. The seven states in various 
stages of restructuring to transition generation 
to market based pricing are Arkansas, 
Michigan, Ohio, Oklahoma, Texas, Virginia, 
and West Virginia. AEP has not discontinued 
its regulatory accounting for its subsidiaries 
doing business in Michigan and Oklahoma 
pending the implementation ofthe legislation. 
The following is a summary of restructuring 
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legislation, the status of the transition plans 
and the status of the electric utility companies' 
accounting to comply with the changes in 
each of the AEP System's seven state 
regulatory jurisdictions affected by 
restructuring legislation. 

Ohio Restructuring 

Effective January 1,2001, customer 
choice of electricity supplier began under the 
Ohio AcL In February 2001, one supplier 
announced its plan to offer service to 
CSPCo's residential customers. Cunrently for 
residential customers of OPCo, no alternative 
suppliers have registered with the PUCO as 
required by the Ohio Act. Two alternative 
suppliers have been approved to compete for 
CSPCo's and OPCo's commercial and 
industrial customers. Presently, customers 
continue to be served by CSPCo and OPĈ o 
with a legislatively required residential rate 
reduction of 5% for the generation portion of 
rates and a freezing of generation rates 
including fuel rates starting on January 1, 
2001. 

The Ohio Act provides for a five-year 
transition period to move from cost based 
rates to market pricing for generation 
services. It granted the PUCO broad 
oversight responsibility for promulgation of 
rules for competitive retail electric generation 
service, approval of a transition plan for each 
electric utility company and addressing 
certain major transition issues including 
unbundling of rates and the recovery of 
stranded costs including regulatory assets 
and transition costs. 

The Ohio Act also provides for a 
reduction in property tax assessments, the 
imposition of replacement franchise and 
income taxes, and the replacement of a gross 
receipts tax with a KWH based excise tax. 
The property tax assessment percentage on 
generation property was lowered from 100% 
to 25% of value effective January 1,2001 and 
Ohio electric utilities will become subject to 
the Ohio Corporate Franchise Tax and 
municipal income taxes on January 1, 2002. 
The last year for which Ohio electric utilities 

will pay the excise tax based on gross 
receipts is the tax year ending April 30,2002. 
As of May 1, 2001 electric distribution 
companies will be subject to an excise tax 
based on KWH sold to Ohio customers. The 
gross receipts tax is paid at the beginning of 
the tax year (May 1), defen^d by CSPCo and 
OPCo as a prepaid expense and amortized to 
expense during the tax year pursuant to the 
tax law whereby the payment of the tax 
results in the privilege to conduct business in 
the year following the payment of the tax. As 
a result a duplicate tax will be expensed from 
May 1, 2001 through April 30, 2002 adding 
approximately $90 million to tax expense 
during that period. Unless the companies can 
recover the duplicate amount from ratepayers 
it will negatively impact results of operations. 

On September 28, 2000. the PUCO 
approved, with minor modifications, a 
stipulation agreement between CSPCo. 
OPCo, the PUCO staff, the Ohio Consumers' 
Counsel and other concerned parties 
regarding transition plans filed by CSPCo and 
OPCo. The key provisions of this stipulation 
agreement are: 

• Recovery of generation-related regulatory 
assets at December 31.2000 over seven 
years for OPCo ($518 million) and over 
eight years for CSPCo ($248 million) 
through frozen transition rates for the first 
five years of the recovery period and a 
wires charge for the remaining years. 

• A shopping incentive (a price credit) of 2.5 
mills per KWH for the first 25% of CSPCo 
residential customers that switch 
suppliers. There is no shopping incentive 
for OPCo customers. 

• The absorptran of $40 million by CSPCo 
and OPCo ($20 million per company) of 
consumer education, implementation and 
transition plan filing costs with defenal of 
the remaining costs, plus a carrying 
charge, as a regulatory asset for recovery 
in future distribution rates. 

• CSPCo and OPCo will make available a 
fund of up to $10 million to reimburse 
customers who choose to purchase their 
power from another company for certain 
transmission charges imposed by PJM 
and/or a Midwest ISO on generation 
originating in the Midwest ISO or PJM 
areas. 
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• The statutory 5% reduction in the 
generation component of residential tariffs 
will remain in effect for the entire five year 
transition period. 

• The companies' request for a $90 million 
gross receipts tax rider to recover the 
duplicate gross receipts KWH based 
excise tax would be considered 
separately by the PUCO. 

The approved stipulation agreement 
also accepted the following provisions 
contained in CSPCo's and OPCo's filed 
transition plans: 

• a corporate separation plan to segregate 
generation, transmission and distribution 
assets into separate legal entities, and 

• a plan for independent operation of 
transmission facilities. 

The gross receipts tax issue was 
considered by the PUCO in hearings held in 
June 2000. In the September 28, 2000 order 
approving the stipulation agreement, the 
PUCO determined that there was no duplicate 
tax overlap period and denied the request for 
a $90 million gross receipts tax rider. 
CSPCo's and OPCo's request for rehearing of 
the gross receipts tax issue was denied. An 
appeal of this issue to the Ohio Supreme 
Court has been filed. Unless this issue is 
resolved in the companies' favor, it will have 
an adverse effect on future results of 
operations and financial position. 

One of the intervenors at the hearings 
for approval of the settlement agreement 
(whose request for rehearing was denied by 
the PUCO) has filed with the Ohio Supreme 
Court for review of the settlement agreement 
including recovery of regulatory assets. 
Management is unable to predict the outcome 
of litigation but the resolution of this matter 
could negatively impact results of operation. 

Beginning January 1, 2001, CSPCo's 
and OPCo's fuel costs will not be subject to 
PUCO fuel recovery proceedings. Deferred 
fuel costs at December 31, 2000 which 
represent under or over recoveries were one 
of the items included in the PUCO's final 
determination of net regulatory assets to be 
collected (recovered) during the transition 
period. The elimination of fuel clause 
recoveries in 2001 in Ohio will subject AEP, 
CSPCo and OPCo to the risk of fuel market 

price increases and could adversely affect 
their future results of operations and cash 
flows. 

CSPCo and OPCo Discontinue Application of 
SFAS 71 Regulatory Accounting forthe Ohio 
Jurisdiction 

In September 2000 CSPCo and OPCo 
discontinued the application of SFAS 71 for 
their Ohio retail jurisdictional generation 
business since generation is no longer cost-
based regulated in the Ohio jurisdiction and 
management was able to determine their 
transition rates and wires charges. The 
discontinuance in the Ohio jurisdiction was 
possible as a result of the PUCO's September 
28, 2000 approval of the stipulation 
agreement which established rates, wires 
charges and net regulatory asset recovery 
procedures during the transition to market 
rates. 

CSPCo's and OPCo's discontinuance 
of SFAS 71 for generation resulted in after tax 
extraordinary losses in the third quarter of 
2000 of $25 million and $19 million, 
respectively, due to certain unrecoverable ^ | | 
generation-related regulatory assets and ^ ^ 
transition expenses. Management believes 
that substantially all of the remaining net 
regulatory assets related to the Ohio 
generation business will be recovered under 
the PUCO's September 28, 2000 order. 
Therefore, under the provisions of EITF 97-4, 
CSPCo's and OPCo's generation-related 
recoverable net regulatory assets were 
transferred to the transmission and 
distribution portion ofthe business and will be 
amortized as they are recovered through 
transition rates to customers. CSPCo and 
OPCo performed an accounting impairment 
analysis on their generating assets under 
SFAS 121 as required when discontinuing the 
application of SFAS 71 and concluded there 
was no impairment of generation assets. 

Virginia Restructuring 

In Virginia, a restructuring law provides 
for a transition to choice of electricity supplier 
for retail customers beginning on January 1, 
2002. In February 2001, restructuring ^ ^ 
revision legislation was approved by the -^^P 
Virginia Legislature which could modify the 
terms of restructuring. Presently, the 
transition period is to be completed, subject to 
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a finding by the Virginia SCC that an effective 
competitive market exists by January 1, 2004 
but no later than January 1, 2005. 

The restructuring law also provides an 
opportunity for recovery of just and 
reasonable net stranded generation costs. 
The mechanisms in the Virginia law for net 
stranded cost recovery are: a capping of rates 
until as late as July 1, 2007, and the 
application of a wires charge upon customers 
who depart the incumbent utility in favor of an 
alternative supplier prior to the termination of 
the rate cap. The restructuring law provkles 
for the establishment of capped rates prior to 
January 1, 2001 based either on a request by 
APCo for a change in rates prior to January 1, 
2001 or on the rates in effect at July 1, 1999 
if no rate change request is made and the 
establishment of a wires charge by the fourth 
quarter of 2001. APCo did not request new 
rates; therefore, its current rates are the 
capped rates. In the third quarter of 2000. the 
Virginia SCC directed APCo to file a cost of 
service study using 1999 as a test year to 
review the reasonableness of APCo's capped 
rates. The cost of service study was filed on 
January 3, 2001. In the opinion of AEP's 
Virginia counsel, Virginia's restructuring law 
does not permit the Virginia SCC to change 
rates for the transition period except for 
changes in the fuel factor, changes in state 
gross receipts taxes, or to address the utility's 
financial distress. However, If the Virginia 
SCC were to reduce APCo's capped rates or 
deny recovery of regulatory assets, it would 
adversely affect results of operations if such 
action is ultimately determined to be legal. 

The Virginia restructuring law also 
requires filings to be made that outline the 
functional separation of generation from 
transmission and distribution and a rate 
unbundling plan. On January 3,2001, APCo 
filed its corporate separation plan and rate 
unbundling plan with the Virginia SCC which 
is based on the most recent rate case test 
year (1996). See above for a discussion of 
AEP's corporate separation plan filed with the 
SEC. 

West Virginia Restructuring 

On January 28. 2000. the WVPSC 
issued an order approving an electricity 
restructuring plan for WV. On March 11, 
2000, the WV Legislature approved the 

restructuring plan byjoint resolution. The joint 
resolution provides that the WVPSC cannot 
implement the plan until the legislature makes 
necessary tax law changes to preserve the 
revenues of the state and local governments. 
The Joint Committee on Government and 
Finance of the WV Legislature hired a 
consultant to study and issue a report on the 
tax changes required to implement electric 
restructuring. Moreover, the committee also 
hired a consultant to study and issue a report 
on the electric restructuring plan in light of 
events occurring in California. The WV 
Legislature is not expected to consider these 
reports uniW the 2002 Legislative Session 
since the 2001 Legislative Session ends in 
April 2001. Since the WV Legislature has not 
yet passed the required tax law changes, the 
restructuring plan has not becon^ effective. 
AEP subsidiaries. APCo and WPCo, provide 
electric service in WV. 

The provisions of the restructuring 
plan provide for customer choice to begin 
after all necessary rules are in place (the 
"starting date"); deregulation of generation 
assets on the starting date; functional 
separation of the generation, transmission 
and distribution businesses on the starting 
date and their legal corporate separation no 
later than January 1, 2005; a transition period 
of up to 13 years, during which the incumbent 
utility must provide default service for 
customers who do not change suppliers 
unless an alternative default supplier is 
selected through a WVPSC-sponsored 
bidding process; capped and fixed rates for 
the 13 year transition period as discussed 
below; deregulation of metering and billing; a 
0.5 mills per KWH wires charge applicable to 
all retail customers for a 10-year period 
commencing with the starting date intended to 
provide for recovery of any stranded cost 
including net regulatory assets; establishment 
of a rate stabilization deferred liability balance 
of $81 million ($76 million by APCo and $5 
million by WPCo) by the end of year ten of the 
transition period to be used as determined by 
the WVPSC to offeet martlet prices paid in the 
eleventh, twelfth, and thirteenth year of the 
transition period by residential and small 
commercial customers that do not choose an 
alternative supplier. 
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Default rates for residential and small 
commercial customers are capped for four 
years after the starting date and then increase 
as specified in the plan for the next six years. 
In years eleven, twelve and thirteen of the 
transition period, the power supply rate shall 
equal the market price of comparable power. 
Default rates for industrial and large 
commercial customers are discounted by 1% 
for four and a half years, beginning July 1, 
2000, and then increased at pre-defined 
levels for the next three years. After seven 
years the power supply rate for industrial and 
large commercial customers will be market 
based. APCo's Joint Stipulation agreement, 
discussed in Note 5 of the Notes to 
Consolidated Financial Statements, which 
was approved by the WVPSC on June 2, 
2000 in connection with a base rate filing, also 
provides additional mechanisms to recover 
regulatory assets. 

APCo Discontinues Application of SFAS 71 
Regulatory Accounting 

In June 2000 APCo discontinued the 
application of SFAS 71 for its Virginia and WV 
retail jurisdictional portions of its generation 
business since generation is no longer 
considered to be cost-based regulated in 
those jurisdictions and management was able 
to determine APCo's transition rates and 
wires charges. The discontinuance in the WV 
jurisdiction was made possible by the June 2, 
2000 approval of the Joint Stipulation which 
established rates, wires charges and 
regulatory asset recovery procedures for the 
transition period to market rates which was 
determined to be probable. APCo was also 
able to discontinue application of SFAS 71 for 
the generation portion of its Virginia retail 
jurisdiction after management decided that 
APCo would not request capped rates 
different from its current rates. The existence 
of effective restructuring legislation in Virginia 
and the probability that the WV legislation 
would become effective with the expected 
probable passage of required enabling tax 
legislation in 2001 supported management's 
decision in 2000 to discontinue SFAS 71 
regulatory accounting for APCo's electricity 
generation and supply business. 

APCo's discontinuance of SFAS 71 for 
generation resulted in an after tax 
extraordinary gain, in the second quarter of 
2000, of $9 million. Management believes that 

it is probable that substantially all net 
regulatory assets related to the Virginia and 
WV generation business will be recovered. 
Therefore, under the provisions of EITF 97-4, 
APCo's generation-related net regulatory 
assets were transferred to the distribution 
portion of the business and are being 
amortized as they are recovered through 
charges to regulated distribution customers. 
As required by SFAS 101 when discontinuing 
SFAS 71 regulatory accounting, APCo 
pertonned an accounting impairment analysis 
on its generating assets under SFAS 121 and 
concluded that there was no accounting 
Impairment of generation assets. 

The recent energy crisis In California, 
discussed above, may be having a chilling 
effect on efforts to enact the required tax 
change legislation in West Virginia. The WV 
Legislature could decide not to enact the 
required tax changes, thereby, effectively 
continuing cost based rate regulation in West 
Virginia or it could modify the restmcturing 
plan. Modifications in the restructuring plan 
could adversely affect future results of 
operations if they were to occur. Management 
is carefully monitoring the situation in West J | | 
Virginia and continues to work with all ^ IF 
concerned parties to get approval to 
successfully transition our generation 
business In West Virginia. Failure to pass the 
required enabling tax changes could 
ultimately require APCo to re-instate 
regulatory accounting principles under SFAS 
71 for its generation operations in West 
Virginia. 

Arkansas Restructuring 

In 1999 legislation was enacted in 
Arkansas that will ultimately restructure the 
electric utility industry. Its major provisions 
are: 

• retail competition begins January 1,2002 
but can be delayed until as late as June 
30, 2003 by the Arkansas Commission; 

• transmission facilities must be operated 
by an ISO if owned by a company which 
also owns generation assets; 

• rates will be frozen for one to three years; 
• market power issues will be addressed by 

the Arkansas Commission; and 
• an annual progress report to the Arkansas 

General Assembly on the development of 
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competition in electric markets and its 
impact on retail customers is required. 

In November 2000 the Arkar^as 
Commission filed its annual progress report 
with the Arkansas General Assembly 
recommending a delay in the start date of 
retail competition to a date between October 
1, 2003 and October 1,2005. The report also 
asks the Arkansas General Assembly to 
delegate authority to the Arkansas 
Commission to determine the appropriate 
retail competition start date within the 
approved time frame. In February 2001 the 
Arkansas General Assembly passed 
legislation that was signed into law by the 
Governor that changes the date of electric 
retail competition to October 1, 2003, and 
provides the Arkansas Commission with the 
authority to delay that date for up to two 
years. 

Texas Restructuring 

In June 1999 Texas restructuring 
legislation was signed into law which, among 
other things: 

• gives Texas customers of investor-owned 
utilities the opportunity to choose their 
electricity provider beginning January 1. 
2002; 

• provides for the recovery of regulatory 
assets and of other stranded costs 
through securitization and non-
bypassable wires charges; 

• requires reductions in NOx and sulfur 
dioxide emissions; 

• provides for a rate freeze until January 1, 
2002 followed by a 6% rate reduction for 
residential and small commercial 
customers and a number of customer 
protections; 

• provides for an earnings test for each of 
the three years of the rate freeze period 
(1999 through 2001) which will reduce 
stranded cost recoveries or if there is no 
stranded cost provides for a refund or 
their use to fund certain capital 
expenditures in the amount ofthe excess 
earnings; 

• requires each utility to structurally 
unbundle into a retail electric provider, a 
power generation company and a 
transmission and distribution utility; 

• provides for certain limits for ownership 
and control of generating capacity by 
companies; 

• provides for elimination of the fuel clause 
reconciliation process beginning January 
1,2002; and 

• provides for a 2004 true-up proceeding to 
determine recovery of stranded costs 
including final fuel recovery balances, net 
regulatory assets, certain environmental 
costs, accumulated excess earnings and 
other Issues. 

Under the Texas Legislation, delivery 
of electricity will continue to be the 
responsibility of the local electric transmission 
and distribution utility company at regulated 
prices. Each electric utility was required to 
submit a plan to structurally unbundle its 
business activities Into a retail electric 
provider, a power generation company, and a 
transmission and distribution utility. In May 
2000 CPL, SWEPCo and WTU filed a revised 
business separation plan that the PUCT 
approved on July 7, 2000 in an interim order. 
The revised business separation plans 
provided for CPL and WTU, which operate in 
Texas only, to establish separate companies 
and divide their integrated utility operations 
and assets into a power generation cortipany, 
a transmissk)n and distribution utility and a 
retail electric provider. SWEPCo will separate 
its Texas jurisdictional transmission and 
distribution assets and operations into a new 
Texas regulated transmission and distribution 
subsidiary. In addition, a retail electric 
provider will be formed by SWEPCo to 
provide retail electric service to SWEPCo's 
Texas jurisdictional customers. 

Under the Texas Legislation, electric 
utilities are allowed, with the approval of the 
PUCT, to recover stranded generation costs 
including generation-related regulatory assets 
that may not be recoverable in a future 
competitive market The approved stranded 
costs can be refinanced through 
securitization, which is a financing structure 
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designed to provide lower financing costs 
than are available through conventional 
financings. Lower financing costs are 
achieved through the issuance of 
securitization bonds at a lower interest rate to 
finance 100% of the costs pursuant to a state 
pledge to ensure recovery of the bond 
principal and financing costs through a non-
bypassable rate surcharge by the regulated 
transmission and distribution utility over the 
life of the securitization bonds. 

In 1999 CPL filed an application with 
the PUCT to securitize approximately $1.27 
billion of its retail generation-related 
regulatory assets and approximately $47 
million in other qualified restructuring costs. 
On March 27, 2000. the PUCT issued an 
order permitting CPL to securitize 
approximately $764 million of net regulatory 
assets. The PUCTs order authorized 
issuance of up to $797 million of securitization 
bonds including the $764 million for recovery 
of net generation-related regulatory assets 
and $33 million for other qualified refinancing 
costs. The $764 million for recovery of net 
generation-related regulatory assets reflects 
the recovery of $949 million of generation-
related regulatory assets offset by $185 
million of customer benefits associated with 
accumulated defenred income taxes. CPL had 
previously proposed in its filing to fiow these 
benefits back to customers over the 14-year 
term ofthe securitization bonds. On April 11. 
2000. four parties appealed the PUCT's 
securitization order to the Travis County 
District Court. In July 2000 the Travis County 
District Court upheld the PUCT's 
securitization order. The securitization order 
is being appealed to the Supreme Court of 
Texas. One of these appeals challenges 
CPL's ability to recover securitizatbn charges 
under the Texas Constitution. CPL will not be 
able to issue the securitization bonds until 
these appeals are resolved. 

The remaining regulatory assets of 
$206 million originally included by CPL In its 
1999 securitization request were included in 
a Man::h 2000 filing with the PUCT, requesting 
recovery of an additional $1.1 billion of 
stranded costs. The March 2000 filing of $1.1 

billion included recovery of approximately 
$800 million of STP costs included in 
property, plant and equipment-electric on the 
Consolidated Balance Sheets. These STP 
costs had previously been identified as 
excess cost over market (ECOM) by the 
PUCT for regulatory purposes and were 
earning a lower retum and were being 
amortized on an accelerated basis for rate-
making purposes in Texas. The March 2000 
filing will detennine the initial amount of 
stranded costs in addition to the securitized 
regulatory assets to be recovered beginning 
January 1,2002. 

CPL submitted a revised estimate of 
stranded costs on October 2, 2000 using 
assumptions developed in generic 
proceedings by the PUCT and an 
administrative model developed by the PUCT 
staff that reduced the amount of the Initial 
stranded cost estimate to $361 million from 
the $1.1 billion requested by CPL. CPL 
subsequently agreed to accept adjustments 
proposed by intervenors that reduced ECOM 
to approximately $230 million. Hearings on tfH 
CPL's requested ECOM were held in October ^ ^ 
2000. In February 2001 the PUCT issued an 
interim decision determining an initial amount 
of CPL ECOM or stranded costs of negative 
$580 million. The decision indicated that 
CPL's costs were below market after 
securitization of regulatory assets. 
Management does not agree with the critical 
Inputs to this model. Management believes 
CPL has a positive stranded cost exclusive of 
securitized regulatory assets. The final 
amount of CPL's stranded costs Including 
regulatory assets and ECOM will be 
established by the PUCT in the legislatively 
required 2004 true-up proceeding. If CPUs 
total stranded costs determined in the 2004 
true-up are less than the amount of 
securitized regulatory assets, tiie PUCT can 
implement an offsetting credit to tiransmission 
and distribution rates. 

The PUCT ruled that prior to the 2004 
true-up proceeding, no adjustments would be 
made to the amount of regulatory costs 
authorized by the PUCT to be securitized. 
However, the PUCT also ruled that excess 
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earnings for the period 1999-2001 should be 
refunded through transmission and 
distribution rates to the extent of any over-
mitigation of stranded costs represented by 
negative ECOM. In the event that CPL will be 
required to refund excess earnings in the 
future instead of applying them to reduce 
ECOM or regulatory assets, it will adversely 
affect future cash flow but not results of 
operations since excess earnings for 1999 
and 2000 were accrued and expensed in 
1999 and 2000. The Texas Legislation allows 
for several alternative methods to be used to 
value stranded costs in the final 2004 true-up 
proceeding including the sale or exchange of 
generation assets, the issuance of power 
generation company stock to tiie public or the 
use of PUCT stafTs ECOM model. To the 
extent that the final 2004 true-up proceeding 
determines that CPL should recover 
additional stranded costs, the total amount 
recoverable can be securitized. 

The Texas Legislation provides that 
each year during tiie 1999 through 2001 rate 
freeze period, electric utilities are subject to 
an earnings test. For electric utilities with 
stranded costs, such as CPL, any eamings in 
excess of the most recentiy approved cost of 
capital in its last rate case must be applied to 
reduce stranded costs. Utilities without 
stranded costs, such as SWEPCo and WTU, 
must either flow such excess earnings 
amounts back Co customers or make capital 
expenditures to improve transmission or 
distribution facilities or to improve air quality. 
The Texas Legislation requires PUCT 
approval of the annual eamings test 
calculation. 

The 1999 eamings test reports filed by 
CPL, SWEPCo and WTU showed excess 
earnings of $21 million, $1 million and zero, 
respectively. The PUCT staff issued its report 
on the excess earnings calculations filed by 
CPL, SWEPCo and WTU and calculated the 
excess earnings amounts to be $41 million, 
$3 million and $11 million for CPL, SWEPCo 
and WTU, respectively. The Office of Public 
Utility Counsel also filed exceptions to the 
companies' earnings reports. Several issues 
were resolved via settlement and the 

remaining open issues were submitted to the 
PUCT. A final order was issued by the PUCT 
in February 2001 and adjustments to the 
accrued 1999 and 2000 excess eamings 
were recorded in results of operations In the 
fourth quarter of 2000. After adjustments the 
accruals for 1999 excess eamings for CPL 
and WTU were $24 million and $1 million, 
respectively. CPL and WTU also recorded an 
estimated provision for excess 2000 eamings 
of $16 million and $14 million, respectively. 

A Texas settiement agreement in 
connection with the AEP and CSW mer^r 
([^nnits CPL to apply for regulatory purposes 
up to $20 million of STP ECOM plant assets 
a year in 2000 and 2001 to reduce excess 
earnings, if any. For book and financial 
reporting purposes, STP ECOM plant assets 
will be depreciated in accordance with GAAP, 
on a systematic and rattonal basis unless 
impaired. CPL will establish a regulatory 
liability or reduce regulatory assets by a 
charge to eamings to the extent excess 
earnings exceed $20 million in 2000 and 
2001. 

Beginning January 1, 2002. fuel costs 
will not be subject to PUCT fuel reconciliation 
proceedings. Consequently. CPL, SWEPCo 
and WTU will file a final fuel reconciliation witii 
tiie PUCT to reconcile their fuel costs through 
the period ending December 31. 2001. Fuel 
costs have been reconciled by CPL, 
SWEPCo and WTU through June 30, 1998. 
December 31. 1999 and June 30. 1997. 
respectively. WTU is currently reconciling its 
fuel through June 2000. See discussion in 
Note 5 of the Notes to Consolidated Financial 
Statements. At December 31, 2000. CPUs. 
SWEPCo's and WTU's Texas jurisdictional 
unrecovered deferred fuel balances were 
$127 million, $20 million and $59 million, 
respectively. Final unrecovered deferred fuel 
balances at December 31. 2001 will be 
included in each company's 2004 true-up 
proceeding, ff the final fuel balances or any 
amount incurred but not yet reconciled were 
not recovered, they could have a negative 
impact on results of operations. The 
elimination of the fuel clause recoveries in 
2002 in Texas will subject AEP. CPL, 
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SWEPCo and WTU to greater risks of fuel 
market price increases and could adversely 
affect future results of operations beginning in 
2002. 

The affiliated retail electric provider of 
CPL. SWEPCo and WTU will be required to 
offer residential and small commercial 
customers (with a peak usage of less than 
1000 KW) a rate 6% betow rates in effect on 
January 1,1999 adjusted for any changes In 
fuel cost recovery factors since January 1, 
1999 (price to beat). The price to beat must 
be offered to resklential and small commercial 
customers until January 1, 2007. Customers 
with a peak usage of more than 1000 KW are 
subject to market rates. The Texas 
restructuring legislation provides for the price 
to beat to be adjusted up to two times 
annually to reflect significant changes in fuel 
and purchased energy costs. 

Discontinuance ofthe Application of SFAS 71 
Regulatory Accounting in Arkansas and 
Texas 

The financial statements of CPL, 
SWEPCo and WTU have historically reflected 
the economic effects of regulation by applying 
the requirements of SFAS 71. As a result of 
the scheduled deregulation of generation In 
Arkansas and Texas, tiie appllcatran of SFAS 
71 for the generation portion of the business 
in those states was discontinued in the third 
quarter of 1999. Under tiie provisions of EITF 
97-4. CPL's generatton-related net regulatory 
assets were transferred to the distribution 
portion of the business and will be amortized 
as they are recovered through wires charges 
to customers. Management believes that 
substantially all of CPL's generation-related 
regulatory assets will be recovered under the 
Texas Legislation. CPL's recovery of 
generation-related regulatory assets and 
stranded costs are subject to a final 
detennination by the PUCT in 2004. ff future 
events were to make the recovery through 
securitization of CPL's generation-related 
regulatory assets no longer probable, CPL 
would write-off the portion of such regulatory 
assets deemed unrecoverable as a non-cash 
extraordinary charge to earnings. 

"Hie Texas Legislation provkies tiiat all 
finally determined stranded costs will be 
recovered. Since SWEPCo and WTU are not 
expected to have net stranded costs, all 
Arkansas and Texas jurisdictional generatbn-
related net regulatory assets were written off 
as non-recoverable in 1999 when they 
discontinued application of SFAS 71 
regulatory accounting. As required by SFAS 
101 when SFAS 71 is discontinued, an 
accounting impairment analysis for generation 
assets under SFAS 121 was completed for 
CPL, SWEPCo and WTU. The analysis 
showed that there was no accounting 
impainnent of generation assets when the 
application of SFAS 71 was discontinued. 
CPL, SWEPCo and WTU will test their 
generation assets for impainnent under SFAS 
121 if circumstances change. Management 
believes that on a discounted basis CPL's 
generation business net cash flows will likely 
be less than its generating assets' net book 
value and together witii its generation-related 
regulatory assets should create a recoverable 
stranded cost for regulatory purposes under 
the Texas Legislation. Therefore, manage- J | | 
ment continues to cany on the balance sheet ^ ^ 
at December 31, 2000, $953 million of 
generation-related regulatory assets already 
approved for securitization and $195 million of 
net generation-related regulatory assets 
pending approval for securitization in Texas. 
A final determination of whether they will be 
securitized and recovered will be made as 
part ofthe 2004 true-up proceeding. 

CPL. SWEPCo, and WTU continue to 
analyze the impact of electric utility Industry 
restructuring legislation on their Ari<ansas and 
Texas electric operations. Altiiough 
management believes that the Texas 
Legislation provides for full recovery of 
stranded costs and that the companies do not 
have a recondable accounting impaimnent, a 
final determination of whether CPL will 
experience an accounting loss or whether 
SWEPCo and WTU will experience any 
additional accounting loss from an inability to 
recover generation-related regulatory assets 
and other restiructuring related costs in Texas 
and Arkansas cannot be made until such time 
as the regulatory process is complete 
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following the 2004 true-up proceeding in 
Texas and a detennination by the Arkansas 
Commission. In the event CPL, SWEPCo, 
and WTU are unable after the 2004 true-up 
proceeding and after the Arkansas 
Commission proceedings to recover all or a 
portion of their generation-related regulatory 
assets, stranded costs and other restructuring 
related costs, it could have a material adverse 
effect on results of operations, cash flows and 
possibly financial condition. 

Although Arkansas' delay of retail 
competition may be having a negative effect 
on the progress of efforts to transition AEP's 
generation in Arkansas to market based 
pricing of electricity, it appears that Texas is 
moving forward as planned. Management Is 
carefully monitoring the situation in Arî ansas 
and is working with all concerned parties to 
prudently quicken the pace of the transition. 
However, changes could occur due to 
concerns stemming from the California 
energy crisis and other events which could 
adversely affect future results of operations in 
Arkansas and possibly Texas. 

Michigan Restructuring 

On June 5, 2000. the Michigan 
Legislation became law. Its major provisions, 
which were effective immediately, applied 
only to electric utilities with one million or 
more retail customers. I&M, AEP's electric 
operating subsidiary doing business in 
Michigan, has less than one million customers 
in Michigan. Consequently, l&M was not 
immediately required to comply with tiie 
Michigan Legislatran. 

The Michigan Legislation gives the 
MPSC broad power to issue orders to 
implement retail customer choice of electric 
supplier no later than January 1, 2002 
including recovery of regulatory assets and 
stranded costs. On October 2, 2000, l&M 
filed a restructuring implementation plan as 
required by a MPSC order. The plan 
identifies I&M's proposal to file with tiie MPSC 

•

on June 5, 2001 its unbundled rates, open 
access tariffs, tenns of service and supporting 
schedules. Described in the plan are I&M's 
intentions and preparation for competition 

related to supplier transactions, customer 
transactions, rate unbundling, education 
programs, and regional transmission 
organization. The plan contains a proposed 
methodology to determine stranded costs and 
implementation costs and requests the 
continuation of a wires charge for recovery of 
nuclear decommissioning costs. Approval of 
the restructuring implementation plan is 
pending before the MPSC. 

Management has concluded that as of 
December 31, 2000 the requirements to apply 
SFAS 71 continue to be met since i&M's rates 
for generation In Michigan will continue to be 
cost-based regulated until the MPSC 
approves rates and wires charges in 2001. 
The establishment of rates and wires charges 
under a MPSC approved transition plan will 
enable management to detemiine tiie ability 
to recover stranded costs including regulatory 
assets and other implementation costs, a 
requirement of EITF 97-4 to discontinue the 
application of SFAS 71. 

Upon the discontinuance of SFAS 71, 
l&M will, if necessary, have to write off its 
Michigan jurisdictional generation-related 
regulatory assets and record its unrecorded 
Michigan jurisdictional liability for 
decommissioning the Cook Plant to the extent 
that they cannot be recovered under the 
transition rates and wires charges. As 
required by SFAS 101 when discontinuing 
SFAS 71 regulatory accounting, l&M will have 
to perform an accounting impainnent analysis 
under SFAS 121 to determine if tiie Michigan 
jurisdictional portion of its generating assets 
are impaired forac(X)unting purposes. 

The amount of regulatory assets 
recorded on the books at December 31,2000 
applicable to I&M's Michigan retail 
jurisdictional generation business is 
approximately $45 million before related tax 
effects. The estimated unrecorded liability for 
the Michigan jurisdiction to decommission the 
Cook Plant ranges from $114 million to $215 
million in 2000 non-discounted dollars based 
upon studies completed during 2000. For the 
Michigan jurisdiction the Company has 
accumulated approximately $100 million in 
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trust funds to decommission the Cook Plant. 
Based on the cun̂ ent information available, 
management does not anticipate that l&M will 
experience any material tangible asset 
accounting impairment or regulatory asset 
write-offs. Ultimately, however, whether l&M 
will experience material regulatory asset 
write-offs will depend on whether the MPSC 
approves their recovery in future restructuring 
proceedings. 

A determination of whether l&M will 
experience any asset impairment loss 
regarding its Michigan retail jurisdictional 
generating assets and any loss from a 
possible inability to recover Michigan 
generation-related regulatory assets, 
decommissioning obligations and transition 
costs cannot be made until such time as the 
rates and the wires charges are determined 
through the regulatory process. In the event 
l&M is unable to recover all or a portion of its 
generation-related regulatory assets, 
unrecorded decommissioning obligation, 
stranded costs and other implementation 
costs, it could have a material adverse effect 
on results of operations, cash flows and 
possibly financial condition. 

Oklahoma Restructuring 

In 1997, the Oklahoma Legislature 
passed restructuring legislation providing for 
retail open access by July 1, 2002. That 
legislation called for a number of studies to be 
completed on a variety of restiiicturing issues, 
including an independent system operator, 
technrcal, flnancial, transition and consumer 
issues. During 1998 and 1999 several of the 
studies were completed. 

The information from the studies was 
expected to be used in the development of 
additional industry restructuring legislation 
during the 2000 legislative session. Several 
additional electric industry restructuring bills 
were filed in the 2000 Oklahoma legislative 
session. The proposed bills generally supple
mented the industry restructuring legislation 
previously enacted in Oklahoma which lacked 
specific procedures for a transition to market 
based competitive prices. The industry 

restructuring legislation previously passed did 
not delegate the establishment of transition 
procedures to the Oklahoma Corporation 
Commission. The 2000 Oklahoma legislative 
session adjourned in May without passing 
further restructuring legislation. 

The 2001 Oklahoma legislative 
session convened in eariy February. No 
further electric restructuring legislation has 
passed and proposals have been made to 
delay the implementation of the transition to 
customer choice and market based pricing 
under the restructuring legislation. These 
proposals are a reaction to Califomia's recent 
energy crisis. Management is woridng with all 
concerned parties to reassure them that what 
happened in California will not occur in 
Oklahoma. If the necessary legislation is not 
passed, tiie Company's generation and retail 
electric supply business will remain regulated 
in Oklahoma. If implementation legislation 
were to modify the original restructuring 
legislation in Oklahoma It could have a 
adverse effect on results of operations. 

Management has concluded tiiat as of 
December 31,2000 tiie requirements to apply 
SFAS 71 continue to be met since PSO's 
rates for generation in Oklahoma will continue 
to be cost-based regulated until the Oklahoma 
Legislature approves further restructuring 
legislation and transition rates and wires 
charges are established under an approved 
transition plan. Until management is able to 
determine the ability to recover stranded 
costs which includes regulatory assets and 
other implementation costs, PSO cannot 
discontinue application of SFAS 71 
accounting under GAAP. 

When PSO discontinues application of 
SFAS 71. it will be necessary to write off 
Oklahoma jurisdictional generation-related 
regulatory assets to the extent that tiiey 
cannot be recovered under the transition 
rates and wires charges, when detennined. 
and record any asset accounting Impainnents 
in accordance with SFAS 121. 
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A determination of whether PSO will 
experience any asset impairment loss 
regarding its Oklahoma retail jurisdictional 
generating assets and any loss from a 
possible inability to recover Oklahoma 
generation-related regulatory assets and 
other transition costs cannot be made until 
such time as the rates and the wires charges 
are determined through the legislative and/or 
regulatory process. In the event PSO is 
unable to recover all or a portion of its 
generation-related regulatory assets and 
implementation costs, Oklahoma restmcturing 
could have a material adverse effect on 
results of operations and cash flows. 

Restructuring In Other Jurisdictions 

The remaining four states (Indiana, 
Kentucky, Louisiana and Tennessee) making 
up our service territory have initiatives to 
implement or review customer choice, 
although the timing of any implementation is 
uncertain and may be further delayed due to 
the California situation. The Company 
supports customer choice and deregulation of 
generation and is proactively involved in 
discussions regarding the best competitive 
market structure and transition method to 
arrive at a fair, competitive marketplace. As 
the pricing of generation in these markets 
evolves from regulated cost-of-service rates 
to market-based pricing, the recovery of 
stranded costs including net regulatory assets 
and other transition costs must be addressed. 
The amount of stranded costs the Company 
could experience when and if restructuring 
occurs in these jurisdictions depends on the 
timing and extent to which competition is 
introduced to its business and the future 
market prices of electricity. The recovery of 
stranded cost is dependent on the temns of 
future legislation and. if required, related 
regulatory proceedings. 

Customer choice and the transition to 
market based competition if restructuring is 
implemented in Indiana, Kentucky, Louisiana 
and Tennessee could also ultimately result in 
adverse impacts on results of operations and 
cash flows depending on the future market 
prices of electricity and the ability of the 

Company to recover its stranded costs 
including net regulatory assets during a 
transition or subsequent period through a 
wires charge or other recovery mechanism. 
We believe that state restructuring legislation 
and the regulatory process should provide for 
full recovery of generation-related net 
regulatory assets and other reasonable 
stranded costs if these states decide to 
deregulate generation. However, if in the 
future any portion of AEP's generation 
business in these other jurisdictions were to 
no longer be cost-based regulated and if it 
were not possible to demonstrate probability 
of recovery of resultant stranded costs 
including regulatory assets, results of 
operations, cash flows and financial condition 
would be advereely affected. 

Amortization of Transition Regulatory Assets 
and Other Deferred Costs 

Future earnings will be negatively 
impacted by amortization of certain deferred 
costs and regulatory assets related to the 
Cook Plant extended outage, transition plans 
to discontinue SFAS 71 regulatory accounting 
for generation with the beginning of customer 
choice in certain states and the merger of 
AEP and CSW. 

During 1999, the lURC and MPSC 
approved settlement agreements which 
provided for the deferral in 1999 and 
amortization of restart costs and fuel-related 
revenues from the extended Cook Plant 
outage. The amortization period is for five 
years ending in December 2003. Annual 
amortization is $78 million. See Note 4 of tiie 
Notes to Consolklated Financial Statements. 

Beginning in 2001 under the Ohio Act, 
CSPCo and OPCo began amortizing their 
transition regulatory assets over eight and 
seven years, respectively. The annual 
amortization in 2001 for CSPCo and OPCo is 
estimated to be $20 million and $74 million, 
respectively. The amount of amortization is 
based upon KWH sold. 

APCo began amortization of its West 
Virginia jurisdictional regulatory assets over 
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an eleven year period in July 2000. In the 
Virginia jurisdiction, APCo started straight line 
amortization of regulatory assets over a 
seven year period in July 2000. The annual 
amortization for 2001 is $9 million for the 
West Virginia jurisdiction and $9 million for the 
Virginia jurisdiction. 

In June 2000 AEP merged witii CSW. 
In connection with securing approval for the 
merger the Company signed agreements, 
approved by regulatory authorities, which 
included rate reductions to share estimated 
merger savings with customers. The 
agreements provide for rate reductions for 
periods up to eight years beginning in the 
third quarter of 2000. 

Certain merger related costs 
recoverable from ratepayers were deferred 
pursuant to the settlement agreements and 
will be amortized over five to eight years 
depending upon the terms of the respective 
agreements. The annual amortization of the 
deferred merger costs is estimated to be $8 
million in 2001. If actual merger savings are 
significantiy less than the merger savings rate 
reductions required by the merger settiement 
agreements and the amortization of deferred 
merger-related costs, future results of 
operations, cash fiows and possibly financial 
condition could be adversely affected. See 
Note 3 of tiie Notes to Consolidated Financial 
Statements for further discussion of the 
merger. 

Amortization of the above described 
deferred costs and regulatory assets could 
negatively affect future earnings to the extent 
that they exceed cost savings or revenues 
growth. 

Litigation 

COLI 

On February 20. 2001. the U.S. District 
Court for the Southern District of Ohio ruled 
against AEP in its suit against the United 
States over deductibility of interest claimed by 
AEP in its consolidated federal income tax 
return related to its COLI program. AEP had 

filed suit to resolve the IRS' assertion that 
interest deductions for AEP's COLI program 
should not be allowed. In 1998 and 1999 the 
Company paid the disputed taxes and interest 
attributable to COLI interest deductions for 
taxable years 1991-98 to avoid the potential 
assessment by the IRS of additional interest 
on the contested tax. The payments were 
included in other assets pending the 
resolution of this matter. As a result of the 
U.S. District Court's decision to deny the 
COLI interest deductions, net income was 
reduced by $319 million in 2000. The 
Company plans to appeal the decision. 

Shareholders' Litigation 

On June 23. 2000. a complaint was 
filed in the U.S. District Court for the Eastern 
District of New York seeking unspecified 
compensatory damages against AEP and four 
fornier or present officers. The individual 
plaintiff also seeks certification as the 
representative of a class consisting of all 
persons and entities who purchased or 
othenrt/ise acquired AEP common stock 
between July 25. 1997, and June 25, 1999. g ^ 
The complaint alleges that the defendants ^ P 
knowingly violated federal securities laws by 
disseminating materially false and misleading 
statements concerning, among other things, 
the undisclosed materially impaired condition 
of the Cook Plant, AEP's inability to properly 
monitor, manage, repair, supervise and report 
on operations at the Cook Plant and the 
materially adverse conditions these problems 
were having, and would continue to have, on 
AEP's deteriorating financial condition, and 
ultimately on AEP's operations, liquidity and 
stock price. Four other similar class action 
complaints have been filed and the court has 
consolidated the five cases. The plaintiffs tiled 
a consolidated complaint pursuant to this 
court order. This case has been transferred 
to the U.S. District Court for the Southern 
District of Ohio. Although, management 
believes these shareholder actions are 
witiiout merit and intends to oppose them 
vigorously, management cannot predict the 
outcome of this litigation or its impact on 
results of operations, cash flows or financial 
condition. ^ ^ 
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Municipal Franchise Fee Litigation 

CPL has been involved in litigation 
regarding municipal franchise fees in Texas 
as a result of a class action suit filed by the 
City of San Juan. Texas in 1996. The City of 
San Juan claims CPL underpaid municipal 
franchise fees and seeks damages of up to 
$300 million plus attomey's fees. CPL filed a 
counterclaim for overpayment of franchise 
fees. 

During 1997, 1998 and 1999 tiie 
litigation moved procedurally through the 
Texas Court System and was sent to 
mediation without resolution. 

In 1999 a class notice was mailed to 
each of the cities served by CPL. Over 90 of 
the 128 cities declined to participate in the 
lawsuit. However, CPL has pledged that if any 
final, non-appealable court decision awards a 
judgement against CPL for a franchise 
underpayment, CPL will extend the principles 
of that decision, with regard to any franchise 
underpayment, to the cities that declined to 
participate in the litigation. In December 
1999, the court mled that the class of plaintiffs 
would consist of approximately 30 cities. A 
trial date for June 2001 has been set 

Although management believes that it 
has substantial defenses to the cities' claims 
and intends to defend itself against the cities' 
claims and pursue its counterclaim vigorously, 
management cannot predict the outcome of 
this litigation or its impact on results of 
operations, cash flows or financial condition. 

Texas Base Rate Litigation 

In November 1995 CPL filed with the 
PUCT a request to increase its retail base 
rates by $71 million. In October 1997 the 
PUCT issued a final order which lowered 
CPL's annual retail base rates by $19 million 
from the rate level which existed prior to May 
1996. The PUCT also included a "glide path" 
rate methodology in the final order pursuant to 
which annual rates were reduced by $13 
million beginning May 1, 1998 with an 
additional annual reduction of $13 million 
commencing on May 1.1999. 

CPL appealed the final order to the 
Travis District Court. The primary issues 
being appealed include: the classification of 

$800 million of invested capital in STP as 
ECOM and assigning it a lower return on 
equity tiian other generation property; tiie use 
of the "glide path" rate reduction methodology; 
and an $18 million disallowance of service 
billings from an affiliate, CSW Services. As 
part of the appeal. CPL sought a temporary 
injunction to prohibit the PUCT from 
implementing the "glide path" rate reduction 
methodology. The temporary injunction was 
denied and the "glide patii" rate reduction was 
implemented. In Febmary 1999 the Travis 
District Court affirmed the PUCT order in 
regard to the three major items discussed 
above. 

CPL appealed tiie Travis District 
Court's findings to the Texas Appeals Court 
which in July 2000, issued its opinion 
upholding the Travis District Court except for 
the disallowance of affiliated sen/ice company 
billings. Under Texas law, specific findings 
regarding affiliate transactions must be made 
by PUCT. In regards to the affiliate service 
billing issue, the findings were not complete in 
the opinion of the Texas Appeals Court who 
remanded the issue back to PUCT. 

CPL has sought a rehearing of the 
Texas Appeals Court's opinion. The Texas 
Appeals Court has requested briefs related to 
CPL's rehearing request from Interested 
parties. Management is unable to predict the 
flnal resolution of its appeal. If the appeal is 
unsuccessful the PUCT's 1997 order will 
continue to adversely affect results of 
operations and cash flows. 

As part of the AEP/CSW merger 
approval process in Texas, a stipulation 
agreement was approved which resulted in 
the withdrawal of the appeal related to the 
"glide path" rate methodology. CPL will 
continue its appeal of the ECOM classification 
for STP property and the related loss of retum 
on equity and the disallowed affiliated service 
billings. 

Lignite Mining Agreement Litigation 

SWEPCo and CLECO are each a 
50% owner of Dolet Hills Power Station Unit 
1 and jointiy own lignite reserves in the Dolet 
Hills area of northwestem Louisiana. In 1982, 
SWEPCo and CLECO entered into a lignite 
mining agreement with DHMV. a partnership 
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for the mining and delivery of lignite from a 
portion of these reserves. 

In April 1997, SWEPCo and CLECO 
sued DHMV and its partners in U.S. District 
Court for the Western District of Louisiana 
seeking to enforce various obligations of 
DHMV under the lignite mining agreement, 
including provisions relating to the quality of 
delivered lignite, pricing, and mine 
reclamation practices. In June 1997. DHMV 
filed an answer denying tiie allegations in the 
suit and filed a counterclaim asserting various 
contract-related claims against SWEPCo and 
CLECO. SWEPCo and CLECO have denied 
the allegations contained in the 
counterclaims. In January 1999, SWEPCo 
and CLECO amended the claims against 
DHMV to include a request that the lignite 
mining agreement be terminated. 

In April 2000. the parties agreed to 
settie the litigation. As part of the settlement, 
DHMV's interest in the mining operations and 
related debt and other obligations will be 
purchased by SWEPCo and CLECO. The 
closing date for the settlement has been 
extended from December 31, 2000 to March 
31. 2001. The litigation has been stayed until 
April 2001 to give the parties time to 
consummate the settlement agreement 

Management believes that the 
resolution of this matter will not have a 
material effect on results of operations, cash 
fiows or financial condition. 

AEP is involved in a number of other 
legal proceedings and claims. While 
management is unable to predict the outcome 
of such litigation. It is not expected that the 
ultimate resolution of these matters will have 
a material adverse effect on the results of 
operations, cash fiows or financial condition. 

Environmental Concerns and Issues 

As 2001 begins, the U.S. continues to 
debate an array of environmental issues 
affecting the electric utility industry. Most of 
the policies are aimed at reducing air 
emissions citing alleged impacts of such 

emissions on public health, sensitive 
ecosystems or the global climate. 

AEP's policy on the environment 
continues to be the development and 
application of long-term economically feasible 
measures to improve air and water quality, 
limit emissions and protect the health of its 
employees, customers, neighbors and others 
impacted by its operations. In support of this 
policy, AEP continues to invest in research 
through groups like the Electric Power 
Research Institute and directly through 
demonstration projects for new technology for 
the capture and storage of carbon dioxide, 
mercury, NOx and other emissions. AEP 
intends to continue in a leadership role to 
protect and preserve the environment while 
providing vital energy commodities and 
services to our customers at fair prices. 

AEP has a proven record of efficiently 
producing and delivering electricity and gas 
while minimizing the impact on the 
environment. AEP and its subsidiaries have 
spent billions of dollars to equip their facilities ^ ^ 
with the latest cost effective clean air and ^ P 
water technologies and to research new 
technologies. We are proud of our award 
winning efforts to reclaim our mining 
properties. 

The introduction of multi-pollutant 
control legislation is being discussed by 
members of Congress and the Bush 
Administration. The legislation being 
considered may regulate carbon dioxide. 
NOx. sulfur dioxide, mercury and other 
emissions from electric generating plants. 
Management will continue to support 
solutions which are based on sound science, 
economics and demonstrated control 
technologies. Management is unable to 
predict the timing or magnitude of additional 
pollution control laws or regulations. If 
additional control technology is required on 
AEP's facilities and their costs were not 
recoverable from ratepayers or through 
market based prices or volumes of product ^ ^ 
sold, they could adversely affect future results ^ ^ 
of operations and cash fiows. The following 
discussions explains existing control efforts. 
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litigation and other pending matters related to 
environmental issues for AEP System 
companies. 

Federal EPA Complaint and Notice of 
Violation 

Under the Clean Air Act, If a plant 
undertakes a major modification that directly 
results in an emissions increase, permitting 
requirements might be triggered and tiie plant 
may be required to install additional pollution 
control technology. This requirement does not 
apply to activities such as routine 
maintenance, replacement of degraded 
equipment or failed components, or other 
repairs needed for the reliable, safe and 
efficient operation of the plant. 

The AEP System has been involved in 
litigation regarding generating plant emissions 
under the Clean Air Act In 1999 Notices of 
Violation were issued and complaints were 
filed by Federal EPA in various U.S. District 
Courts alleging the AEP System and eleven 
unaffiliated utilities made modifications to 
generating units at certain of their coal-fired 
generating plants over the course ofthe past 
25 years that extended unit operating lives or 
increased unit generating capacity without a 
preconstruction permit in violation of the 
Clean Air Act. The complaint against the AEP 
System was amended in March 2000 to add 
allegations for certain generating units 
previously named in the complaint and to 
include additional AEP System generating 
units previously named only in the Notices of 
Violation in the complaint 

A number of northeastern and eastern 
states were granted leave to intervene in tiie 
Federal EPA's action against the AEP System 
under the Clean Air Act. A lawsuit against 
power plants owned by the AEP System 
alleging similar violations to those in tiie 
Federal EPA complaint and Notices of 
Violation was filed by a number of special 
interest groups and has been consolidated 
with the Federal EPA action. 

The Clean Air Act authorizes civil 
penalties of up to $27,500 per day per 
violation at each generating unit ($25,000 per 
day prior to January 30, 1997). Civil 
penalties, if ultimately imposed by the court, 

and the cost of any required new pollution 
control equipment, if the court accepts 
Federal EPA's contentions, could be 
substantial. 

On May 10.2000, the AEP System filed 
motions to dismiss all or portions of the 
complaints. Briefing on these motions was 
completed on August 2, 2000. On February 
23, 2001, the government filed a motion for 
partial summary judgement seeking a 
determination tiiat four projects undertaken 
on units at Sporn, Cardinal and Clinch River 
plants do not constitute "routine maintenance, 
repair and replacemenf as used in tiie Clear 
Air Act. Management believes its 
maintenance, repair and replacement 
activities were in conformity witii the Clean Air 
Act and intends to vigorously pursue its 
defense. 

In the event the AEP System does not 
prevail, any capital and operating costs of 
additional pollution control equipment that 
may be required as well as any penalties 
imposed would adversely affect future results 
of operations, cash flows and possibly 
financial condition unless such costs can be 
recovered through regulated rates, and where 
states are deregulating generation, unbundled 
ti^nsition period generation rates, stranded 
cost wires charges and future maricet prices 
for electricity. 

In December 2000 Cinergy Corp.. an 
unaffiliated utility, which operates certain 
plants jointly owned by AEP's subsidiary, 
CSPCo. reached a tentative agreement with 
Federal EPA and other parties to settle 
litigation regarding generating plant emissbns 
under the Clean Air Act. Negotiations are 
continuing between the parties in an attempt 
to reach final settlement temis. Cinergy's 
settlement could impact the operation of 
Zimmer Plant and W.C. Beckjord Generating 
Station Unit 6 which are owned 25.4% and 
12.5%. respectively, by CSPCo. Until a final 
settiement is reached, CSPCo will be unable 
to detemriine the settlement's impact on its 
jointiy owned facilities and its future eamings. 

NOx Reduction 

Federal EPA issued a NOx rule that 
required substantial reductions in NOx 
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emissions in a number of eastern states, 
including certain states in which the AEP 
System's generating plants are located. A 
number of utilities, including several AEP 
System companies, filed petitions seeking a 
review of the final rule in the D.C. Circuit 
Court. In March 2000. the D.C. Circuit Court 
issued a decision generally upholding the 
NOx rule. The D.C, Circuit Court issued an 
order in August 2000 which extends the final 
compliance date to May 31, 2004. In 
September 2000 following denial by the D.C. 
Circuit Court of a request for rehearing, the 
industiy petitioners. Including the AEP System 
companies, petitioned the U.S. Supreme 
Court for review, which was denied. 

In December 2000 Federal EPA ruled 
that eleven states, including certain states in 
which the AEP System's generating units are 
located, failed to submit plans to comply with 
the mandates of the NOx rule. This 
determination means that those states could 
face stringent sanctions within the next 24 
months including limits on constmction of new 
sources of air emissions, loss of federal 
highway funding and possible Federal EPA 
takeover of state air quality management 
programs. 

In January 2000 Federal EPA adopted 
a revised mie granting petitions filed by 
certain northeastern states under Section 126 
of the Clean Air Act seeking significant 
reductions in nitrogen oxide emissions from 
utility and industrial sources. The rule 
imposes emissions reduction requirements 
comparable to the NOx rule beginning May 1, 
2003, for most of AEP's coal-fired generating 
units. Certain AEP companies and other 
utilities filed petitions for review in the D.C. 
Circuit Court. Briefing has been completed 
and oral argument was held in December 
2000. 

In a related matter, on April 19, 2000, 
the Texas Natural Resource Conservation 
Commission adopted rules requiring 
significant reductions in NOx emissions from 
utility sources, including CPL and SWEPCo. 
The rule's compliance date is May 2003 for 
CPL and May 2005 for SWEPCo. 

In June 2000 OPCo announced that it 
was beginning a $175 million installation of 
selective catalytic reduction technology 
(expected to be operational in 2001) to 

reduce NOx emissions on its two-unit 2,600 
MW Gavin Plant. Construction of selective 
catalytic reduction technology on Amos Plant 
Unit 3, which is jointly owned by OPCo and 
APCo, and APCo's Mountaineer Plant is 
scheduled to begin in 2001. The Amos and 
Mountaineer projects (expected to be 
completed in 2002) are estimated to cost a 
total of $230 million. 

Preliminary estimates indicate that 
compliance with the NOx rule upheld by the 
DC. Circuit Court as well as compliance with 
the Texas Natural Resource Conservation 
Commission rule and the Section 126 
petitions could result in required capital 
expenditures of approximately $1.6 billion 
including the amounts discussed in the 
previous paragraph for the AEP System. 
Since compliance costs cannot be estimated 
with certainty, tiie actual cost to comply could 
be significantly different than the preliminary 
estimates depending upon the compliance 
altematives selected to achieve reductions in 
NOx emissions. Unless any capital and 
operating costs of additional pollution control 
equipment are recovered from customers 
through regulated rates and/or future market 
prices for electricity where generation is 
deregulated, they will have an adverse effect 
on future results of operations, cash fiovh^ and 
possibly financial condition. 

Superfund 

By-products from the generation of 
electricity include materials such as ash, slag, 
sludge, low-level radioactive waste and SNF. 
Coal combustion by-products, which 
constitute the ovenrt^helming percentage of 
these materials, are typically disposed of or 
treated in captive disposal facilities or are 
beneficially utilized. In addition, our 
generating plants and transmission and 
distribution facilities have used asbestos, 
PCBs and other hazardous and 
nonhazardous materials. We are currently 
incurring costs to safely dispose of these 
substances. Additional costs could be 
incurred to comply with new laws and ^ ^ 
regulations if enacted. ^ B 
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Superfund addresses clean-up of 
hazardous substances at disposal sites and 
authorized Federal EPA to administer the 
clean-up programs. As of year-end 2000, 
subsidiaries of AEP have been named by the 
Federal EPA as a PRP for five sites. There 
are five additional sites for which AEP has 
received information requests which could 
lead to PRP designation. The Company has 
also been named a PRP at three sites under 
state law. Our liability has been resolved for a 
number of sites with no significant effect on 
results of operations. In those instances 
where we have been named a PRP or 
defendant, our disposal or recycling activities 
were in accordance with the then-applicable 
laws and regulations. Unfortunately. 
Superfund does not recognize compliance as 
a defense, but imposes strict liability on 
parties who fall within its broad statutory 
categories. 

While the potential liability for each 
Superfund site must be evaluated separately, 
several general statements can be made 
regarding our potential future liability. AEP's 
disposal of materials at a particular site is 
often unsubstantiated and the quantity of 
materials deposited at a site was small and 
often nonhazardous. Although liability is joint 
and several, typically many parties are named 
as PRPs for each site and several of the 
parties are financially sound enterprises. 
Therefore, our present estimates do not 
anticipate material cleanup costs for identified 
sites for which we have been declared PRPs. 
If significant cleanup costs are attributed to 
AEP in the future under Superfund. results of 
operations, cash fiows and possibly financial 
condition would be adversely affected unless 
the costs can be recovered from customers. 

Global Climate Change 

At the Third Conference ofthe Parties 
to the United Nations Framewort< Convention 
on Climate Change held in Kyoto, Japan in 
December 1997 more than 160 countries, 
including the U.S., negotiated a treaty 
requiring legally-binding reductions in 
emissions of greenhouse gases, chiefiy 
carbon dioxide, which many scientists believe 

are contributing to global climate change. 
The treaty, which requires the advice and 
consent of the U.S. Senate for ratification, 
would require the U.S. to reduce greenhouse 
gas emissions seven percent below 1990 
levels in the years 2008-2012. Although the 
U.S. has agreed to the treaty and signed it on 
November 12,1998, the treaty has not been 
submitted to the Senate for consideration as 
it does not contain requirements for 
"meaningful participation by key developing 
counti-ies" and the rules, procedures, 
methodologies and guidelines of the treaty's 
emissions trading and joint implementation 
programs and compliance enforcement 
provisions have not been negotiated. At the 
Fourth Conference of the Parties in 
November 1998, tiie parties agreed to a wori< 
plan to complete negotiations on outstanding 
issues with a view toward approving them at 
the Sixtii Conference of the Parties to be held 
in November 2000. During the Sixth 
Conference of the Parties agreement was not 
reached on any of the outstanding issues 
requiring resolution in order to faciliate 
ratification of the Kyoto Protocol. There are 
several contentious issues and literally 
hundreds of pages of detailed, complex mles 
that remain to be negotiated. Discussions are 
expected to resume in July 2001. While a 
candidate for the presidency, George Bush 
had stated his opposition to U.S. ratification of 
the Kyoto Protocol. The Seventh Conference 
of the Parties is scheduled for October 2001 
in Morocco. AEP does not support tiie Kyoto 
Treaty as presently drafted. We will continue 
to work with the Administration and Congress 
to develop responsible public policy on this 
issue. 

ff the Kyoto treaty is approved by 
Congress as presentiy drafted, the costs for 
the Company to comply with the required 
emission reductions required by the ti'eaty are 
expected to be substantial and would have a 
material adverse impact on results of 
operations, cash flows and possibly financial 
condition if not recovered from customers. It 
is management's belief that the Kyoto 
Protocol is unlikely to be ratified and 
implemented in the U.S. in its current form. 
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Cosfs for Spent Nuclear Fuel and 
Decommissioning 

AEP, as the owner of the Cook Plant 
and as a partial owner of STP, has a 
significant future financial commitment to 
safely dispose of SNF and decommission and 
decontaminate the plants. The Nuclear 
Waste Policy Act of 1982 established federal 
responsibility for the permanent off-site 
disposal of SNF and high-level radioactive 
waste. By law the Company participates in the 
DOE's SNF disposal program which is 
described in Note 8 of the Notes to 
Consolidated Financial Statements. Since 
1983 l&M has collected $275 million from 
customers for the disposal of nuclear fuel 
consumed at the Cook Plant. $116 million of 
these funds have been deposited in external 
trust funds to provide for the future disposal of 
spent nuclear fuel and $159 million has been 
remitted to the DOE. CPL has collected and 
remitted to the DOE, $44 million for the future 
disposal of SNF since STP began operation in 
the late 1980s. Under the provisions of the 
Nuclear Waste Policy Act, collections from 
customers are to provide ttie DOE with money 
to build a pennanent repository for spent fuel. 
However, In 1996, the DOE notified AEP that 
it would be unable to begin accepting SNF by 
the January 1998 deadline required by law. 
To date DOE has failed to comply with the 
requirements of the Nuclear Waste Policy Act. 

As a result of DOE's failure to make 
sufficient progress toward a permanent 
repository or othen/vise assume responsibility 
for SNF, AEP on behalf of l&M and STPNOC 
on behalf of CPL and the other STP owners, 
along with a number of unaffiliated utilities 
and states, filed suit in the D.C. Circuit Court 
requesting, among other things, that the D.C. 
Circuit Court order DOE to meet its 
obligations under the law. The D.C. Circuit 
Court ordered the parties to the U.S. Court of 
Federal Claims. As long as the delay In the 
availabilily of a government approved storage 
repository for SNF continues, the cost of both 
temporary proceed with contractual remedies 
but declined to order DOE to begin accepting 
SNF for disposal. DOE estimates its planned 
site for the nuclear waste will not be ready 

until at least 2010. In 1998. AEP filed a 
complaint in the U.S. Court of Federal Claims 
seeking damages in excess of $150 million 
due to the DOE's partial material breach of its 
unconditional contractual deadline to begin 
disposing of SNF generated by the Cook 
Plant. Similar lawsuits were filed by other 
utilities. In August 2000, in an appeal of 
related cases involving other unaffiliated 
utilities, the U.S. Court of Appeals for the 
Federal Circuit held that the delays clause of 
the standard contract between utilities and the 
DOE did not apply to DOE's complete failure 
to perform its contract obligations, and that 
the utilities' suits against DOE may continue 
in court. AEP's suit has been stayed pending 
further action by and permanent storage and 
the cost of decommissioning will continue to 
increase. 

In January 2001, l&M and STPNOC. 
on behalf of STP's joint owners, joined a 
lawsuit against DOE. filed in November 2000 
by unaffiliated utilities, related to DOE's 
nuclear waste fund cost recovery settlement 
with PECO Energy Corporation. The 
settlement allows PECO to skip two payments 
to the DOE for disposal of SNF due to the 
lack of progress towards development of a 
permanent repository for SNF. The 
companies believe the settlement is unlawful 
as the settlement would force other utilities to 
make up any shortfall in DOE's SNF disposal 
funds. 

The cost to decommission nuclear 
plants is affected by both NRC regulations 
and the delayed SNF disposal program. 
Studies completed in 2000 estimate the cost 
to decommission the Cook Plant ranges fi-om 
$783 million to $1,481 million in 2000 non-
discounted dollars. Extemal trust funds have 
been established with amounts collected from 
customers to decommission the plant At 
December 31, 2000, the total 
decommissioning trust fund balance for Cook 
Plant was $558 million which includes 
earnings on the trust investments. Studies 
completed in 1999 for STP estimate CPL's ^ . 
share of decommissioning cost to be $289 ^ B 
million in 1999 non-discounted dollars. 
Amounts collected from customers to 
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decommission STP have been placed in an 
external trust. At December 31, 2000, the 
total decommissioning trust fund for CPL's 
share of STP was $94 million which includes 
earnings on the trust investments. Estimates 
from the decommissioning studies could 
continue to escalate due to the uncertainty, in 
the SNF disposal program and the length of 
time that SNF may need to be stored at the 
plant site. We will work with regulators and 
customers to recover the remaining estimated 
costs of decommissioning Cook Plant and 
STP through regulated rates and, where 
generation has been deregulated, through 
wires charges. However, AEP's future results 
of operations, cash flows and possibly its 
financial condition would be adversely 
affected if the cost of SNF disposal and 
decommissioning continues to increase and 
cannot be recovered. 

Foreign Energy Delivery, Woridwide Energy 
Investments and Other Business Operations 

Woridwide electric and gas operations 
on the Consolidated Statements of Income 
include the foreign energy delivery, woridwide 
energy investments, and other segments of 
AEP's business. See Note 14 of the Notes to 
Consolidated Financial Statements for a 
discussion of segments. 

The Company's investment in certain 
types of activities is limited by PUHCA. SEC 
authorization under PUHCA limits the 
Company to issuing and selling securities in 
an amount up to 100% of its average 
quarteriy consolidated retained earnings 
balance for investment in EWGs and FUCOs. 
At December 31. 2000, AEP's investment in 
EWGs and FUCOs was $1.8 billion compared 
to AEP's limit of $3.4 billion by law. 

SEC mles under PUHCA pennit AEP to 
invest up to 15% of consolidated capitalizatk^n 
(such amount was $3.5 billion at December 
31, 2000) in energy-related companies that 
engage in marketing and/or trading of 
electricity, gas and other energy commodities. 
The Company's gas trading business and its 
interests in domestic cogeneration projects 
are reported as investments under this rule 

and at December 31, 2000, the Company's 
investment was less than one million dollars. 

The Company continues to evaluate 
tiie U.S. and inter-national energy markets for 
investment opportunities that complement its 
wholesale operations. Management expects 
to continue to pursue new and existing energy 
supply projects and to provide energy related 
sen/ices woridwide. Future eamings will be 
impacted by the performance of existing and 
any future investments. 

The major business activities and 
subsidiaries of AEP's woridwide electric and 
gas operations are SEEBOARD. CitiPower, 
Yorkshire, European energy trading 
operations. U.S. power trading more than two 
transmission systems removed from tiie AEP 
transmission system and gas trading 
operations in the U.S., domestic and foreign 
generating facilities in China, Mexico and the 
U.S., electric distribution in South America 
and power plant construction. SEEBOARD's 
principal business is the distribution and 
supply of electricity in southeast England. 
CitiPower provides electricity and electric 
distribution sen îce in the city of Melbourne, 
Australia. The Company owns 100% of 
SEEBOARD and CitiPower. The revenues 
and operating expenses for SEEBOARD and 
CitiPower are included in woridwide revenues 
and expenses on AEP's Consolidated 
Statements of Income. Interest, taxes and 
other nonoperating items for SEEBOARD and 
CitiPower are included in tiie appropriate 
income statement lines. 

In 1998 SEEBOARD's 80% owned 
subsidiary, SEEBOARD Poweriink, signed a 
30-year contract for $1.6 billion to operate, 
maintain, finance and renew the high-voltage 
power distribution network of the London 
Underground transportation system. 
SEEBOARD Poweriink will be responsible for 
distiributing high voltage electricity to supply 
270 London Underground stations and 250 
miles of tiie rail system's track. SEEBOARD's 
partners in Poweriink are an international 
electrical engineering group and an 
international cable and construction group. 
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The Company has a 50% investment in 
Yorkshire, another U.K. regional electricity 
distribution and supply company. The 
investment is accounted for using the equity 
method of accounting with equity earnings 
included in other income (net) on the AEP 
Consolidated Statements of Income. In 
December 2000 the Company entered into 
negotiations to sell its investment in 
Yorkshire. On February 26, 2001, an 
agreement to sell the Company's 50% interest 
in Yorkshire was signed. The sale is 
expected to close by March 31. 2001. See 
Note 10 of the Notes to Consolidated 
Financial Statements. 

In the U.K. all residential and 
commercial customers have been allowed to 
choose their electricity supplier since May 
1999, Margins on retail electric sales have 
been generally declining due to competition. 
In April 2000 final proposals from tiie 
regulatory commission reduced distribution 
rates and electricity supply price caps. The 
distribution rate reductions and reduced price 
caps are expected to reduce the Company's 
earnings from SEEBOARD and its Yorkshire 
investment. In response to these final 
proposals and increasing competition, 
SEEBOARD and Yorkshire adopted an 
aggressive program of reducing controllable 
costs. Significant features of this program 
include staff reductions, outsourcing of certain 
functions and consolidation of facilities. 
Management intends to aggressively pursue 
this cost reduction program and continues to 
evaluate additional cost reduction measures 
to further mitigate the effects of the final 
proposals and increasing competition in the 
U.K. electricity supply business. Management 
expects that, despite the cost control 
measures, the rate reductions wilt negatively 
impact its eamings. 

The Utilities Act which became law in 
the U.K. in July 2000 includes a requirement 
for separate licensing of electricity supply and 
distribution and the introduction of a 
prohibition of electricity supply and distribution 
licenses being held by the same legal entity. 
This requirement effectively means that the 
electi-lcity supply and distribution businesses 

of SEEBOARD and Yorkshire must be held by 
separate companies. However, AEP will not 
be required to divest its interest in either the 
supply entity or the disti'ibution entity. The 
separation of the supply and distribution 
business into two entities each for 
SEEBOARD and Yorkshire is not expected to 
have a material impact on future results of 
operations or cash flows. 

Beginning January 1, 2001 price 
reductions on tiie supply and distribution of 
electricity are being implemented in Victoria, 
Australia. The effect of these price reductions 
is expected to reduce CitiPower's results of 
operatrans to the extent that they cannot be 
offset by reduced expenses, improved 
efficiencies or increased sales. 

A new, higher tariff rate for the 
electricity from two 250 MW coal-fired 
generating units located in Henan Province, 
China was approved by the Central Chinese 
government in January 2000. The Company 
owns 70% of these units, with the remaining 
30% owned by two Chinese partiiers. As a 
result of the new tariff the units contributed 
positively to AEP's results of operations for 
2000 after Incurring a loss in 1999. 

Other foreign generating facilities 
include a 37.5% interest in 675 MW of 
capacity in the U.K. and a 50% Interest in 118 
MW of capacity in Mexico. The Company 
also has a 50% ownerehip interest in two 
generating plants under construction; a 600 
MW facility in Mexico and a 400 MW facility in 
the U.K. All of these facilities sell their 
capacity under long-term contracts. The 
investment in these facilities is accounted for 
using the equity method. 

AEP. through its CSW Energy 
subsidiary, has an ownership interest in 
seven operational domestic generation 
facilities in Colorado, Florida and Texas with 
one 440 MW facility under construction. 
These plants are EWGs or qualifying facilities 
(QF) as defined by law and not subject to ^ ^ 
cost-based rate regulation or the application ^ P 
of SFAS 71 regulatory accounting. The 
combined installed capacity ofthe operational 
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facilities is 1,508 MW at December 31, 2000. 
The power from these QF facilities is sold 
under long-tenn power purchase agreements 
with the local host facility. Any merchant 
power is sold in the wholesale market 
generally under short-term contract. As a 
result, increases in the market price of natural 
gas used to generate electricity at these 
facilities may adversely impact results of 
operations. 

In 1999 a 50% equity interest in one of 
the above facilities was sold to an unaffiliated 
company. The after-tax gain from the sale 
was approximately $33 million. An additional 
unit is under construction at this facility. 
Pursuant to the terms of the sale agreement, 
the unaffiliated company will make additional 
payments to CSW Energy upon completion of 
the additional unit. 

Under terms of the FERC and Texas 
settlement agreements that approved the 
merger, the divestiture of certain generating 
units is required. The Frontera power plant, 
one of CSW Energy's facilities, is specifically 
identified as one of the plants where the entire 
ownership interest must be sold. On Febmary 
8, 2001, AEP announced that it had reached 
agreement with an unaffiliated company to 
sell the 500 MW Frontera power plant for 
$265 million in cash. 

In 2000 an electricity and gas trading 
operation in Europe was added. This 
business requires minimal capital investment 
and offers an opportunity to employ our 
expertise in energy marketing and trading to 
a new market. 

The domestic gas trading operation 
grew substantially in 2000 and is expected to 
benefit from the planned acquisition of the 
Houston Pipe Line Company which was 
announced in January 2001. The acquisition 
of Houston Pipe Line Company, which has 
more than 4,400 miles of natural gas 
transmission pipeline and operates one of the 
largest storage facilities, is expected to 
complement our intra-state gas transmission 
and storage facilities in Louisiana and extends 
AEP's strategy of linking physical energy 

asset operations with trading and marketing 
operations. 

AEP's Louisiana gas operation is LIG, 
a midstream natural gas operation, that was 
purchased in December 1998 for 
approximately $340 million including working 
capital funds. LIG includes a fully integrated 
natural gas gathering, processing, storage 
and transportation operation in Louisiana and 
a gas trading and marketing operation. Assets 
include an intrastate pipeline system, natural 
gas liquids processing plants and natural gas 
storage facilities. 

AEP's subsidiaries are engaged in the 
engineering and construction for third parties 
of three power plants in the U.S. with a 
capacity of 1,910 MW. These plants will be 
natural gas-fired facilities that are scheduled 
to be completed from 2001 to 2003. AEP 
intends to use its engineering, trading and 
marketing expertise on these projects some 
of which also include power purchase and 
power sale agreements to enhance its results 
of operations. 

Financial Condition 

The Cook Plant extended outage and 
related restart expenditures negatively 
affected 2000 eamings and cash flows and 
the write-off related to COLI and non-
regulated subsidiaries further depressed 
eamings. Although the 2000 dividend payout 
ratio was 289%, it is expected tiiat the ratio 
will improve significantly as a result of 
earnings growth in 2001. ft has been a 
management objective to reduce the payout 
ratio by increasing earnings. Management 
expects to grow future earnings by growing 
the wholesale business and by controlling 
operations and maintenance costs. 

AEP's common equity to total 
capitalization, including long-term debt due 
within one year and short-term debt, 
decreased from 37% in 1999 to 34% in 2000. 
Preferred stock at 1% remained unchanged. 
Long-term debt decreased from 60% to 47%, 
while short-term debt increased from 12% to 
18%. The Company's intention is to maintain 
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flexibility during corporate separation by 
issuing fioating rate debt. In 2000, the 
Company did not issue any shares of 
common stock to meet the requirements of 
the Dividend Reinvestment and Direct Stock 
Purchase Plan and the Employee Savings 
Plan. Sales of common stock and/or equity 
linked securities may be necessary in the 
future to support the Company's plan to grow 
the business. 

Expenditures for domestic electric 
utility construction are estimated to be $6 
billion for the next three years. Approximately 
70% of construction expenditures are 
expected to be financed by internally 
generated funds. 

The year-end ratings of the 
subsidiaries' first mortgage bonds are listed in 
the following table: 

company 

APCO 
CSPCO 
I&M 
KPCO 
OPCo 
CPL 
PSO 
SWEPCO 
WTU 

Moody's SAP Fitch 

A3 
A3 
Baal 
Baal 
A3 
A3 
Al 
Al 
A2 

A 
A-
A-
A-
A-
A-
A 
A 
A-

A-
A 
BBB-h 
BBB-t-
A-
A 
A+ 
A+ 
A 

The ratings at the end of the year for 
senior unsecured debt issued by the 
subsidiaries are listed in the following table: 

company Moody's S&P F i t c h 

AEP Resources* 
APCo 
CSPCO 
I&M 
KPCO 
OPCo 
CPL 
PSO 
SWEPCO 
virru 

Baa2 
Baal 
Baal 
Baa2 
Baa2 
Baal 
Baal 
A2 
A2 
A3 

BBB+ 
BBB-i-
BBB+ 
BBB+ 
BBB-t-
BBB+ 
BBB+ 
BBB-t-
BBB4-
BBB+ 

BBB+ 
BBB-H 
A-
BBB 
BBB 
BBB+ 
A-
A 
A 
-

• Hie rating is for a series of senior notes Issued with a 
Support Agreement fnDm AEP. 

Financing Activity 

Debt was issued in 2000 for the 
funding of debt maturities, for construction 
programs and for the growth of the wholesale 
business. AEP and its subsidiaries issued 
$1.1 billion principal amount of long-term 
obligations in 2000 at variable interest rates 
with due dates ranging from 2001 to 2007. 

The principal amount of long-term debt 
retirements, including maturities, totaled $1.6 
billion with interest rates ranging from 5.25% 
to 9.6%. 

The domestic electric utility 
subsidiaries generally issue short-tenn debt to 
provide for interim financing of capital 
expenditures that exceed internally generated 
funds. They periodically reduce their 
outstanding short-term debt through 
issuances of long-term debt and additional 
capital contributions by the parent company. 
The sources of funds available to the parent 
company, AEP. are dividends from its 
subsidiaries, short-term and long-term 
borrowings and proceeds from the issuance 
of common stock. 

The subsidiaries formed to pursue 
woridwide electric and gas opportunities use 
short-tenm debt and capital conti'ibutions from 
the parent company for interim financing of 
working capital and acquisitions. Short-term 
debt is replaced with long-tenn debt when 
flnancial market conditions are favorable. 
Some acquisitions of existing business 
entities include the assumption of their 
outstanding debt. 

The AEP System uses short-tenn debt, 
primarily commercial paper, to meet 
fiuctuations in working capital requirements 
and other interim capital needs. AEP has 
established a system money pool to meet the 
short-term borrowings for certain of its 
subsidiaries, primarily the domestic electric 
utility operations. In addition, AEP also funds 
the short-term debt requirements of other 
subsidiaries that are not included in the 
money pool. As of December 31, 2000, AEP 
had back up credit facilities totaling $3.5 
billion to support its commercial paper 
program. At December 31. 2000, AEP had 
$2.7 billion outstanding in short-term 
borrowings. The maximum amount of short-
term borrowings outstanding during tiie year, 
which had a weighted average interest rate 
for the year of 7.5%, was $2.7 billion during 
December 2000. 
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AEP Credit purchases, without 
recourse, the accounts receivable of most of 
the domestic utility operating companies and 
certain non-affiliated electric utility companies. 
The sale of accounts receivable provides the 
domestic electric utility operating companies 
with cash immediately, thereby reducing 
working capital needs and revenue 
requirements. In addition, AEP Credit's 
capital structure contains greater leverage 
than that of the domestic electric utility 
operating companies, so cost of capital is 
lowered. AEP Credit issues commercial 
paper to meet its financing needs. At 
December 31, 2000, AEP Credit had a $2.0 
billion unsecured back up credit facility to 
support its commercial paper program, which 
had $1.2 billion outstanding. The maximum 
amount of such commercial paper 
outstanding during the year, which had a 
weighted average interest rate of 6.6%, was 
$1.5 billion during September 2000. 

Market Risks 

The Company as a major power 
producer and a trader of wholesale electricity 
and natural gas has certain market risks 
inherent in its business activities. The trading 
of electricity and natural gas and related 
financial derivative instruments exposes the 
Company to market risk. Market risk 
represents the risk of loss that may impact the 
Company due to changes in commodity 
market prices and rates. Policies and 
procedures have been established to identify, 
assess, and manage market risk exposures 
including the use of a risk measurement 
model which calculates Value at Risk (VaR). 
The VaR is based on the variance -
covariance method using historical prices to 
estimate volatilities and correlations and 
assuming a 95% confidence level and a one-
day holding period. Throughout the year 
ending December 31, 2000 tiie average, high, 
and low VaRs in the wholesale electricity and 
gas trading porffolio were $10 million, $32 
million, and $1 million, respectively. The 
average, high, and low VaRs for the year 
ending December 31,1999 was $4 million. $8 

millbn, and $1 million, respet^ively. Based on 
this VaR ar^lysis, at December 31, 2000 a 
near tenn typical change in commodity prices 
is not expected to have a material effect on 
the Company's results of operations, cash 
flows or financial condition. 

Investments in foreign ventures expose 
the Company to risk of foreign currency 
fiuctuations. The Company's exposure to 
changes in foreign currency exchange rates 
related to these foreign ventures and 
investments is not expected to be significant 
for the foreseeable future. 

The Company is exposed to changes 
in interest rates primarily due to short-and 
long-term borrowings to fund its business 
operations. The Company measures interest 
rate market risk exposure utilizing a VaR 
model. The interest rate VaR model is based 
on a Monte Cario simulation with a 95% 
confidence level and a one year holding 
period. The volatilities and correlations were 
based on three years of weekly prices. The 
risk of potential loss in fair value atti'lbutable 
to the Company's exposure to interest rates, 
primarily related to long-term debt with fixed 
interest rates, was $998 million at December 
31, 2000 and $966 million at December 31, 
1999. The Company would not expect to 
liquidate its entire debt porffolio in a one year 
holding period. Therefore, a near tenn change 
in interest rates should not materially affect 
results of operations or the consolidated 
financial position of the Company. The 
Company is currently utilizing interest rate 
swaps as a hedge to manage its exposure to 
interest rate fluctuations in the U.K. and 
Australia. 

The Company has investinents in debt 
and equity securities which are held in 
nuclear tmst fijnds. The trust investments and 
tiieir fair value are discussed in Note 15 of tiie 
Notes to Consolidated Financial Statements. 
Instruments in the ti-ust funds have not been 
included in the market risk calculation for 
interest rates as these instmments are 
marked-to-market and changes in market 
value are reflected in a corresponding 
decommissioning liability. Any differences 
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between tiie trust fund assets and the ultimate 
liability should be recoverable from 
ratepayers. 

Inflation affects AEP's cost of replacing 
utility plant and the cost of operating and 
maintaining its plant. The rate-making 
process limits recovery to tiie historical cost of 
assets, resulting in economic losses when the 
effects of inflation are not recovered from 
customers on a timely basis. However, 
economic gains that result from the 
repayment of long-term debt with inflated 
dollars partly offset such losses. 

Other Matters 

New Accounting Standards - SFAS 133. 
"Accounting for Derivative Instruments and 
Hedging Activities", as amended by SFAS 
137 and SFAS 138, is effective for the AEP 
System beginning January 1, 2001. SFAS 
133 requires that entities recognize alt 
derivatives as either assets or liabilities and 
measure them at fair value. Changes in the 
fair value of derivative assets and liabilities 
must be recognized currently in net income. 
Changes in the derivatives that are effective 
cash fiow hedges are recorded in other 
comprehensive income. 

Pending the resolution of certain 
industry issues presently before the FASB's 
Derivatives Implementation Group (DIG), the 
effect of adoption of SFAS 133 will result in 
transition adjustment amounts which will have 
an immaterial effect on both net income and 
other comprehensive income. 

The FASB's DIG, has issued tentative 
guidance, which has not yet been approved 
by the FASB, that option contracts cannot 
qualify as normal purchases and sales. In 
addition there are two industry issues pending 
resolution by the DIG related to whether 
electric capacity contracts that may have 
some characteristics of purchased and written 
options can qualify as normal sales, and 
whether conti'acts which do not result in 
physical delivery of power because of 
transmission constraints are derivatives. 

While the Company believes the 
majority of the its fuel supply agreements 
should qualify as normal purchases and that 
the majority of Its power sales agreements 
qualify as normal sales, the ultimate 
resolution of the above issues may result in 
accounting for certain power sales and fuel 
supply agreements as derivatives which may 
have a material effect on reported net income 
under SFAS 133. Whether the impact will be 
favorable or adverse will depend on the 
market prices compared to the contractual 
prices at the time of valuation. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND 
^NSOLIDATED STATEMENTS OF INCOME 
^•millions - except per share amounts) 

REVENUES: 
Domestic Electric utility operations 
worldwide Electric and Gas operations 

TOTAL REVENUES 

EXPENSES: 
Fuel and purchased Power 
Maintenance and other operation 
Non-recoverable Merger costs 
Depreciation and Amortization 
Taxes other Than income Taxes 
Worldwide Electric and Gas operations 

TOTAL EXPENSES 

OPERATING INCOME 

OTHER INCOME (net) 

INCOME BEFORE INTEREST, PREFERRED 
DIVIDENDS AND INCOME TAXES 

SUBSIDIARY COMPANIES 

INTEREST AND PREFERRED DIVIDENDS 

:0ME BEFORE INCOME TAXES 

TNCOME TAXES 

INCOME BEFORE EXTRAORDINARY ITEM 

INCi 

Year Ended December 31. 
2000 1999 1998 

$10,827 
2.867 

13.694 

4.128 
3,017 
203 

1,062 
671 

2.587 

11.668 

2,026 

33 

2,059 

1.160 

899 

597 

$ 9 
2 

1? 

3 
2 

1 

2 

10 

2 

2 

1 

838 
S69 

407 

449 
675 

Oil 
664 
.28? 

,082 

,325 

139 

,464 

996 

,468 

482 

$ 9,834 
2.006 

11.840 

3,455 
2.596 

989 
659 

1.861 

9 

2 

2 

1 

•560 

280 

95 

,375 

898 

,477 

502 

302 986 975 

EXTRAORDINARY LOSSES: 
DISCONTINUANCE OF REGULATORY ACCOUNTING 
FOR GENERATION 

LOSS ON REACQUIRED DEBT 
NET INCOME 

AVERAGE NUMBER OF SHARES OUTSTANDING 

EARNINGS PER SHARE: 
Income Before Extraordinary Item 
Extraordinary Losses 
Net Income 

CASH DIVIDENDS PAID PER SHARE 

See Notes to consolidated Financial statements 

(35) 

2£Z 
32g 

$ 0.94 

fo.ii:) 

$ 0.83 

$ 2.40 

(8) 

^Z2 
i l l 

$3.07 
(.04) 

3=3.03 

$2.40 

.925 

lis 

$3.06 

^3706 

$2.40 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY 
CONSOLIDATED BALANCE SHEETS 
(in millions - except share data) 

ASSETS 

CURRENT ASSETS: 
Cash and Cash Equivalents 
Special Deposits 
Accounts Receivable: 

Customers 
Miscellaneous 
Allowance for uncollectible Accounts 

Energy Trading contracts 
other 

TOTAL CURRENT ASSETS 

PROPERTY PLANT AND EQUIPMENT: 
Electric: 

Production 
Transmission 
Distribution 

other (including gas and coal mining assets 
and nuclear fuel) 

construction work in Progress 
Total Property, Plant and Equipment 

Accumulated Depreciation and Amortization 

Î ET PROPERTY, PLANT AND EQUIPMENT 

REGULATORY ASSETS 

INVESTMENTS IN POWER AND COMMUNICATIONS PROJECTS 

GOODWILL (NET OF AMORTIZATION) 

LONG-TERM ENERGY TRADING CONTRACTS 

OTHER ASSETS 

TOTAL 

COMPANIES 

December 
200Q 

$ 437 

827 
2,883 

(11) 
16,627 

1.268 

22.031 

16,328 
5.609 

10.843 

4.077 
1 231 

15,695 

22,393 

3.698 

782 

1.382 

1.620 

2.642 

$54.548 

A w 
31 . 

1999 

$ 609 
50 

553 
1,486 

(12) 
1,001 
1,311 

4,998 

15,869 
5,495 

10,432 

4 ,081 
1.061 

36,938 
15,073 

21,865 

3 , 4 ^ 

862 

1,531 

136 

2,863 

$35,719 

See Notes to Consolidated Financial statements 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
NSOLIDATED BALANCE SHEETS 

# 

LIABILITIES AND SHAREHOLDERS' EQUITY 

CURRENT LIABILITIES: 
Accounts Payable 
Short-term Debt 
Long-term Debt Due within one Year* 
Energy Trading contracts 
other 

TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT* 

CERTAIN SUBSIDIARY OBLIGATED, MANDATORILY REDEEMABLE, 
PREFERRED SECURITIES OF SUBSIDIARY TRUSTS HOLDING 
SOLELY JUNIOR SUBORDINATED DEBENTURES OF SUCH 
SUBSIDIARIES 

DEFERRED INCOME TAXES 

DEFERRED GAIN ON SALE AND LEASEBACK - ROCKPORT PLANT UNIT 2 

DEFERRED INVESTMENT TAX CREDITS 

LONG-TERM ENERGY TRADING CONTRACTS 

^fERRED CREDITS AND REGULATORY LIABILITIES 

OTHER NONCURRENT LIABILITIES 

CUMULATIVE PREFERRED STOCK OF SUBSIDIARIES* 

COMMITMENTS AND CONTINGENCIES (Note 8) 

COMMON SHAREHOLDERS' EQUITY: 
Common Stock-Par value $6.50: 

2000 1999 
Shares Authorized, ,600.000,000 600,000,000 
Shares issued. . . .331,019,146 330.692,317 
(8,999,992 shares were held in treasury 
at December 31, 2000 and 1999) 

Paid-in capital 
Accumulated other comprehensive income (Loss) 
Retained Earnings 

TOTAL COMMON SHAREHOLDERS' EQUITY 

TOTAL 

*see Accompanying schedules. 

December 31. 
200Q 

$ 2,627 
4,333 
1,152 
16,801 
2.154 

27,067. 

9.602 

1999. 

$ 1,280 
3,012 
1.367 
964 

1.443 

8.066. 

10.157 

i34 

4-875 

203 

i28 

1-381 

637 

1.706 

161 

335 

5.150 

213 

580 

108 

607 

1.648 

182 

2,152 
2,915 
(103) 
3.090 

8,054 

$54,548 

2,149 
2,898 

(4) 
3,630 

8.673 

$35,719 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
(in millions) 

Year Ended December 31. 

OPERATING ACTIVITIES: 
Net Income 
Adjustments for Noncash Items: 

Depreciation and Amortization 
Deferred Federal income Taxes 
Deferred investment Tax credits 
Amortization (Deferral) of operating 

Expenses and carrying charges (net) 
Equity in Earnings of Yorkshire 

Electricity Group pic 
Extraordinary item 
Deferred costs Under Fuel clause Mechanisms 

Changes in certain current Assets 
and Liabilities: 
Accounts Receivable (net) 
Fuel, Materials and Supplies 
Accrued utility Revenues 
Accounts Payable 
Taxes Accrued 

payment of Disputed Tax and interest 
Related to COLI 

other (net) 
Net cash Flows From operating Activities 

INVESTING ACTIVITIES: 
construction Expenditures 
Investment in CitiPower 
investment in Gas Assets 
other 

Net cash Flows used For 
Investing Activities 

FINANCING ACTIVITIES: 
issuance of Common Stock 
issuance of Long-term Debt 
Retirement of Cumulative Preferred stock 
Retirement of Long-term Debt 
change in short-term Debt (net) 
Dividends Paid on common stock 
other Financing Activities 

Net cash Flows From Financing Activities 

Effect of Exchange Rate change on Cash 

Net Increase (Decrease) in Cash and 
Cash Equivalents 

cash and Cash Equivalents January 1 
Cash and cash Equivalents December 31 

see Notes to consolidated Financial statements. 

2000 

$ 267 

1,299 
(170) 
(36) 

48 

(44) 
35 

(449) 

(1,632) 
147 
(79) 

1,322 
172 

319 

1.503 

(1,773) 

' 19 

(1.754) 

14 
1,124 
(20) 

(1,565) 
1,308 
(805) 

56 

23 

(172) 
609 

$ 437 

1999 

$ 972 

1,294 
180 
(38) 

(151) 

(45) 
14 

(191) 

(80) 
(162) 
(35) 
74 
29 

(16) 
(231) 
1.614 

(1,680) 

7 

(1,673) 

93 
1,391 

8S 
812 
(833) 

(2^ 

274 

1998 

$ 975 

1.171 

15 

(38) 

36 

(329) 
(23) 
5 

270 
20 

(303) 
195 

1.955 

(l,3g|| 
(i.olP 
(340) 
(54) 

(2.844) 

96 
2,645 
(28) 

(1,101) 
264 
(827) 

1.049 

_ 

160 
175 

$ 335 
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AIV1ERICAN ELECTRIC POWER COiVIPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY 
{in millions) 

JANUARY 1, 1998 
conforming Change in Accounting Policy 
Reclassification Adjustment 
Adjusted Balance at Beginning of Period 
issuances 
Reti rements and Other 
Cash Dividends Declared 

comprehensive income: 
otrier Comprehensive income. Net of Taxes 
Foreiqn Currency Translation Adjustment 
unrealized Loss on securities 
Adjustments for Gain 
included in Net Income 

Minimum Pension Liability 
Net income 
Total comprehensive Income 

DECEMBER 31, 1998 
conforming change in Accounting Policy 
Adjusted Balance at Beginning of Period 
issuances 
Retirements and other 
cash Dividends Declared 

Comprehensive Income: 
other comprehensive income, Net of Taxes 
Foreign currency Translation Adjustment 
Minimum Pension Liability 
Net Income 
Total comprehensive income 

DECEMBER 31, 1999 
conforming Change in Accounting policy 
Adjusted Balance at Beginning of Period 
issuances 
Cash Dividends Declared 
other 

Comprehensive income: 
Otrier Comprehensive income^ Net of Taxes 
Foreign currency Translation Adjustment 
Reclassification Adjustment 
For LOSS Included in Net income 

Net income 
Total comprehensive income 

DECEMBER 31, 2000 

Common 
Shares 

stock 
Amount 

Paid-in 
Caoi tal 

Retai ned 
Earnings 

Accumulated 
Other 
comprehensive 
income (Loss") Total 

326 

326 
2 

$2,036 

85 
2,121 

13 

$2,818 

"(85-) 
2,733 

83 
2 

$3,356 
(13) 

3,343 

3 
(827) 

975 

328 2,134 2,818 3.494 
Xi) 

$ 23 

23 

6 
(14) 

(7) 
(1) 

$8,233 
(13) 

8,220 
96 
5 

(827) 
7.494 

6 
(14) 

(7) 
(1) 

975 
.152 

8,453 
Q) 

328 
3 

-

331 

331 

-

-

2.134 
15 

-

2,149 

i,149 
3 

-

-

2.818 
77 
3 

_ 

2,898 

2,898 
11 

6 

-

-

3,493 

(833) 

972 

3.632 

C805^ 

-

267 

7 

CIS) 

(4) 

(4) 

(119) 

20 

8,452 
92 

- 1 % ' 

(13) 

' • % 
8,673 

14 
(SOS) 

4 
7,886 

(119) 

20 

^ 12^152 $2.915 $3.090 $flQ3) $B.Q54 

See Notes to Consolidated Financial Statennents. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Significant Accounting Policies: 

Business Operations - AEP's principal business 
conducted by its eleven domestic electric utility 
operating companies is tlie generation, 
transmission and distribution of electric power. 
These companies are subject to regulation by the 
FERC under the Federal Power Act and follow 
the Uniform System of Accounts prescribed by 
FERC. They are subject to further regulation with 
regard to rates and other matters by state 
regulatory commissions. 

Wholesale marketing and trading of electricity and 
gas is conducted in the United States and 
Europe. In addition the Company's domestic 
operations includes non-regulated independent 
power and cogeneration facilities and an intra
state midstream natural gas operation in 
Louisiana. 

International operations include regulated supply 
and distribution of electricity and other non-
regulated power generation projects in the United 
Kingdom, Australia. Mexico, South America and 
China. 

In addition to the above energy related 
operations, the Company is also involved in 
domestic factoring of accounts receivable, 
investing in leveraged leases and providing 
energy services woridwide and communications 
related services domestically. 

Rate Regulation - The AEP System is subject to 
regulation by the SEC under the PUHCA. The 
rates charged by the domestic utility subsidiaries 
are approved by the FERC and the state utility 
commissions. The FERC regulates wholesale 
electricity operations and transmission rates and 
the state commissions regulate retail generation 
and distribution rates. The prices charged by 
foreign subsidiaries located in the UK, Australia, 
China, Mexico and Brazil are regulated by the 
authorities of that country generally subject to 
price controls. 

Principles of Consolidation - The consolidated 
financial statements include AEP Co., Inc. and its 
wholly-owned and majority-owned subsidiaries 
consolidated with their wholly-owned subsidiaries. 
Significant intercompany items are eliminated in 
consolidation. Equity investments that are 50% 
or less owned are accounted for using the equity 
method with their equity earnings included in 
Other Income, net. 

Basis of Accounting - As the owner of cost-based 
rate-regulated electric public utility companies, 
AEP Co., Inc's consolidated financial statements 
reflect the actions of regulators that result in the 
recognition of revenues and expenses in different 
time periods than enterprises that are not rate 
regulated. In accordance with SFAS 71, 
"Accounting for the Effects of Certain Types of 
Regulation." regulatory assets (deferred 
expenses) and regulatory liabilities (deferred 
revenue) are recorded to reflect the economic 
effects of regulation by matching expenses with 
their recovery through regulated revenues. 
Application of SFAS 71 for the generation portion 
of the business was discontinued as follows: in 
Ohio by OPCo and CSPCto in September 2000. in 
Virginia and West Virginia by APCo in June 2000, 
in Texas by CPL, WTU. and SWEPCo in 
September 1999 and in Ari<ansas by SWEPCo in 
September 1999. See Note 7. Industry 
Restructuring for additional information. 

Use of Estimates - The preparation of these 
financial statements in conformity with generally 
accepted accounting principles requires in certain 
instances the use of estimates and assumptions 
that affect the reported amounts of assets and 
liabilities along with the disclosure of contingent 
liabilities at the date of financial statements and 
the reported amounts of revenues and expenses 
during the reporting period. Actual results could 
differ from those estimates. 
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Property, Plant and Equipment - Domestic 
electric utility property, plant and equipment are 
stated at original cost of the acquirer. The 
property, piant and equipment of SEEBOARD, 
CitiPower and LIG are stated at their fair market 
value at acquisition plus the original cost of 
property acquired or constructed since the 
acquisition, less disposals. Additions, major 
replacements and betterments are added to the 
piant accounts. For cost-based rate regulated 
operations retirements from the plant accounts 
and associated removal costs, net of salvage, are 
deducted from accumulated depreciation. The 
costs of labor, materials and overheads incurred 
to operate and maintain plant are included in 
operating expenses. 

Allowance for Funds Used During Construction 
(AFUDC) - AFUDC is a noncash nonoperating 
income item that is capitalized and recovered 
through depreciation over the service life of 
domestic regulated electric utility plant. For 
domestic regulated electric utility plant, it 
'represents the estimated cost of borrowed and 
equity funds used to finance construction 
projects. The amounts of AFUDC for 2000,1999 
and 1998 were not significant. Effective with the 
discontinuance of the application of SFAS 71 
regulatory accounting for domestic generating 
assets in Arkansas, Ohio. Texas, Virginia and 
West Virginia and for woridwide operations 
interest is capitalized during construction in 
accordance with SFAS 34, "Capitalization of 
Interest Costs." The amounts of interest 
capitalized was not material in 2000, 1999, and 
1998. 

Depreciation, Depletion and Amortization -
Depreciation of property, plant and equipment is 
provided on a straight-line basis over the 
estimated useful lives of property, other than coal

mining property, and is calculated largely through 
the use of composite rates by functional class as 
follows: 

Functional class 
of Property 

Production: 
Steam-Nuclear 
Steam-Fossi1-Fi red 
Hydroelectr ic-
conventional 
and Pumped storage 

Transmission 
D is t r ibu t ion 
Other 

Functional class 
of Property 

production: 
Steara-Nuclear 
Steara-Fossi1-Fi red 
Hydroelectr ic-
conventional 

and Pumped storage 
Transmission 
Dis t r ibu t ion 
Other 

Functional class 
of Property 

Production: 
Steam-Nuclear 
Steam-Fossi1-Fi red 
Hydroelectr ic-
Conventional 

and Pumped storage 
Transmission 
Di s t r i buti on 
Other 

Annual composite 
Depreciation Rates Ranoes 

2QQQ 

2.8% t o 3.436 
2.3% t o 4.5% 

2.7% t o 3.4% 
1.7% t o 3.1% 
3.3% to 4.2% 
2.5% t o 20.0% 

Annual composite 
Depreciation Rates Ranges 

1999 

2.8% to 3.4% 
3.2% to 5.0% 

2.7% t o 3.4% 
1.7% t o 2.7% 
2.8% t o 4.2% 
2.0% t o 20.0% 

Annual Composite 
Depreciation Rates Ranges 

1998 

2.8% to 3.4% 
3.2% to 4.4% 

2.7% t o 3.4% 
1.7% t o 2.7% 
3.3% t o 4.2% 
2.5% t o 20.0% 

Depreciation, depletion and amortization of coal
mining assets is provided over each asset's 
estimated useful life or the estimated life of the 
mine, whichever is shorter, and is calculated 
using the straight-line method for mining 
structures and equipment. The units-of-
production method is used to amortize coal rights 
and mine development costs based on estimated 
recoverable tonnages at a cun"ent average rate of 
$6.07 per ton in 2000. $2.32 per ton in 1999 and 
$1.85 per ton in 1998. These costs are included 
in the cost of coal charged to fuel expense. See 
Note 5 "Rate Matters" regarding the closure and 
possible sale of affiliated mines. 

Cash and Cash Equivalents - Cash and cash 
equivalents include temporary cash investments 
with original maturities of three months or less. 
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Inventory - Except for CPL, PSO and WTU, the 
domestic utility companies value fossil fuel 
inventories using a weighted average cost 
method. CPL, PSO and WTU, utilize the LIFO 
method to value fossil fuel inventories. SWEPCo 
continues to use the weighted average cost 
method pending approval of its request to the 
Arkansas Commission to utilize the LIFO method. 
Natural gas inventories are marked-to-market. 

Accounts Receivable - AEP Credit Inc. (fonneriy 
CSW Credit) factors accounts receivable for the 
domestic utility subsidiaries and unaffiliated 
companies. 

Foreign Currency Translation - The financial 
statements of subsidiaries outside the U.S. which 
are included in AEP's consolidated financial 
statements are measured using the local currency 
as the functional cunency and translated into U.S. 
dollars in accordance with SFAS 52 "Foreign 
Currency Translation". Assets and liabilities are 
translated to U.S. dollars at year-end rates of 
exchange and revenues and expenses are 
translated at monthly average exchange rates 
throughout the year. Currency translation gain 
and loss adjustments are recorded In 
shareholders' equity as "Accumulated Other 
Comprehensive Income (Loss)". The non-cash 
impact of the changes in exchange rates on cash, 
resulting from the translation of items at different 
exchange rates is shown on AEP's Consolidated 
Statement of Cash Flows in "Effect of Exchange 
Rate Change on Cash." Actual currency 
transaction gains and losses are recorded in 
income. 

Energy Marketing and Trading Transactions" The 
Company engages in wholesale electricity and 
natural gas marketing and trading transactions 
(trading activities). Trading activities involve the 
sale of energy under physical fonward contracts at 
fixed and variable prices and the trading of 
energy contracts including exchange traded 
futures and options, over-the-counter options and 
swaps. The majority of these transactions 
represent physical fonward electricity contracts in 
the Compan/s traditional marketing area and are 
typically settled by entering Into offsetting 
contracts. The net revenues from these 

transactions in the Compan/s traditional 
marketing area are included in regulated 
revenues for ratemaking, accounting and financial 
and regulatory reporting purposes. 

The Company also purchases and sells electricity 
and gas options, futures and swaps, and enters 
into fon/vard purchase and sale contracts for 
electricity outside Its traditional marketing area 
and gas. These transactions represent non-
regulated trading activities that are included in 
revenues from woridwide electric and gas 
operations. 

The Company follows EITF 98-10 and EITF 00-
17, "Accounting for Contracts Involved in Energy 
Trading and Risk Management Activities" and 
"Measuring the Fair Value of Energy-Related 
Contracts in Applying Issue 98-10", respectively. 
EITF 98-10 requires that all energy trading 
contracts be marked-to-market. The effect on the 
Consolidated Statements of Income of maridng 
open trading contracts to mari<et In the 
Company's regulated jurisdictions are defen^d as' 
regulatory assets or liabilities for those open 
electricity trading transactions within the 
Company's marketing area that are included in 
cost of service on a settlement basis for 
ratemaking purposes. Non-regulated jurisdictions 
with open electricity trading transactions within 
the Company's marketing area are marked-to-
market and included in domestic electric utility 
operations revenues. Non-regulated and 
regulated jurisdictions open electricity trading 
contracts are accounted for on a mark-to-market 
basis and included in woridwide electric and gas 
operations revenues. Open gas trading contracts 
are accounted for on a maric-to-market basis and 
included in worldwide electric and gas operations. 
Unrealized mark-to-market gains and losses from 
all trading activity are reported as assets and 
liabilities, respectively. 

Hedging and Related Activities - In order to 
mitigate the risks of market price and interest rate 
fluctuations, the Company's foreign subsidiaries, 
SEEBOARD and CitiPower, utilize interest swaps, 
currency swaps and forward contracts to hedge 
such marî et fiuctuations. Changes in the market 
value of these swaps and contracts are deferred 
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until the gain or loss is realized on the underiying 
hedged asset, liability or commodity. To qualify 
as a hedge, these transactions must be 
designated as a hedge and changes in their fair 
value must con-elate with changes in the price 
and interest rate movement of the underlying 
asset, liability or commodity. This in effect 
reduces the Company's exposure to the effects of 
market fluctuations related to price and interest 
rates. 

The Company enters into contracts to manage 
the exposure to unfavorable changes in the cost 
of debt to be issued. These anticipatory debt 
instruments are entered into in order to manage 
the change in interest rates between the time a 
debt offering is initiated and the issuance of the 
debt (usually a period of 60 days). Gains or 
losses from these transactions are deferred and 
amortized over the life of the debt issuance with 
the amortization included in interest charges. 
There were no such fonward contracts 
outstanding at December 31. 2000 or 1999. See 
Note 15 - "Financial Instruments, Credit and Risk 
Management" for further discussion of the 
accounting for risk management transactions. 

Revenues and Fuel Costs - Domestic revenues 
include the accrual of service provided but 
unbilled at month-end as well as billed revenues. 
The cost of fuel consumed is charged to expense 
as incurred. Where applicable under governing 
regulatory commission retail rate orders, any 
resulting fuel cost over or under-recoveries are 
deferred as regulatory liabilities or regulatory 
assets in accordance with SFAS 71. These 
deferrals generally are billed or refunded to 
customers in later months with the regulator's 
review and approval. Wholesale jurisdictional fuel 
cost increases and decreases over amounts 
included in base rates are expensed and billed as 
incurred. See Note 5 "Rate Matters" and Note 7 
"Industry Restructuring" for further information 
about fuel recovery. 

Levelizatlon of Nuclear Refueling Outage Costs -
In order to match costs with regulated revenues, 
which include outage costs on a normalized 
basis, incremental operation and maintenance 
costs associated with periodic refueling outages 

at I&M's Cook Plant are deferred and amortized 
over the period beginning with the 
commencement of an outage and ending with the 
beginning of the next outage. 

Amortization of Cook Plant Deferred Restart 
Costs - Pursuant to settlement agreements 
approved by the lURC and the MPSC to resolve 
all Issues related to an extended outage of the 
Cook Plant, l&M deferred $200 million of 
incremental operation and maintenance costs 
during 1999. The deferred amount is being 
amortized to expense on a straight-line basis over 
five years from January 1,1999 to December 31. 
2003. l&M amortized $40 million in 1999 and 
2000. leaving $120 million as an SFAS 71 
regulatory asset at December 31, 2000 on the 
Consolidated Balance Sheets of AEP and l&M. 

Income Taxes - The AEP System follows the 
liability method of accounting for income taxes as 
prescribed by SFAS 109, "Accounting for Income 
Taxes." Under the liability method, deferred 
income taxes are provided for all temporary 
differences between the book cost and tax basis 
of assets and liabilities which will result in a future 
tax consequence. Where the flow-through 
method of accounting for temporary differences is 
reflected in regulated revenues (that Is, deferred 
taxes are not included in the cost of service for 
determining regulated rates for electricity), 
deferred income taxes are recorded and related 
regulatory assets and liabilities are established In 
accordance with SFAS 71 to match the regulated 
revenues and tax expense. 

Investment Tax Credits - Investment tax credits 
have been accounted for under the flow-through 
method except where regulatory commissions 
have reflected investment tax credits in the rate-
making process on a defenral basis, investment 
tax credits that have been deferred are being 
amortized over the life of the regulated plant 
investment. 

Debt and Preferred Stock - Where appropriate 
gains and tosses from the reacquisition of debt 
used to finance domestic regulated electric utility 
plant are generally deferred and amortized over 
the remaining term of the reacquired debt in 
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accordance with their rate-making treatment. If 
the debt Is refinanced, the reacquisition costs 
attributable to the portions of the business that 
are subject to cost based regulatory accounting 
under SFAS 71 are generally defended and 
amortized over the term of the replacement debt 
commensurate with their recovery in rates. Gains 
and losses on the reacquisition of debt for 
operations not subject to SFAS 71 are reported 
as a component of net income. 

Debt discount or premium and debt issuances 
expenses are deferred and amortized over the 
term of the related debt, with the amortization 
included in interest charges. 

Where rates are regulated redemption premiums 
paid to reacquire preferred stock of the domestic 
utility subsidiaries are included in paid-in capital 
and amortized to retained eamings 
commensurate with their recovery in rates. The 
excess of par value over costs of preferred stock 
reacquired is credited to paid-in capital and 
amortized to retained eamings consistent with the 
timing of its recovery in rates in accordance with 
SFAS 71. 

Certain Investments in Debt and Equity 
Securities." Securities in the trust funds have 
been classified as available-for-sale due to their 
long-term purpose. Under the provisions of SFAS 
71, unrealized gains and losses frorn securities in 
these trust funds are not reported in equity but 
result in adjustments to the liability account for the 
nuclear decommissioning trust funds and to 
regulatory assets or liabilities for the spent 
nuclear fuel disposal trust funds in accordance 
with their treatment in rates. 

Comprehensive Income - Comprehensive Income 
is defined as the change in equity (net assets) of 
a business enterprise during a period from 
transactions and other events and circumstances 
from non-owner sources, it includes all changes 
in equity during a period except those resulting 
from investments by owners and distributions to 
owners. 

Components of Other Comprehensive Income -
The following table provides the components that ^ ^ 
comprise the balance sheet amount in ^ P 
Accumulated Other Comprehensive Income for 
AEP. 

Goodwill - The amount of acquisition cost in 
excess of the fair value allocated to tangible 
assets obtained through an acquisition accounted 
for as a purchase combination is recorded as 
goodwill. Amortization of goodwill is on a straight-
line basis generally over 40 years except for the 
portion of goodwill associated with gas trading 
and marketing activities which is being amortized 
on a straight-line basis over 10 years. The 
recoverability of goodwill (evaluated on 
undiscounted operating cash flow analysis) is 
reviewed when events or changes In 
circumstances indicate that the carrying amount 
may exceed fair value. 

Other Assets - Other assets are comprised 
primarily of nuclear decommissioning and spent 
nuclear fuel disposal trust funds and licenses for 
CitiPower operating franchises. Securities held in 
trust funds for decommissioning nuclear facilities 
and for the disposal of spent nuclear fuel are 
included in Other Assets at market value in 
accordance with SFAS 115, "Accounting for 

components 

Foreign Currency 
Adjustments 
unrealized Losses 
on securities 

Minimum Pension 
Liability 

December 31, 
2000 1999 1998 

(millions) 

J (99) 

-

C4) 
4003) 

$ 20 $ 33 

(20) (20) 

f41 f6^ 
LM^ L=i 

Segment Reporting-The Company has adopted 
SFAS No. 131, which requires disclosure of 
selected financial information by business 
segment as viewed by the chief operating 
decision-maker. See Note 14 "Business 
Segments" for further discussion and details 
regarding segments. 

Common Stock Options - AEP follows 
Accounting Principles Board Opinion 25 to 
account for stock options. Compensation expense 
Is not recognized at the date of grant, because ^ ^ 
the exercise price of stock options awarded under ^ p 
the stock option plan equals the market price of 
the underiying stock on the date of grant. 
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* ^ 

EPS - Basic earnings per share is determined 
based upon the weighted average number of 
common shares outstanding during the years 
presented. Diluted earnings per share is based 
upon the weighted average number of common 
shares and stock options outstanding during the 
years presented. Basic and diluted are the same 
In 2000, 1999 and 1998. 

Reclassification - Certain prior year financial 
statement items have been reclassified to 
conform to cun-ent year presentation. Such 
reclassification had no impact on previously 
reported net income. 

2. Extraordinary Items: 

Extraordinary Items - Extraordinary items were 
recorded for the discontinuance of regulatory 
accounting under SFAS 71 for the generation 
portion ofthe business in the Ohio, Virginia. West 
Virginia, Texas and Arkansas state jurisdictions. 
See Note 7 "Industry Restructuring" for 
escriptions of the restructuring plans and related 

accounting effects. The following table shows the 
components of the extraordinary items reported 
on the consolidated statements of income: 

Year Ended 
December 31. 
2000 1999 
(in millions) 

Extraordinary items; 
Discontinuance of Regulatory 
Accounting f o r Genera t ion : 
Ohio Jurisdiction 
(Net of Tax of $35 Million) $(44) $ -
Virginia and west Virginia 
Jurisdictions (Inclusive of 
Tax Benefit of $8 Million) 9 

Texas and Arkansas 
Jurisdictions (Net of Tax 
of $5 Million) - (8) 

Loss on Reacquired Debt 
(Net of Tax of $3 Million) z^ (6) 

Extraordinary Items i£M) U W 

There were no extraordinary items in 1998. 

3. Merger: 

# 

On June 15, 2000, AEP merged with CSW so that 
SW became a wholly-owned subsidiary of AEP. 
nder the terms of the merger agreement, 

approximately 127.9 million shares of AEP 
Common Stock were issued in exchange for all 
the outstanding shares of CSW Common Stock 

based upon an exchange ratio of 0.6 share of 
AEP Common Stock for each share of CSW 
Common Stock. Following the exchange, former 
shareholders ofAEP owned approximately 61.4 
percent of the corporation, while former CSW 
shareholders owned approximately 38.6 percent 
of the corporation. 

The merger was accounted for as a pooling of 
interests. Accordingly. AEP's consolidated 
financial statements give retroactive effect to the 
merger, with all periods presented as if AEP and 
CSW had always been combined. Certain 
reclassifications have been made to conform the 
historical financial statement presentation of AEP 
and CSW. 

The following table sets forth revenues, 
extraordinary items and net income previously 
reported by AEP and CSW and the combined 
amounts shown In the accompanying financial 
statements for 1999 and 1998: 

Revenues: 
AEP 
CSW 
AEP After Pooling 

Extraordinary Items: 
AEP 
csw 
AEP After pooling 

Net income: 
AEP 
CSW 

Year Ended December 31. 

1999 
(in 

$ 6,870 
5,537 

$ -

a4) 
iOi) 

$520 
455 

conforming Adjustment (3) 
AEP After Pooling iaz2 

millions) 

$ 
_ 

199B 

6.358 
5,4?2 

ia.54fl 

$ -
-

$ -

$536 
440 
CD 

$975 

The combined financial statements include an 
adjustment to conform CSW*s accounting for 
vacation pay accruals with AEFs accounting. The 
effect of the conforming adjustment was to reduce 
net assets by $16 million at December 31,1999 
and reduce net income by $3 million and $1 
million for the years ended December 31, 1999 
and 1998, respectively. 

In connection with the mer^r, $203 million ($180 
million after tax) of non-recoverable merger costs 
were expensed through Deceniber 31, 2000. 
Such costs included transaction and transition 
costs not recoverable from ratepayers. Also 
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included In the merger costs were non-
recoverable change In control payments. Merger 
transaction and transition costs of $45 million 
recoverable from ratepayers were deferred 
pursuant to state regulator approved settlement 
agreements. The defen^d merger costs are 
being amortized over five to eight year recovery 
periods, depending on the specific terms of the 
settlement agreements, with the amortization ($4 
million for the year 2000) Included In depreciation 
and amortization expense. Merger transition 
costs are expected to continue to be incurred for 
several years after the merger and will be 
expensed or deferred for amortization as 
appropriate. The state settlement agreements 
provide for, among other things, a sharing of net 
merger savings with certain regulated customers 
over periods of up to eight years through rate 
reductions beginning in the third quarter of 2000. 

In connection with the merger, the PUCT 
approved a settlement agreement that provides 
for, among other things, sharing net merger 
savings with Texas customers of CPL, SWEPCo 
and WTU over six years after consummation of 
the merger through rate reduction riders. The 
settlement agreement results in rate reductions 
for Texas customers totaling $221 million over a 
six-year period commencing with the merger's 
consummation. The rate reduction was 
composed of $84 million of net merger savings 
and $137 million to resolve issues associated with 
CPL's, SWEPCo's and WTU's rate and fuel 
reconciliation proceedings in Texas. Under the 
terms of the settlement agreement, base rates 
cannot be increased until three years after 
consummation of the merger. 

The lURC and MPSC approved merger 
settlement agreements that, among other things, 
provide for sharing net merger savings with 
I&M's retail customers over eight years through 
reductions to customers' bills. The terms of the 
Indiana settlement require reductions in 
customers' bills of approximately $67 million over 
eight years. Under the Michigan settlement, 
billing credits will be used to reduce customers' 
bills by approximately $14 million over eight 
years for net guaranteed merger savings. The 
Indiana settlement extends the base rate freeze 
in the Cook Piant e)ctended outage settlerr^nt 
agreement until January 1, 2005 and requires 
additional annual deposits of $6 million to the 
nuclear decommissioning trust fund for the 

Indiana jurisdiction for the years 2001 through 
2003. As a result of an appeal of the Indiana 
settlement agreement by a consumer group, l&M 
has not reflected the reductions in Indiana 
jurisdictional customers' bills. Instead, pending 
the result of the appeal, l&M recorded a liability 
($1 million at December 31, 2000) for the 
reduction due to its Indiana customers under the 
settlement. 

The KPSC approved a settlement agreement 
that, among other things, provides for sharing 
net merger savings with KPCo's customers over 
eight years thnDugh reductions to customers' bills 
and prohibits a general increase in base rates or 
other charges for three years following 
consummation of the merger. The Kentucl^ 
customers' share of the net merger savings is 
expected to be approximately $28 million. 

A merger settlement agreement for PSO was 
approved by the Oklahoma Corporation 
Commission that, among other things, provides 
for sharing approximately $28 million In 
guaranteed net merger savings over five years^^ 
with Oklahoma customers, prohibits an increase^B 
in Oklahoma base rates prior to January 1,2003 
and requires an application to join an RTO be 
filed with FERC by December 31, 2001. 

The Arkansas Public Service Commission 
approved an agreement related to the merger 
which, among other things, provides for $6 
million of net merger savings to reduce SWEPCo 
customers rates over five years In Arkansas and 
prohibits a base rate increase being effective 
prior to January 1, 2002. 

SWEPCo's Louisiana customers will receive 
approximately $18 million of merger savings 
over eight years according to a merger approval 
order Issued by the Louisiana Public Service 
Commission. In addition, theorder capped base 
rates for five years after the consummation of the 
merger (until June 2005) and required that 
benefits from off-system sales be shared with 
ratepayers. 

If actual merger savings are significantly less 
than the merger savings rate reductions required 
by the merger settlement agreements in the^k 
eight-year period following consummation of t h ^ f 
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merger, future results of operations, cash flows 
and possibly financial condition couW be 
adversely affected. 

Most of the merger settlement agreements 
approved by the regulatory commissions require 
the AEP System electric companies to join 
regional transmission organizations. AEP and 
several other unaffiliated utilities formed the 
Alliance RTO before the consummation of the 
merger. As a condition of FERC's appn^val of 
the merger, the former CSW electric operating 
companies were required to join an RTO prior to 
December 31, 2000 and to transfer the operation 
and control of their transmission facilities to that 
RTO by December 15, 2001. The fomier CSW 
operating companies are members of ERCOT or 
SPP which are transmission pooling 
organizations in certain geographic areas of the 
U.S. whose goals include enhancement of bulk 
electric transmission reliability. The SPP has 
filed with FERC to be approved as an RTO. Due 
to the FERC's inaction on approving the SPP 
RTO, in December 2000 the AEP operating 
companies in the SPP sen îce area filed with the 
FERC requesting an extension of time to join an 
RTO until 75 days following the FERC's approval 
of an RTO for the SPP sen/ice area. Initial filings 
to gain FERC approval for the Alliance RTO 
were made and conditional approval was 
granted by the FERC. The Alliance RTO made 
compliance filings as requested by the FERC 
and these were accepted in January 2001. Final 
FERC approval of the SPP RTO is pending. 

The divestiture of 1.904 MW of generating 
capacity was required as a condition of 
regulatory approval ofthe merger by the FERC 
and PUCT. Under the FERC-approved merger 
agreement the divestiture of 550 MW of 
generating capacity comprised of 300 MW of 
capacity in SPP and 250 MW of capacity in 
ERCOT is required. The FERC is requiring AEP 
and CSW to divest their entire ownership interest 
in and operational control of the entire 
generating facilities that produce the capacity to 
be divested. The FERC required divestiture of 
the identified ERCOT capacity must be 
completed by March 15, 2001 and for the SPP 
capacity by July 1. 2002. The FERC found that 
[Certain energy sales in SPP and ERCOT would 
be a reasonable and effective interim mitigation 
measure until the required SPP and ERCOT 
divestitures could be completed. In February 

2001, AEP announced the sale of Frontera, one 
of the plants required to be divested by the 
settlement agreements approved by the FERC. 
The Texas settlement calls for the divestiture of 
a total of 1,604 MW of generating capacity within 
Texas inclusive of 250 MW ordered to be 
divested by FERC. The Texas divestiture cannot 
proceed until two years after the merger closes 
to satisfy the requirements to use pooling-of-
interests accounting treatment. The FERC 
divestiture is not limited by the pooling rules 
because it Is regulatory ordered. 

The current annual dividend rate per share of 
AEP common stock is $2.40. The dividends per 
share reported on the statements of income for 
prior periods represent pro forma amounts and 
are based on AEP's historical annual dividend 
rate of $2.40 per share. If the dividends per 
share reported for prior periods were based on 
the sum of the historical dividends declared by 
AEP and CSW, the annual dividend rate would 
be $2.60 per combined share for the years 
ended DecemberSl, 1999and 1998. 

4. Nuclear Plant Restart: 

The restart of both units of the Cook Plant was 
completed with Unit 2 reaching 100% power on 
July 5, 2000 and Unit 1 achieving 100% power 
on January 3, 2001. Cook Plant is a 2,110 MW 
two-unit plant owned and operated by l&M under 
licenses granted by the NRC. l&M shut down 
both units ofthe Cook Plant In September 1997 
due to questions regarding the operability of 
certain safety systems that arose during a NRC 
architect engineer design inspectbn. 

Settlement agreements in the Indiana and 
Michigan retail jurisdictions that address 
recovery of Cook Plant related outage costs 
were approved in 1999. The lURC approved a 
settlement agreement in March 1999 that 
resolved all matters related to the recovery of 
replacement energy fuel costs and all 
outage/restart costs and related issues during 
the extended outage of the Cook Plant. The 
settlement agreement provides for. among other 
things, the deferral of unrecovered fijel revenues 
accrued between September 9, 1997 and 
December 31,1999; the defen-al of up to $150 
million of restart related nuclear operation and 
maintenance costs in 1999 above the amount 
included in base rates; the amortization of the 
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defended fuel revenues and non-fuel operation 
and maintenance cost defen-als over a five-year 
period ending December 31, 2003; a freeze in 
base rates through December 31, 2003; and a 
fixed fuel recovery charge through March 1. 
2004. The regulatory approved deferrals were 
recorded in 1999 as a regulatory asset in 
accordance with SFAS 71. 

In December 1999 the MPSC approved a 
settlement agreement for two open Michigan 
power supply cost recovery reconciliation cases 
that resolved all issues related to the Cook Plant 
extended outage. The settlement agreement 
limits I&M's ability to increase base rates and 
freezes the power supply cost recovery factor 
until January 1, 2004; permits the deferral of up 
to $50 million in 1999 of jurisdictional non-fuel 
nuclear operation and maintenance expenses; 
authorizes the amortization of power supply cost 
recovery revenues accrued from September 9, 
1997 to December 31, 1999 and non-fuel 
nuclear operation and maintenance cost 
deferrals over a five-year period ending 
December 31, 2003. The regulatory approved 
deferrals were recorded in the fourth quarter of 
1999. 

The amounts of restart costs charged to other 
operation and maintenance expenses were as 
follows: 

Year E 
2000 

$297 

40 

133Z 

nded December 31. 
1999 l\9h 

$ 289 $78 

(200) 
40 

UM m 

costs Incurred 
Deferred Pursuant to 
Settlement Agreements 

Amortization of Deferrals 

charged to o&M Expense 

At December 31, 2000 and 1999, deferred restart 
costs of $120 million and $160 million, 
respectively, remained as regulatory assets to be 
amortized through 2003. Also pursuant to the 
settlement agreements, accrued fuel-related 
revenues of $38 million and $37 million in 2000 
and 1999, respectively, were amortized. At 
December 31, 2000 and 1999, fuel-related 
revenues of $113 million and $150 million, 
respectively, were included in regulatory assets 
and will be amortized through December 31,2003 
for both jurisdictions. 

The amortization of restart costs and fuel-related 
revenues deferred under Indiana and Michigan 
retail jurisdictional settlement agreements will 
adversely aftect results of operations through 
December 31, 2003 when the amortization period 
ends. The annual amortization of restart cost and 
fuel-related revenue deferrals is $78 million. 

5. Rate Matters: 

Texas Jurisdictional Fuel Filings - AEP's Texas 
electric operating companies have been 
experiencing significant natural gas fuel price 
increases which have resulted in under-
recoveries of fuel costs and the need to seek 
increases In fuel rates and surcharges to recover 
these under-recoveries. 

CPL Fuel Filings - In July 2000 CPL filed with the 
PUCT an application to implement an increase in 
fuel factor revenues effective with the September 
2000 billing month. Additionally, CPL proposed to 
implement an interim fuel surcharge to collect Its 
under-recovered fuel costs, includingi 
accumulated interest, over a twelve-month period' 
beginning in October 2000. 

In September 2000 the PUCT approved a 
settlement. The settlement provided for an 
increase in fuel factor revenues of $173.5 million 
annually and provided for a two-phase surcharge 
totaling $86.4 million. The recovery of the first 
phase surcharge of $21.3 million for previously 
under-recovered fuel costs including accumulated 
interest for the period from December 1, 1999 
through May 31, 2000 was authorized to be 
collected in September through December 2000. 
The second surcharge was not to exceed $65.1 
million for projected under-recoveries for the 
period from June 2000 through August 2000 and 
was authorized to be collected January through 
September 2001. A September 2000 compliance 
filing showed the actual under-recovery for June 
2000 through August 2000 to be $93.7 million. 
The remaining under-recovery amount of $28.6 
was carried forward into a January 2001 filing. 

In January 2001 CPL filed with the PUCT arf lP 
application to implement an increase in fuel 
factors of $175.9 million, effective with tiie March 
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2001 billing month over the ten months March 
2001 through December 2001. Additionally, CPL 
proposed to implement an interim fuel surcharge 
of $51.8 million, including accumulated interest, 
over a nine-month period beginning in April 2001 
to collect its under-recovered fuel costs. Approval 
by the PUCT is pending. 

SWEPCo Fuel Filings - In November 2000 
SWEPCo filed with the PUCT an application for 
authority to implement an increase in fuel factor 
revenues effective with the January 2001 billing 
month. SWEPCo also proposed to implement an 
interim fuel surcharge to collect Its under-
recovered fuel costs, including accumulated 
interest, over a six-month period beginning in 
January 2001. 

In January 2001 the PUCT approved SWEPCo's 
application. The order allows an increase in fuel 
factors of $12 million on an annual basis Including 
accumulated interest beginning in January 2001 
nd a surcharge of $11.8 million for the billing 
onths of February through July 2001. 

In June 2000 SWEPCo filed with the PUCT an 
application for authority to reconcile fuel costs 
and to request authorization to carry the 
unrecovered balance forward into the next 
reconciliation period. During the reconciliation 
period of January 1,1997 through December 31, 
1999, SWEPCo incurred $347 million of Texas 
jurisdiction eligible fuel and fuel-related expenses. 

On December 27, 2000, SWEPCo reached a 
settlement. The settlement resulted in a reduction 
of $2.25 million of eligible Texas jurisdictional fuel 
expense, which was prorated equally over thirty-
six months of the reconciliation period. The 
settlement also provides that depreciation and 
lease expense associated with new aluminum 
railcars will qualify for treatment as eligible fuel 
expense from January 1, 2000 fonward. Parties 
to the settlement will support SWEPCto in seeking 
to amend its 1999 excess eamings report to 
jnclude 1999 railcar depreciation expense in the 
lepreciation component of the calculation. In 

February 2001, the PUCT approved the 
settlement, which did not have a material effect 
on SWEPCo's results of operations. 

WTU Fuel Filings - In August 2000 WTU filed 
with the PUCT an application for authority to 
Implement an increase in fuel factors effective 
with the October 2000 billing month. WTU also 
proposed to implement an Interim fuel surcharge 
to collect its under-recovered fuel costs from 
August 1,1999 through June 30, 2000 including 
accumulated interest, over a six-month period 
beginning in November 2000. 

In December 2000, tiie PUCT approved WTU's 
application. The order allows an increase In fuel 
factors of $42.6 million on an annual basis 
including accumulated interest and provides for a 
surcharge of $19.6 million for previously under-
recovered fuel costs. 

In January 2001 WTU filed with the PUCT an 
application for authority to implement an increase 
in fuel factor revenues of $46.5 million effective 
with the March 2001 billing. Approval by the 
PUCT is pending. 

In December 2000 WTU filed with the PUCT an 
application for authority to reconcile fuel costs. 
During the reconciliation period of July 1, 1997 
through June 30, 2000, WTU incun-ed $348 
million of Texas jurisdiction eligible fuel and fuel-
related expenses. Approval by the PUCT Is 
pending. 

OPCo's Recovery of Fuel Costs - Pursuant to 
PUCO - approved stipulation agreements the 
cost of coal burned at tiie Gavin Plant was subject 
to a 15-year predetermined price of $1,575 per 
million Btij's with quarteriy escalation adjustnnents 
through November 2009. To the extent the actual 
cost of coal burned at the Gavin Plant was below 
the predetermined prices, tiie stipulation 
agreement provided OPCo with the opportunlly to 
recover over its term the Ohio jurisdidional share 
of OPCo's investment In and the liabilities and 
future shutdown costs of its affiliated mines as 
well as any fijel costs incurred above the 
predetermined rate and deferred for future 
recovery under the agreements. As a result of the 
Ohio Act introducing customer choice and a 
transition to market based pricing for electricity 
supply in Ohio, these stipulation agreements were 
superseded effective January 1, 2001. The 
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Company filed under the provisions of the Ohio 
Act for recovery of all of Its generation related 
regulatory assets including fuel costs deferred 
under these pre-determined price stipulation 
agreements. Under the terms of OPCo's PUCO-
approved stipulated transition plan, recovery of 
generation-related regulatory assets at December 
31, 2000, which were $518 million, over seven 
years was approved. 

The Muskingum coal strip mine and Windsor 
deep coal mine which supplied all of their output 
to OPCo have been closed. Efforts are undenway 
to reclaim the properties, sell or scrap all mining 
equipment, temninate both capital and operating 
leases and pertorm other activities necessary to 
reclaim the mines. Mine reclamation activities 
should be completed within two to three years; 
postremecjiation monitoring is anticipated to 
continue for five years after completion of 
reclamation. 

The Company currently plans to close the Meigs 
deep coal mine by the end of 2001 unless 
ongoing efforts to sell it are successful. Currentiy 
efforts are being made to sell the active Meigs 
and shutdown Windsor and Muskingum mines. 

FERC Jurisdiction 

with the FERC's pro-forma transmission tariff, 
subject to the resolution of certain pricing issues. 
The 1996 tariff Incorporated transmission rates 
which were the result of a settiement of a pending 
rate case, but which were l̂ eing collected subject 
to refund from certain customers who opposed 
the settlement and continued to litigate the 
reasonableness of AEP's transmission rates. On 
July 30, 1999, the FERC issued an order in the 
litigated rate case that would reduce AEP's rates 
for the affected customers below the settiement 
rate. AEP and certain of the affected customers 
sought rehearing ofthe Commission's Order. On 
December 10, 1999. AEP filed a settlement 
agreement witii tiie FERC resolving the Issues on 
rehearing of the July 30,1999 order. 

On March 16, 2000. the FERC approved the 
settlement agreement. Under tenns of the 
settlement, AEP Is required to make refunds 
retroactive to September 7, 1993 to certain 
customers affected by the July 30, 1999 FERC 
order. The refunds were made in two payments.^|k 
Pursuant to FERC orders the first payment w a d V 
made in February 2000 and the second payment 
was made on August 1, 2000. The Company 
recorded provisions In 1999 and 2000 for the 
earnings impact of the required refunds including 
interest. 

The FERC issued orders 888 and 889 in April 
1996 which required each public utility that owns 
or controls interstate transmission facilities to file 
an open access network and point-to-point 
transmission tariff that offers sen îces comparable 
to the utility's own uses of its transmission 
system. The orders also require utilities to 
functionally unbundle their services and to pay 
their own transmission service tariffs in making 
off-system and third-party sales. As part of the 
orders, the FERC issued a pro-forma tariff, which 
reflects the Commission's views on the minimum 
non-price terms and conditions for non
discriminatory transmission service. The FERC 
orders also allow a utility to seek recovery of 
certain prudently incurred stranded costs that 
result from unbundling transmission service. 

On July 9,1996, the AEP System companies filed 
an Open Access Transmission Tariff conforming 

The settlement agreement also reduced tiie rates 
for transmission service. A new lower rate of 
$1.55 kw/month was made effective January 1, 
2000, tor all transmisston service customers. Also 
as agreed, a new rate of $1.42 kw/month took 
effect on June 16, 2000 upon consummation of 
the AEP/CSW merger. Prior to January 1, 2000, 
the rate was $2.04 kw/month. Unless the market 
volume of physical power transactions grows to 
increase the utilization of the AEP System's 
transmission lines, the new open access 
transmission rate will adversely Impact future 
results of operations and cash flows. Since the 
rate has been reduced the volume of 
transmission usage has increased on the AEP 
System mainly due to increased competition in̂  
the wholesale electricity market 
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West Virginia 

On May 12, 1999, APCo, a subsidiary doing 
business in WV, filed with the WVPSC for a base 
rate increase of $50 million annually and a 
reduction in ENEC rates of $38 million annually. 
On February 7. 2000, APCo and other parties to 
the proceeding filed a Joint Stipulation with the 
WVPSC for approval. 

The Joint Stipulation's main provisions include no 
change in either base or ENEC rates effective 
January 1.2000 from those base and ENEC rates 
in effect from November 1,1996 until December 
31, 1999 (these rates provide for recovery of 
regulatory assets including any generation-related 
regulatory assets through frozen transition rates 
and a wires charge of 0.5 mills per kwh); the 
continued suspension of annual ENEC recovery 
proceedings and cessation of existing deferral 
accounting for all over or under recovery of fuel 
and purchased power costs net of system sales 
ffective January 1. 2000; and the retention, as a 
egulatory liability, on the books of a net 

cumulative deferred ENEC oven-ecovery balance 
of $66 million as established by a WVPSC order 
on December 27,1996. The Joint Stipulation also 
provides that when deregulation of generation 
occurs in WV, APCo will use this retained 
regulatory liability to reduce generation-related 
regulatory assets and, to the extent possible, any 
additional costs or obligations that restructuring 
and deregulation of APCo's generation business 
may impose. The elimination of ENEC recovery 
proceedings in WV will subject AEP and AP(^ to 
the risk of fuel market price increases and 
reductions in wholesale sales levels which could 
adversely affect results of operations and cash 
flows. 

c 

Also, under the Joint Stipulation, APCo's share of 
any net savings from the merger between AEP 
and CSW prior to December 31, 2004 shall be 
retained by APCo. As a result, all costs incurred 
in the merger that were allocated to APCo shall 
be fully charged to expense to partially offset 

erger savings through December 31, 2004 and 
hall not be included in any WV rate proceeding 

after that date. After December 31,2004, cunent 
distribution savings related to the merger will be 
refiected in rates in any future rate proceeding 

before the WVPSC to establish distribution rates 
or to adjust rate caps during the transition to 
market based generation rates. When 
deregulation of generation occurs In WV, the net 
retained generation-related nrierger pavings shall 
be used to recover any generation-related 
regulatory assets that are not recovered under 
the other provisions of the Joint Stipulation and 
the mechanisms provided for in the deregulation 
legislation and, to the extent possible, to recover 
any additional costs or obligations that 
deregulation may impose on APCo. Regardless 
of whether the net cumulative deferred ENEC 
ovenrecovery balance and tiie net merger savings 
are sufficient to offset all of APCo's generatran-
related regulatory assets, under the temns of the 
Joint Stipulation there will be no further explicit 
adjustment to APCo's rates to provide for 
recovery of generation-related regulatory assets 
beyond the above discussed specific adjustment 
provisions in the Joint Stipulation and the 0.5 mills 
per KWH wires charge In the WV Restructuring 
Plan (see Note 7 "Industi7 Restructuring" for 
discussion of WV Restructuring Plan). On June 2, 
2000, the WVPSC issued an order approving the 
Joint Stipulation. Management expects that the 
stipulation agreement plus the provisions of 
pending restructuring legislation will, if the 
legislation becomes effective, provide for the 
recovery of existing regulatory assets, other 
stranded costs and the cost of such deregulation 
inWV. 

6. Effects of Regulation: 

In accordance with SFAS 71 the consolidated 
flnancial statements include regulatory assets 
(deferred expenses) and regulatory liabilities 
(deferred revenues) recorded In accordance with 
regulatory actions in order to match expenses 
and revenues from cost-based rates In the same 
accounting period. Regulatory assets are 
expected to be recovered in future periods 
through the rate-making process and regulatory 
liabilities are expected to reduce future cost 
recoveries. Among other things, application of 
SFAS 71 requires that the AEP System's 
regulated rates be cost-based and the recovery of 
regulatory assets probable. Management has 
reviewed all the evidence currently available and 
concluded that the requirements to apply SFAS 
71 continue to be met for all of the Gompan/s 
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electric operations in Indiana, Kentucky, 
Louisiana, Michigan, Oklahoma and Tennessee. 

When the generation portion of the Company's 
business In Arkansas, Ohio, Texas, Virginia and 
WV no longer met the requirements to apply 
SFAS 71, net regulatory assets were written off 
for that portion of the business unless they were 
determined to be recoverable as a stranded cost 
through regulated distribution rates or wire 
charges in accordance with SFAS 101 Regulated 
Enterprises - Accounting for the Discontinuation 
of FASB Statement No. 71 and EITF 97-4 
Deregulation of the Pricing of Electricity - Issues 
Related to the Application of FASB No. 71, 
Accounting for the Effects of Certain Types of 
Regulation, and No. 101, Regulated Enterprises 
- Accounting for the Discontinuation of the 
Application of FASB Statement No. 71. In the 
Ohio, Virginia and WV jurisdictions the 
generation-related regulated assets that are 
recoverable through transition rates have been 
transferred to the distribution portion of the 
business and are being amortized as they are 
recovered through charges to regulated 
distribution customers. In the Texas jurisdiction 
generation-related regulatory assets that have 
been tentatively approved for recovery through 
securitization have been classified as "regulatory 
assets designated for securitization." (See Note 
7 "Industry Restructuring" for further details.) 

Recognized regulatory assets and liabilities are 
comprised of the following at: 

Regulatory Assets: 
Amounts Due From customers 
For Future income Taxes 

Transition - Regulatory 
Assets 
Regulatory Assets 
Designated for 
securitization 

Deferred Fuel Costs 
unamortized Loss on 
reacquired debt 

Cook Plant Restart Costs 
DOE Decontamination and 
Decommissioning 
Assessment 

other 

Total Regulatory Assets 

December 31. 
2000 1999 

(millions) 

$ 914 

963 

953 
407 

113 
120 

35 
193 

S3.698 

$1,450 

-

953 
477 

154 
160 

39 
231 

S3.464 

Regulatory L i a b i l i t i e s : 
Deferred Investment 
Tax credi ts 

Other 

Total Regulatory L i a b i l i t i e s 

7. Industry Restructuring: 

December 31. 
2000 199d 

(millions) 

$528 
208 

$736 

$580 
315 

Restructuring legislation has been enacted in 
seven of the eleven state retail jurisdictions in 
which AEP's domestic electric utility companies 
operate. The legislation provides for a transition 
from cost-based regulation of bundled electric 
service to unbundled cost-based rate regulation 
of transmission and distribution service and 
customer choice market pricing for the supply of 
electricity. The enactment of restructuring 
legislation and the ability to determine transition 
rates, wires charges and any resultant 
extraordinary gain or loss under restructuring 
legislation enabled AEP and certain subsidiaries 
to discontinue regulatory accounting for the 
generation portion of the business. Prior t q | | ^ 
restructuring, the electric utility companle^^ 
accounted for their operations according to the 
cost-based regulatory accounting principles of 
SFAS 71. Under the provisions of SFAS 71, 
regulatory assets and regulatory liabilities are 
recorded to refiect the economic effects of 
regulation to account for the difference between 
regulatory accounting and GAAP and to match 
expenses with regulated revenues. The 
discontinuance of the application of SFAS 71 is in 
accordance with the provisions of SFAS 101. 
Pursuant to those provisions and further guidance 
provided in EITF Issue 97-4, a company is 
required to write-off regulatory assets and 
liabilities related to the deregulated operations, 
unless recovery of such amounts is provided 
through cost-based regulated rates to be 
collected in the portion of operations which 
continues to be rate regulated. Additionally, a 
company experiencing a discontinuance of cost-
based rate regulation is required to determine if 
any piant assets are impaired under SFAS 121. A 
SFAS 121 accounting impairment analysiag^ 
involves estimating cumulative future n o r l V 
discounted net cash flows arising from the use of 
assets. If the cumulative undiscounted net cash 
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flows exceed the net book value of the assets, 
then there is no impairment of the assets for 
accounting purposes. If there is any accounting 
impairment, it would be recorded on a discounted 
basis. 

As legislative and regulatory proceedings evolve, 
the AEP electric operating companies doing 
business in the seven states that have passed 
restmcturing legislation are applying the 
standards discussed above to discontinue SFAS 
71 regulatory accounting. The following is a 
summary of the restructuring legislation, the 
status of the transition plans and the status of the 
AEP System's electric utility operating companies' 
accounting to comply with the changes in each of 
the AEP System's seven state regulatory 
jurisdictions affected by restructuring legislation. 

Ohio Restructuring 

m 
Effective January 1, 2001, customer choice of 
electricity supplier began under the Ohio Act. In 

ebruary 2001, one supplier announced its plan 
to offer service to CSPCo's residential customers. 
Currently for residential customers of OPCo, no 
alternative suppliers have registered with the 
PUCO as required by the Ohio Act. Two 
alternative suppliers have been approved to 
compete for CSPCo's and OPCo's commercial 
and industrial customers. Presentiy, customers 
continue to be served by CSPCo and OPCo with 
a legislatively required residential rate reduction 
of 5% for the generation portion of rates and a 
freezing of generation rates including fuel rates 
starting on January 1, 2001. 

The Ohio Act provides for a five-year transition 
period to move from cost based rates to market 
pricing for generation services. It granted the 
PUCO broad oversight responsibility for 
promulgation of rules for competitive retail electric 
generation service, approval of a transition plan 
for each electric utility company and addressing 
certain major transition issues including 
jjnbundling of rates and the recovery of stranded 
;osts including regulatory assets and transition 
costs. 

The Ohio Act also provides for a reduction in 

property tax assessments, the Imposition of 
replacement franchise and income taxes, and the 
replacement of a gross receipts tex with a KWH 
based excise tax. The property tax assessment 
percentage on generation property was lowered 
from 100% to 25% of value effective January 1, 
2001 and Ohio electric utilities will become 
subject to the Ohio Corporate Franchise Tax and 
municipal income taxes on January 1,2002. The 
last year for which Ohio electric utilities will pay 
the excise tax based on gross receipts is the tax 
year ending April 30, 2002. As of May 1. 2001 
electric distribution companies will be subject to 
an excise tax based on KWH sold to Ohio 
customers. The gross receipts tax is paid at the 
beginning of the tax year (May 1). deferred by 
CSPCo and OPC^ as a prepaid expense and 
amortized to expense during the tax year 
pursuant to the tax law whereby the payment of 
the tax results in tiie privilege to conduct business 
in tiie year following the payment of the tax. As a 
result a duplicate tax will be expensed from May 
1, 2001 through April 30, 2002 adding 
approximately $90 million to tax expense during 
that period. Unless the companies can recover 
the duplicate amount from ratepayers It will 
negatively impact results of operations. 

On September 28. 2000, the PUCO approved, 
with minor modifications, a stipulation agreement 
between CSPCo, OPCo. the PUCO staff, the 
Ohio Consumers' Counsel and other concerned 
parties regarding transition plans filed by CSPCo 
and OPCo. The key provisions of tills stipulation 
agreement are: 

• Recovery of generation-related regulatory 
assets at December 31, 2000 over seven 
years for OPCo ($518 million) and over eight 
years for CSPCo ($248 million) through 
frozen transition rates for the first five years of 
the recovery period and a wires charge for tiie 
remaining years. 

• A shopping incentive (a price credit) of 2.5 
mills per KWH for the first 25% of CSPCo 
residential customers that switch suppliers. 
There is no shopping incentive for OPCo 
customers. 

• The absorption of $40 million by CSPCo and 
OPCo ($20 million per company) of consumer 
education, implementation and transition plan 
filing costs with deferral of the remaining 
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costs, plus a carrying charge, as a regulatory 
asset for recovery in future distribution rates. 

• CSPCo and OPCo will make available a fund 
of up to $10 million to reimburse customers 
who choose to purchase their power from 
another company for certain transmission 
charges imposed by PJM and/or a Midwest 
ISO on generation originating in the Midwest 
ISO or PJM areas. 

• The statutory 5% reduction in the generation 
component of residential tariffs will remain in 
effect for the entire five year transition period. 

• The companies' request for a $90 million 
gross receipts tax rider to recover the 
duplicate gross receipts KWH based excise 
tax would be considered separately by the 
PUCO. 

The approved stipulation agreement also 
accepted the following provisions contained in 
CSPCo's and OPCo's filed transition plans: 

• a corporate separation plan to segregate 
generation, transmission and distribution 
assets into separate legal entities, and 

• a plan for independent operation of 
transmission facilities. 

The gross receipts tax issue was considered by 
the PUCO in hearings held in June 2000. In the 
September 28, 2000 order approving the 
stipulation agreement, the PUCO determined that 
there was no duplicate tex overiap period and 
denied the request for a $90 million gross receipts 
tax rider. CSPCo's and OPCo's request for 
rehearing of the gross receipts tex issue was 
denied. An appeal of this issue to the Ohio 
Supreme Court has been filed. Unless this issue 
is resolved in tiie companies' favor, it will have an 
adverse effect on future results of operations and 
financial position. 

One of the intervenors at the hearings for 
approval of the settiement agreement (whose 
request for rehearing was denied by the PUCO) 
has filed with the Ohio Supreme Court for review 
ofthe settlement agreement including recovery of 
regulatory assets. Management is unable to 
predict the outcome of litigation but the resolution 
of this matter could negatively impact results of 
operation. 

Beginning January 1, 2001. CSPCo's and 
OPCo's fuel costs will not be subject to PUCO 

fuel recovery proceedings. Deferred fuel costs at 
December 31, 2000 which represent under or 
over recoveries were one of the items included in 
the PUCO's final determination of net regulatory 
assets to be collected (recovered) during the 
transition period. The elimination of fuel clause 
recoveries in 2001 In Ohio will subject AEP. 
CSPCo and OPCo to the risk of fuel market price 
increases and could adversely affect their future 
results of operations and cash fiows. 

CSPCo and OPCo Discontinue Application of 
SFAS 71 Regulatory Accounting for the Ohio 
Jurisdiction 

In September 2000 CSPCo and OPCo 
discontinued the application of SFAS 71 for their 
Ohio retail jurisdictional generation business 
since generation is no longer cost-based 
regulated in the Ohio jurisdiction and 
management was able to detennine their 
transition rates and wires charges. The 
discontinuance in the Ohio jurisdiction was 
possible as a result of tiie PUCO's September 28, 
2000 approval of the stipulation agreement which^^ 
esteblished rates, wires charges and ne^P 
regulatory asset recovery procedures during the 
transition to market rates. 

CSPCo's and OPCo's discontinuance of SFAS 71 
for generation resulted in after tax extraordinary 
losses in the third quarter of 2000 of $25 million 
and $19 million, respectively, due to certein 
unrecoverable generation-related regulatory 
assets and transition expenses. Management 
believes that substentially all ofthe remaining net 
regulatory assets related to the Ohio generation 
business will be recovered under the PUCO's 
September 28, 2000 order. Therefore, under the 
provisions of EITF 97-4. CSPCo's and OPCo's 
generation-related recover-able net regulatory 
assets were transferred to the transmission and 
distribution portion of the business and will be 
amortized as they are recovered through 
transition rates to customers. CSPCo and OPCo 
performed an accounting Impairment analysis on 
their generating assets under SFAS 121 as 
required when discontinuing the application of 
SFAS 71 and concluded tiiere was no impairmer||^ 
of generation assets. ^ ^ 
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Virginia 

In Virginia, a restructuring law provides for a 
transition to choice of electricity supplier for retail 
customers beginning on January 1. 2002. In 
February 2001 restructuring revision legislation 
was approved by the Virginia Legislature which 
could modify the terms of restructuring. Presentiy, 
the transition period is to be completed, subject to 
a finding by the Virginia SCC that an effective 
competitive market exists by January 1,2(X)4 but 
no later than January 1. 2005. 

The restnjcturing law also provides an opportunity 
for recovery of just and reasonable net stranded 
generation costs. The mechanisms in the Virginia 
law for net stranded cost recovery are: a capping 
of rates until as late as July 1, 2007, and the 
application of a wires charge upon customers 
who depart the incumbent utility in favor of an 
alternative supplier prior to the termination of the 
rate cap. The restructuring law provides for the 
esteblishment of capped rates prior to January 1, 
001 based either on a request by APCo for a 

change in rates prior to January 1, 2001 or on the 
rates in effect at July 1, 1999 if no rate change 
request is made and the esteblishment of a wires 
charge by the fourth quarter of 2001. APCo did 
not request new rates; therefore, its current rates 
are the capped rates. In the third quarter of 2000, 
the Virginia SCC directed APCo to file a cost of 
sen/ice study using 1999 as a test year to review 
the reasonableness of APCo's capped rates. The 
cost of service study was filed on January 3. 
2001. In the opinion of AEP's Virginia counsel, 
Virginia's restructuring law does not permit the 
Virginia SCC to change rates for the transition 
period except for changes in the fuel factor, 
changes in state gross receipts texes, or to 
address the utility's financial distress. However, if 
the Virginia SCC were to reduce APCo's capped 
rates or deny recovery of regulatory assets, it 
would adversely affect results of operations if 
such action is ultimately determined to be legal. 

Jhe Virginia restructuring law also requires filings 
to be made that outiine the functional separation 
of generation from transmission and distribution 
and a rate unbundling plan. On January 3, 2001, 
APCo filed its corporate separation plan and rate 

unbundling plan with the Virginia SCC which is 
based on the most recent rate case test year 
(1996). See the heading "Structural Separation" 
below in this footnote for a discussion of AEP's 
corporate separation plan filed with the SEC. 

West Virginia 

On January 28, 2000, the WVPSC Issued an 
order approving an eledricity restnjcturing plan 
for WV. On March 11, 2000, the WV Legislature 
approved the restructuring plan by joint 
resolution. The joint resolution provides that the 
WVPSC cannot implement the plan until the 
legislature makes necessary tax law changes to 
preserve the revenues of the stete and local 
governments. The Joint Committee on 
Government and Finance of the WV Legislature 
hired a consultant to study and issue a report on 
the tex changes required to Implement electric 
restructuring. Moreover, the committee also hired 
a consultant to study and issue a report on the 
electric restructuring plan In light of events 
occurring in Califomia. The WV Legislature Is not 
expected to consider these reports until the 2002 
Legislative Session since the 2001 Legislative 
Session ends in April 2001. Since the WV 
Legislature has not yet passed the required tex 
law changes, the restructuring plan has not 
become effective. AEP subsidiaries, APCo and 
WPCo, provide electric service in WV. 

The provisions of the restructuring plan provide 
for customer choice to begin after all necessary 
rules are in place (the "stertlng date**); 
deregulation of generation assets on the sterting 
date; functional separation of the generation, 
transmission and distribution businesses on the 
starting date and their legal corporate separation 
no later than January 1, 2005; a ti^nsition period 
of up to 13 years, during which the incumbent 
utility must provide default service for customers 
who do not change suppliers unless an 
alternative default supplier is selected through a 
WVPSC-sponsored bidding process; capped and 
fixed rates for the 13 year transition period as 
discussed below; deregulatidh of metering and 
billing; a 0.5 mills per KWH wires charge 
applicable to all retail customers for a 10-year 
period commencing with the starting date 
Intended to provide for recovery of any stranded 
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cost including net regulatory assets; 
establishment of a rate stabilization deferred 
liability balance of $81 million ($76 million by 
APCo and $5 million by WPCo) by the end of 
year ten of the transition period to be used as 
detemrilned by the WVPSC to offset market prices 
paid In the eleventh, twelfth, and thirteenth year of 
the transition period by residential and small 
commercial customers that do not choose an 
alternative supplier. 

Default rates for residential and small commercial 
customers are capped for four years after the 
sterting date and then Increase as specified in the 
plan for the next six years. In years eleven, 
twelve and thirteen of the transition period, the 
power supply rate shall equal the mari<et price of 
comparable power. Default rates tor industrial and 
large commercial customers are discounted by 
1% for four and a half years, beginning July 1, 
2000, and tiien increased at pre-defined levels for 
the next three years. After seven years the power 
supply rate for industrial and large commercial 
customers will be market based. APCo*s Joint 
Stipulation agreement, discussed in Note 5 "Rate 
Matters", which was approved by the WVPSC on 
June 2,2000 in connection with a base rate filing, 
also provides additional mechanisms to recover 
regulatory assets. 

APCo Discontinues Application of SFAS 71 
Regulatory Accounting 

In June 2000 APCo discontinued the application 
of SFAS 71 for its Virginia and WV retell 
jurisdictional portions of its generation business 
since generation is no longer considered to be 
cost-based regulated in those jurisdictions and 
management was able to determine APCo's 
transition rates and wires charges. The 
discontinuance In the WV jurisdiction was made 
possible by the June 2,2000 approval of tiie Joint 
Stipulation which esteblished rates, wires charges 
and regulatory asset recovery procedures for the 
transition period to market rates which was 
determined to be probable. APCo was also able 
to discontinue application of SFAS 71 for the 
generation portion of its Virginia retell jurisdiction 
after management decided that APCo would not 
request capped rates different from ite current 
rates. The existence of effective restructuring 

legislation in Virginia and the probability tiiat the 
WV legislation would become effective with the 
expected probable passage of required enabling 
tax legislation in 2001 supported management's 
decision In 2000 to discontinue SFAS 71 
regulatory accounting for APCo's electricity 
generation and supply business. 

APCo's discontinuance of SFAS 71 for generation 
resulted In an after tax extraordinary gain, in the 
second quarter of 2000, of $9 million. 
Management believes that it Is probable that 
substantially all net regulatory assets related to 
the Virginia and WV generation business will be 
recovered. Therefore, under the provisions of 
EITF 97-4. APCo's generation-related net 
regulatory assets were transfen'ed to the 
distribution portion ofthe business and are being 
amortized as they are recovered through charges 
to regulated distribution customers. As required 
by SFAS 101 when discontinuing SFAS 71 
regulatory accounting, APCo pertonned an 
accounting impalnment analysis on ite generating 
assete under SFAS 121 and concluded that there 
was no accounting impairment of generation 
assets. 

The studies requested by the WV Legislature, 
discussed above, could result In the WV 
Legislature deciding not to enact the required tax 
changes, thereby, effectively continuing cost 
based rate regulation In West Virginia or it could 
modify the restructuring plan. Modifications in the 
restructuring plan could adversely affect future 
results of operations if they were to occur. 
Management Is carefully monitoring the situation 
in West Virginia and continues to work with all 
concerned parties to get approval to successfully 
transition our generation business In West 
Virginia. Failure to pass the required enabling tex 
changes could ultimately require APCo to re-
instete regulatory accounting principles under 
SFAS 71 for ite generation operations in West 
Virginia. 
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Arkansas Restructuring 

In 1999 legislation was enacted In Arî ansas that 
will ultimately restructure the electric utility 
industry. Its major provisions are: 

• retail competition begins January 1. 2002 but 
can be delayed until as late as June 30, 2003 
by the Arkansas Commission; 

• transmission facilities must be operated by an 
ISO if owned by a company which also owns 
generation assets; 

• rates will be frozen for one to three years; 
• mari<et power issues will be addressed by tiie 

Arkansas Commission; and 
• an annual progress report to the Arkansas 

General Assembly on the development of 
competition in electric markete and ite impact 
on retail customers is required. 

^•bt 

In November 2000 the Arkansas Commission 
filed its annual progress report with the Aritansas 

eneral Assembly recommending a delay in the 
tert date of retail competition to a date between 

October 1, 2003 and October 1, 2005. The report 
also asks the Arkansas General Assembly to 
delegate authority to the Ari<ansas (Commission to 
determine the appropriate retell competition stert 
date within tiie approved time frame. In February 
2001 the Arkansas General Assembly passed 
legislation that was signed into law by the 
Governor that changes the date of electric retell 
competition to October 1. 2003. and provided the 
Arkansas Commission with the authority to delay 
that date for up to two years. 

Texas Restructuring 

In June 1999 Texas restructuring legislation was 
signed into law which, among other things: 

• gives Texas customers of investor-owned 
utilities the opportunity to choose their 
electricity provider beginning January 1, 2002; 

• provides for the recovery of regulatory assets 
and of other stranded costs through 
securitization and non-bypassable wires 
charges; 

• requires reductions in NOx and sulfur dioxide 
emissions; 

• provides for a rate freeze until January 1, 
2002 followed by a 6% rate reduction for 
residential and small commercial customers 
and a number of customer protections; 

• provides for an earnings test for each of the 
three years of the rate freeze period (1999 
through 2001) which will reduce sti^nded cost 
recoveries or if there is no stranded cost 
provides for a refund or their use to fund 
certain capital expenditures in ttie amount of 
the excess earnings; 

• requires each utility to structurally unbundle 
Into a retell electric provider, a power 
generation company and a tiransmission and 
distribution utility; 

• provides for certain limits for ownership and 
control of generating capacity by companies; 

• provides for elimination of the fuel clause 
reconciliation process beginning January 1, 
2002; and 

• provides for a 2004 true-up proceeding to 
determine recovery of stranded costs 
including final fuel recovery balances, net 
regulatory assete. certein environmentel 
costs, accumulated excess earnings and 
other Issues. 

Under tiie Texas Legislation, delivery of electricity 
will continue to be the responsibility of the local 
electric transmission and distribution utility 
company at regulated prices. Each electric utility 
was required to submit a plan to sti'ucturally 
unbundle ite business activities Into a retell 
electric provider, a power generation company, 
and a transmission and distribution utility. In May 
2000 CPL. SWEPCo and WTU filed a revised 
business separation plan that the PUCT approved 
on July 7, 2000 in an Interim order. The revised 
business separation plans provided tor CPL and 
WTU, which operate In Texas only, to estebllsh 
separate companies and divide tiieir Integrated 
utility operations and assets into a power 
generation company, a transmission and 
distribution utility and a retell electric provider. 
SWEPCo will separate Its Texas jurisdictional 
transmission and distribution assete and 
operations into a new Texas regulated 
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transmission and distribution subsidiary. In 
addition, a retell electric provider will be formed by 
SWEPCo to provide retell electric service to 
SWEPCo's Texas jurisdictional customers. 

Under the Texas Legislation, electric utilities are 
allowed, with the approval of the PUCT, to 
recover stranded generation coste including 
generation-related regulatory assete that may not 
be recoverable in a future competitive market. 
The approved stranded costs can be refinanced 
thnaugh securitization, which is a financing 
structure designed to provide lower financing 
coste than are available through conventional 
financings. Lower financing costs are achieved 
through the issuance of securitization bonds at a 
lower interest rate to finance 100% of the coste 
pursuant to a state pledge to ensure recovery of 
the bond principal and financing coste through a 
non-bypassable rate surcharge by the regulated 
transmission and distribution utility overthe life of 
the securitization bonds. 

In 1999 CPL filed an application with the PUCT to 
securitize approximately $1.27 billion of its retail 
generation-related regulatory assete and 
approximately $47 million in other qualified 
restructuring costs. On March 27, 2000, the 
PUCT issued an order permitting CPL to 
securitize approximately $764 million of net 
regulatory assets. The PUCT's order authorized 
issuance of up to $797 million of securitization 
bonds including the $764 million for recovery of 
net generation-related regulatory assete and $33 
million for other qualified refinancing costs. The 
$764 million for recovery of net generation-related 
regulatory assets reflects the recovery of $949 
million of generation-related regulatory assets 
offset by $185 million of customer benefits 
associated with accumulated deferred income 
taxes. CPL had previously proposed in ite filing to 
flow these benefits back to customers over the 
14-year term of the securitization bonds. On April 
11. 2000. four parties appealed the PUCT's 
securitization order to the Travis County District 
Court. In July 2000 the Travis County District 
Court upheld the PUCT's securitization order. 
The securitization order is being appealed to the 
Supreme Court of Texas. One of these appeals 
challenges CPL's ability to recover securitization 

charges under the Texas Constitution. CPL will 
not be able to issue the securitization bonds until 
these appeals are resolved. 

The remaining regulatory assets of $206 million 
originally included by CPL in Its 1999 
securitization request were included in a March 
2000 filing with the PUCT, requesting recovery of 
an additional $1.1 billion of stranded costs. The 
March 2000 filing of $1.1 billion included recovery 
of approximately $800 million of STP costs 
included in property, plant and equipment-electric 
on the Consolidated Balance Sheets. These STP 
costs had previously been identified as excess 
cost over market (ECOM) by the PUCT for 
regulatory purposes and were earning a lower 
retum and were being amortized on an 
accelerated basis for rate-making purposes in 
Texas. The March 2000 filing will determine the 
initial amount of stranded costs in addition to the 
securitized regulatory assets to be recovered 
beginning January 1, 2002. 

CPL submitted a revised estimate of strandedfl^ 
costs on October 2, 2000 using assumptions 
developed In generic proceedings by the PUCT 
and an administrative model developed by the 
PUCT staff that reduced the amount of the initial 
stranded cost estimate to $361 million from the 
$1.1 billion requested by CPL. CPL subsequently 
agreed to accept adjustments proposed by 
intervenors that reduced ECOM to approximately 
$230 million. Hearings on CPL's requested 
ECOM were held in October 2000. In February 
2001 the PUCT issued an interim decision 
determining an initial amount of CPL ECOM or 
stranded costs of negative $580 million. The 
decision indicated that CPL's coste were below 
market after securitization of regulatory assets. 
Management does not agree with the critical 
inpute to this model. Management believes CPL 
has a positive stranded cost exclusive of 
securitized regulatory assete. The final amount of 
CPUs stranded coste including regulatory assete 
and ECOM will be esteblished by the PUCT in tiie 
legislatively required 2004 true-up proceeding. If 
CPL's totel stranded costs detennined in the 2004^^ 
true-up are less than the amount of securit ized^' 
regulatory assets, the PUCT can implement an 
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^offsetting credit to transmission and distribution 
rates. 

The PUCT ruled that prior to the 2004 true-up 
proceeding, no adjustmente would be made to tiie 
amount of regulatory costs authorized by the 
PUCT to be securitized. However, the PUCT also 
ruled that excess earnings for the period 1999-
2001 should be refunded through transmission 
and distribution rates to the extent of any over-
mitigation of stranded costs represented by 
negative ECOM. In the event that CPL will be 
required to refund excess earnings in the future 
instead of applying them to reduce ECOM or 
regulatory assets, it will adversely affect future 
cash flow but not resulte of operations since 
excess earnings for 1999 and 2000 were accrued 
and expensed in 1999 and 2000. The Texas 
Legislation allows for several alternative methods 
to be used to value stranded costs in the final 
2004 true-up proceeding including the sale or 
exchange of generation assets, the issuance of 
ower generation company stock to the public or 
he use of PUCT staff's ECOM model. To the 
extent that the flnal 2004 true-up proceeding 
determines that CPL should recover additional 
stranded costs, the total amount recoverable can 
be securitized. 

The Texas Legislation provides that each year 
during the 1999 through 2001 rate freeze period, 
electric utilities are subject to an earnings test. 
For electric utilities with stranded costs, such as 
CPL, any earnings in excess of the most recently 
approved cost of capital in its last rate case must 
be applied to reduce stranded coste. Utilities 
without stranded costs, such as SWEPCo and 
WTU, must either flow such excess earnings 
amounts back to customers or make capital 
expenditures to improve transmission or 
distribution facilities or to improve air quality. The 
Texas Legislation requires PUCT approval ofthe 
annual earnings test calculation. 

# 

The 1999 eamings test reports filed by CPL, 
WEPCo and WTU showed excess earnings of 
21 million, $1 million and zero, respectively. The 

PUCT staff issued its report on the excess 
earnings calculations filed by CPL, SWEPCo and 

WTU and calculated the excess earnings 
amounts to be $41 million, $3 million and $11 
million for CPL. SWEPCo and WTU. respectively. 
The Offlce of Public Utility Counsel also filed 
exceptions to the companies' earnings reporte. 
Several issues were resolved via settlement and 
the remaining open Issues were submitted to the 
PUCT. A final order was issued by the PUCT In 
February 2001 and adjustments to the accrued 
1999 and 2000 excess earnings were recorded in 
resulte of operations in tiie tourth quarter of 2000. 
After adjustmente the accruals for 1999 excess 
earnings for CPL and WTU were $24 million and 
$1 million, respectively. CPL and WTU also 
recorded an estimated provision for excess 2000 
earnings of $16 million and $14 million, 
respectively. 

A Texas settlement agreement in connection with 
the AEP and CSW merger pennite CPL to apply 
for regulatory purposes up to $20 million of STP 
ECOM plant assets a year in 2000 and 2001 to 
reduce excess earnings, if any. For book and 
financial reporting purposes. STP ECOM plant 
assets will be depreciated in accordance with 
GAAP, on a systematic and rational basis unless 
impaired. CPL will estebllsh a regulatory liability 
or reduce regulatory assete by a charge to 
earnings to the extent excess earnings exceed 
$20 million in 2000 and 2001. 

Beginning January 1,2002, fuel costs will not be 
subject to PUCT fuel reconciliation proceedings. 
Consequently, CPL. SWEPCo and WTU will file 
a final fuel reconciliation with the PUCT to 
reconcile their fuel coste through the period 
ending December 31,2001. Fuel coste have tieen 
reconciled by CPL, SWEPCo and WTU through 
June 30,1998, December 31,1999 and June 30, 
1997, respectively. WTU Is currently reconciling 
ite fuel through June 2000. See discussion in 
Note 5 "Rate Matters". At December 31, 2000, 
CPL's, SWEPCo's and WTU's Texas 
jurisdictional unrecovered defenred fuel balances 
were $127 million, $20 million and $59 million, 
respectively. Final unrecovered deferred fuel 
balances at December 31, 2001 will be included 
in each company's 2004 true-up proceeding. If 
the final fuel balances or any amount Incuned but 
not yet reconciled were not recovered, they could 
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have a negative Impact on results of operations. 
The elimination of the fuel clause recoveries in 
2002 in Texas will subject AEP. CPL. SWEPCto 
and WTU to greater risks of fuel market price 
increases and could adversely affect future 
results of operations beginning in 2002. 

The afflllated retell electric provider of CPL, 
SWEPCo and WTU will be required to offer 
residential and smalt commercial customers (with 
a peak usage of less than 1000 KW) a rate 6% 
below rates in effect on January 1,1999 adjusted 
for any changes in fuel cost recovery factors 
since January 1,1999 (price to beat). The price 
to beat must be offered to residential and small 
commercial customers until January 1, 2007. 
Customers with a peak usage of more than 1000 
KW are subject to mart<et rates. The Texas 
restructuring legislation provides for the price to 
beat to be adjusted up to two times annually to 
refiect significant changes in fuel and purchased 
energy coste. 

Discontinuance of the Application of SFAS 71 
Regulatory Accounting in Arkansas and Texas 

The flnancial statemente of CPL, SWEPCo and 
WTU have historically reflected the economic 
effecte of regulation by applying the requirements 
of SFAS 71. As a result of the scheduled 
deregulation of generation In Arkansas and 
Texas, the application of SFAS 71 for the 
generation portion of the business in those stetes 
was discontinued In the third quarter of 1999. 
Under the provisions of EITF 97-4, CPL's 
generation-related net regulatory assets were 
transferred to the distribution portion of the 
business and will be amortized as they are 
recovered through wires charges to customers. 
Management believes that substentially all of 
CPL's generation-related regulatory assets will be 
recovered under the Texas Legislation. CPL's 
recovery of generation-related regulatory assets 
and stranded costs are subject to a flnal 
determination by the PUCT in 2004. If future 
evente were to make the recovery through 
securitization of CPL's generation-related 
regulatory assete no longer probable, CPL would 

write-off the portion of such regulatory assete 
deemed unrecoverable as a non-cash 
e)(traordinary charge to earnings. 

The Texas Legislation provides that all finally 
determined stranded costs will be recovered. 
Since SWEPCo and WTU are not expected to 
have net stranded coste. all Arkansas and Texas 
jurisdictional generation-related net regulatory 
assete were written off as non-recoverable In 
1999 when they discontinued application of SFAS 
71 regulatory accounting. As required by SFAS 
101 when SFAS 71 is discontinued, an 
accounting impaimnent analysis for generation 
assete under SFAS 121 was completed for CPL. 
SWEPCo and WTU. The analysis showed that 
there was no accounting impairment of 
generation assete when the application of SFAS 
71 was discontinued. CPL, SWEPCo and WTU 
will test their generation assete for Impairment 
under SFAS 121 If circumstences change. 
Management believes that on a discounted basis 
CPL's generation business net cash flows w i l l ^ 
likely be less than ite generating assete' net booH^ 
value and together with its generation-related 
regulatory assets should create a recoverable 
stranded cost for regulatory purposes under the 
Texas Legislation. Therefore, management 
continues to carry on the balance sheet at 
December 31, 2000. $953 million of generation-
related regulatory assete already approved for 
securitization and $195 million of net generation-
related regulatory assets pending approval for 
securitization in Texas. A flnal detennination of 
whether they will be securitized and recovered 
will be made as part of the 2004 true-up 
proceeding. 

CPL, SWEPCo, and WTU continue to analyze the 
impact of electric utility industry restructuring 
legislation on their Arkansas and Texas electric 
operations. Although management believes that 
tiie Texas Legislation provides for full recovery of 
stranded coste and that the companies do not 
have a recordable accounting impairment, a final 
determination of whether CPL will experience a i ^ ^ 
accounting loss or whether SWEPCo and W T l f l | 
will experience any additional accounting loss 
fix)m an inability to recover generation-related 
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regulatory assets and other restructuring related 
costs in Texas and Arkansas cannot be made 
until such time as the regulatory process is 
complete following the 2004 true-up proceeding 
in Texas and a determination by the Arkansas 
Commission. In the event CPL, SWEPCo, and 
WTU are unable after the 2004 true-up 
proceeding and after the Arkansas Commission 
proceedings to recover all or a portion of their 
generation-related regulatory assets, stranded 
costs and other restructuring related costs, it 
could have a material adverse effect on resulte of 
operations, cash flows and possibly financial 
condition. 

Although Arkansas' delay of retell competition 
may be having a negative effect on the progress 
of efforts to transition AEP's generation in 
Arkansas to market based pricing of electricity, it 
appears that Texas is moving fon̂ ârd as planned. 
Management is carefully monitoring the situation 
in Arkansas and is working with all concerned 
parties to prudentiy quicken the pace of the 
transition. However, changes could occur due to 
concerns stemming from the California energy 
crisis and other events which could adversely 
affect future results of operations in Aricansas and 
possibly Texas. 

Michigan Restructuring 

On June 5, 2000, the Michigan Legislation 
became law. Its major provisions, which were 
effective immediately, applied only to electric 
utilities with one million or more retail customers. 
l&M, AEP's electric operating subsidiary doing 
business in Michigan, has less than one million 
customers in Michigan. Consequentiy, l&M was 
not immediately required to comply with the 
Michigan Legislation. 

The Michigan Legislation gives the MPSC broad 
power to issue orders to implement retail 
customer choice of electric supplier no later than 
January 1, 2002 including recovery of regulatory 
assets and stranded costs. On October 2, 2000, 
l&M filed a restructuring implementation plan as 

quired by a MPSC order. The plan identifies 
&M's proposal to file with the MPSC on June 5, 
2001 its unbundled rates, open access tariffs, 
terms of service and supporting schedules. 

lot 

Described in the plan are l&M*s intentions and 
preparation for competition related to supplier 
transactions, customer transactions, rate 
unbundling, education programs, and regional 
transmission organization. The plan conteins a 
proposed methodology to determine stranded 
costs and implementation coste and requeste the 
continuation of a wires charge for recovery of 
nuclear decommissioning costs. Approval ofthe 
restructuring implementation plan is pending 
before the MPSC. 

Management has concluded that as of December 
31, 2000 the requirements to apply SFAS 71 
continue to be met since l&M's rates for 
generation in Michigan will continue to be cost-
based regulated until the MPSC approves rates 
and wires charges in 2001. The esteblishment of 
rates and wires charges under a MPSC appnsved 
transition plan will enable management to 
determine the ability to recover stranded costs 
Including regulatory assets and other 
implementation coste. a requirement of EITF 97-4 
to discontinue the application of SFAS 71. 

Upon the discontinuance of SFAS 71. I&M will, if 
necessary, have to write off Its Michigan 
jurisdictional generation-related regulatory assete 
and record Its unrecorded Michigan jurisdictional 
liability for decommissioning the Cook Plant to tiie 
extent that they cannot be recovered under the 
transition rates and wires charges. As required 
by SFAS 101 when discontinuing SFAS 71 
regulatory accounting, l&M will have to perform 
an accounting Impairment analysis under SFAS 
121 to determine if the Michigan jurisdictional 
portion of its generating assete are Impaired for 
accounting purposes. 

The amount of regulatory assets recorded on the 
books at December 31, 2000 applrcable to I&M's 
Michigan retail jurisdictional generation business 
is approximately $45 million before related tex 
effects. The estimated unrecorded liability for the 
Michigan jurisdiction to decommission the Cook 
Plant ranges from $114 million to $215 million in 
2000 non-discounted dollars based upon studies 
completed during 2000. For the Michigan 
jurisdiction the Company has accumulated 
approximately $100 million in trust funds to 
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decommission the Cook Plant. Based on the 
current information available, management does 
not anticipate that l&M will experience any 
material tengible asset accounting impairment or 
regulatory asset write-offs. Ultimately, however, 
whether l&M will experience material regulatory 
asset write-offs will depend on whether tiie MPSC 
approves their recovery in future restructuring 
proceedings. 

A determination of whether l&M will experience 
any asset impairment loss regarding ite Michigan 
retell jurisdictional generating assete and any loss 
from a possible inability to recover Michigan 
generation-related regulatory assets, 
decommissioning obligations and transition coste 
cannot be made until such time as the rates and 
the wires charges are determined through the 
regulatory process. In the event l&M is unable to 
recover all or a portion of ite generation-related 
regulatory assets, unrecorded decommissioning 
obligation, stranded coste and other 
implementation costs, it could have a material 
adverse effect on results of operations, cash 
flows and possibly financial condition. 

Oklahoma Restructuring 

In 1997, the Oklahoma Legislature passed 
restructuring legislation providing for retail open 
access by July 1, 2002. That legislation called for 
a number of studies to be completed on a variety 
of restructuring issues, including an Independent 
system operator, technical, financial, transition 
and consumer issues. During 1998 and 1999 
several of the studies were completed. 

The infonnation fnDm the studies was expected to 
be used in the development of additional industry 
restructuring legislation during the 2000 
legislative session. Several additional electric 
industry restructuring bills were filed in the 2000 
Oklahoma legislative session. The proposed bills 
generally supplemented the industry restructuring 
legislation previously enacted In Oklahoma which 
lacked specific procedures for a transition to 
market based competitive prices. The industry 
restructuring legislation previously passed did not 
delegate the establishment of transition 
procedures to the Oklahoma Corporation 

Commission. The 2000 Oklahoma legislative 
session adjourned In May without passing further 
restructuring legislation. 

The 2001 Oklahoma legislative session convened 
in eariy February. No further electric restructuring 
legislation has passed and proposals have been 
made to delay tiie implementation ofthe transition 
to customer choice and market based pricing 
under the restructuring legislation. If the 
necessary legislation is not passed, the 
Company's generation and retell electric supply 
business will remain regulated in Oklahoma. If 
implementation legislation were to modify the 
original restructuring legislation In Oklahoma it 
could have a adverse effect on results of 
operations. 

Management has concluded that as of December 
31, 2000 the requirements to apply SFAS 71 
continue to be met since PSO's rates tor 
generation in Oklahoma will continue to be cost-
based regulated until the Oklahoma Legislature^^ 
approves further restructuring teglslation and^p 
transition rates and wires charges are esteblished 
under an approved transition plan. Until 
management is able to determine the ability to 
recover stranded coste which Includes regulatory 
assets and other implementetion costs. PSO 
cannot discontinue application of SFAS 71 
accounting under GAAP. 

When PSO discontinues application of SFAS 71, 
it will be necessary to write off Oklahoma 
jurisdictional generation-related regulatory assete 
to the extent that they cannot be recovered under 
the transition rates and wires charges, when 
determined, and record any asset accounting 
impairments in accordance with SFAS 121. 

A determination of whether PSO will experience 
any asset impairment loss regarding its 
Oklahoma retail jurisdictional generating assete 
and any loss from a possible inability to recover 
Oklahoma generation-related regulatory assets 
and other transition costs cannot be made until 
such time as the rates and the wires charges are 
determined through the legislative and/or" 
regulatory process. In the event PSO Is unable to 
recover all or a portion of its generation-related 
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Tegulatory assets and implementation coste, 
Oklahoma restructuring could have a material 
adverse effect on results of operations and cash 
flows. 

capacity are unit power agreements requiring tiie 
delivery of energy only if the specified generating 
unit is available. The power sales contiracte expire 
from 2001 to 2010. 

# 

Structural Separation 

On November 1, 2000, AEP and certain 
subsidiaries filed with the SEC for approval to 
form two separate legal holding company 
subsidiaries of AEP, the parent company. The 
purpose of these entities Is to legally and 
functionally separate the competitive market 
business activities and the subsidiaries 
performing those competitive activities from the 
business activities which are cost-based 
regulated and the subsidiaries that perform those 
regulated activities. Corporate separation plans 
have also been filed with regulatory commissions 
in Arkansas, Ohio, Texas and Virginia to comply 
with requirements specified in their restructuring 
legislation. The Texas Legislation requires 
eparate legal entities for generation and 
istribution assets by January 1,2002. AEP and 

its subsidiaries will need approval from the SEC 
under PUHCA, FERC and certain stete regulatory 
commissions to make these organization 
changes. 

8. Commitments and Contingencies: 

Construction and Other Commitments - The AEP 
System has substantial construction 
commitmente to support its operations. Aggregate 
construction expenditures for 2001-2003 for 
consolidated domestic and foreign operations are 
estimated to be $7 billion. 

Long-term contracts to acquire fuel for electric 
generation have been entered into for various 
terms, the longest of which extends to the year 
2014. The contracte provide for periodic price 
adjustments and contain various clauses that 
would release the Company from ite obligation 
under certein force majeure conditions. 

t he AEP System has contracted to sell 
pproximately 1,174 MW of capacity domestically 

on a long-term basis to unaffiliated utilities. 
Certain of these contracts totaling 250 mw of 

Nuclear Plants - l&M owns and operates the two-
unit 2,110 MW Cook Plant under licenses granted 
by the NRC. CPL owns 25.2% of the two-unit 
2.500 MW STP. STPNOC operates STP on 
behalf of the joint owners under licenses granted 
by the NRC. The operation of a nuclear facility 
involves special risks, potential liabilities, and 
specific regulatory and safety requiremente. 
Should a nuclear incident occur at any nuclear 
power plant facility in the U.S., the resultant 
liability could be substantial. By agreement l&M 
and CPL are partially liable togetiier with all other 
electric utility companies that own nuclear 
generating units for a nuclear power plant Incident 
at any nuclear plant in the U.S. In the event 
nuclear losses or liabilities are underinsured or 
exceed accumulated funds and recovery in rates 
is not possible, results of operations, cash flows 
and financial condition would be adversely 
affected. 

Nuclear Incident Liability - The Price-Anderson 
Act establishes insurance protection for public 
liability arising from a nuclear incident at $9.5 
billion and covers any incident at a licensed 
reactor in the U.S. Commercially available 
insurance provides $200 million of coverage. In 
the event of a nuclear incident at any nuclear 
plant in the U.S. the remainder of the liability 
would be provided by a defended premium 
assessment of $88 million on each licensed 
reactor in the U.S. payable In annual instellments 
of $10 million. As a result, l&M could be 
assessed $176 million per nuclear incident 
payable in annual installmente of $20 million. 
CPL could be assessed $44 million per nuclear 
incident payable In annual Instellmente of $5 
million as its share of a STPNOC assessment. 
The number of inddente for which payments 
could be required is not limited. 

Insurance coverage for property damage, 
decommissioning and decontamination at the 
Cook Plant and STP Is carried by l&M and 
STPNOC in the amount of $1.8 billion each. Cook 
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Plant and STPNOC jointiy purchase $1 billion of 
excess coverage for property damage, 
decommissioning and decontamination. 
Additional Insurance provides coverage for extra 
coste resulting from a prolonged accidental 
outage. 

SNF Disposal - Federal law provides for 
government responsibility for permanent SNF 
disposal and assesses nuclear plant owners fees 
for SNF disposal. A fee of one mill per KWH for 
fuel consumed after April 6.1983 at Cook Plant 
and STP is being collected from customers and 
remitted to the U.S. Treasury. Fees and related 
interest of $211 million for fuel consumed prior to 
April 7.1983 at Cook Plant have been recorded 
as long-tenn debt. I&M has not paid the 
government the Cook Plant related pre-April 1983 
fees due to continued delays and uncertainties 
related to the federal disposal program. At 
December 31, 2000. funds collected from 
customers towards payment ofthe pre-April 1983 
fee and related earnings thereon are in extemal 
funds and approximate the liability. CPL is not 
liable for any assessments for nuclear fuel 
consumed prior to April 7, 1983 since the STP 
units began operation in 1988 and 1989. 

Decommissioning and Low Level Waste 
Accumulation D/sposa/- Decommissioning costs 
are accrued over the service lives of the Cook 
Plant and STP. The licenses to operate tiie two 
nuclear unite at Cook Plant expire in 2014 and 
2017. After expiration of the licenses. Cook Plant 
Is expected to be decommissioned through 
dismantlement. The estimated cost of 
decommissioning and low level radioactive waste 
accumulation disposal coste for Cook Plant 
ranges from $783 mMon to $1,481 million in 2000 
nondiscounted dollars. The wide range is caused 
by variables in assumptions including the 
estimated length of time SNF may need to be 
stored at the plant site subsequent to ceasing 
operations. This, in turn, depends on future 
developments In the federal government's SNF 
disposal program. Continued delays in the 
federal fuel disposal program can result in 
increased decommissioning costs. I&M is 
recovering estimated Cook Plant 
decommissioning costs in ite three rate-making 

jurisdictions based on at least tiie lower end ofthe 
range in the most recent decommissioning study 
at the time of the last rate proceeding. The 
amount recovered in rates for decommissioning 
the Ĉ ook Plant and deposited In the external fund 
was $28 million in 2000, $28 million In 1999 and 
$29 million In 1998. 

The licenses to operate the two nuclear units at 
STP expire In 2027 and 2028. After expiration of 
the licenses, STP is expected to be 
decommissioned using the decontamination 
method. CPL estimates its portion of the costs of 
decommissioning STP to be $289 million in 1999 
nondiscounted dollars. CPL is accruing and 
recovering tiiese decommissioning coste through 
rates based on the service life of STP at a rate of 
$8 million per year. 

Decommissioning costs recovered from 
customers are deposited in external truste. In 
2000 and 1999 l&M deposited in its 
decommissioning tnjst an additional $6 million 
and $4 million, respectively, related to specia|Hk 
regulatory commission approved funding for^^ 
decommissioning of the Cook Plant. Trust fund 
earnings increase the fund assets and the 
recorded liability and decrease the amount 
needed to be recovered from ratepayers. 
Decommissioning costs are recorded in other 
operation expense. During 1999 and 1998 l&M 
withdrew $8 million and $3 million, respectively, 
from the trust fund for decommissioning of the 
original steam generators removed from Cook 
Plant Unit 2. 

On the balance sheete, nuclear decommissioning 
trust assets are included in other assets and a 
corresponding nuclear decommissioning liability 
is included In other noncurrent liabilities. At 
December 31, 2000 and 1999, the 
decommissioning liability was $654 million and 
$587 million, respectively. 

Shareholders' Litigation - On June 23, 2000, a 
complaint was filed in the U.S. District Court for 
the Eastern District of New York seeklnc|^ 
unspecified compensatory damages against A E ^ P 
and four former or present officers. The individual 
plaintiff also seeks certification as the 
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t epresentative of a class consisting of all persons 
and entities who purchased or otherwise acquired 
AEP common stock between July 25,1997, and 
June 25, 1999. The complaint alleges that the 
defendante knowingly violated federal securities 
laws by disseminating materially false and 
misleading stetements concerning, among other 
things, the undisclosed materially impaired 
condition of the Cook Plant, AEP's Inability to 
property monitor, manage, repair, supervise and 
report on operations at the Cook Plant and the 
materially adverse conditions these problems 
were having, and would continue to have, on 
AEP's deteriorating financial condition, and 
ultimately on AEP's operations, liquidity and stock 
price. Four other similar class action complaints 
have been filed and the court has consolidated 
the five cases. The plaintiffs filed a consolidated 
complaint pursuant to this court order. This case 
has been transferred to the U.S. District (^urt for 
the Southern Disti'ict of Ohio. Although 
management believes these shareholder actions 
are without merit and intends to oppose them 
vigorously, management cannot predict the 

«tcome of tills litigation or ite impact on resulte of 
erations, cash flows or flnancial condition. 

Municipal Franchise Fee Litigation - CPL has 
been Involved in litigation regarding municipal 
franchise fees in Texas as a result of a class 
action suit filed by the City of San Juan, Texas in 
1996. The City of San Juan claims CPL 
underpaid municipal franchise fees and seeks 
damage of up to $300 million plus attorney's fees. 
CPL filed a counterclaim for overpayment of 
franchise fees. 

During 1997,1998 and 1999 the litigation moved 
procedurally through the Texas Court System and 
was sent to mediation without resolution. 

In 1999 a class notice was mailed to each of the 
cities served by CPL. Over 90 of the 128 cities 
declined to participate in the lawsuit However. 
CPL has pledged that if any final, non-appealable 
court decision in the litigation awards a judgment 
against CPL for a franchise underpayment, CPL 
will extend the principles of that decision, with 
regard to any franchise underpayment, to the 
jties that declined to participate In the litigation. 

December 1999, the court ruled that the class 
f plaintiffs would consist of approximately 30 

cities. A trial date for June 2001 has been set. 
^ f 

Although management believes that it has 
substantial defenses to the cities' claims and 
intends to defend itself against the cities' claims 
and pursue its counterclaims vigorously, 
management cannot predict the outcome of this 
litigation or ite impact on resulte of operations, 
cash fiows or financial condition. 

Texas Base Rate Litigation - In November 1995 
CPL filed with the PUCT a request to increase ite 
retell base rates by $71 million. In October 1997 
the PUCT issued a final order which lowered 
CPL's annual retail base rates by $19 million from 
the rate level which existed prior to May 1996. 
The PUCT also Included a ''glide patii" rate 
methodotogy in the flnal order pursuant to which 
annual rates were reduced by $13 million 
beginning May 1,1998 with an additional annual 
reduction of $13 million commencing oh May 1, 
1999. 

CPL appealed ttie final order to the Travis District 
Court. The primary issues being appealed 
include: the classiflcation of $800 million of 
invested capital in STP as ECOM and assigning 
it a lower return on equity than other g^eration 
property; the use of tiie "glide path" rate reduction 
methodology; and an $18 million disallowance of 
service billings from an afflllate. CSW Services. 
As part of the appeal. CPL sought a temporary 
injunction to prohibit the PUCT from implementing 
the "glide path" rate reduction methodology. The 
temporary injunctidn was denied and the "glide 
path" rate reduction was implemented. In 
February 1999 the Travis District Court affirmed 
the PUCT order in regard to the three major items 
discussed above. 

CPL appealed the Travis District Court's flndings 
to the Texas Appeals Court which In July 2000, 
issued Its opinion upholding the Travis District 
Court except for the disallowance of afflliated 
service company billings. Under Texas law, 
specific findings regarding afPfliate transactions 
must be made by PUCT. In regards to tiie affiliate 
service billing issue, the findings were not 
complete In the opinion of the Texas Appeals 
Court who remanded the Issue back to PUCT. 

CPL has sought a rehearing of the Texas Appeals 
Court's opinion. The Texas Appeals Court has 
requested briefs related to CPL's rehearing 
request from interested parties. Management is 
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unable to predict the flnal resolution of ite appeal. 
If the appeal is unsuccessful the PUCT's 1997 
order will continue to adversely affect results of 
operations and cash flows. 

As part of the AEP/CSW merger approval 
process in Texas, a stipulation agreement was 
approved which resulted in the withdrawal of the 
appeal related to the "glide path" rate 
methodology. CPL will continue Ite appeal of the 
ECOM classiflcation for STP property and the 
disallowed affiliated service billings. 

Lignite Mining Agreement Litigation - SWEPCo 
and CLECO are each a 50% owner of Dolet Hills 
Power Station Unit 1 and Jointly own lignite 
reserves in the Dolet Hills area of northwestem 
Louisiana. In 1982. SWEPCo and CLECO 
entered into a lignite mining agreement with 
DHMV, a partnership for the mining and delivery 
of lignite from a portion of these reserves. 

In April 1997. SWEPCo and CLECO sued DHMV 
and its partners in U.S. District Court for the 
Western District of Louisiana seeking to enforce 
various obligations of DHMV under the lignite 
mining agreement. Including provisions relating to 
the quality of delivered lignite, pricing, and mine 
reclamation practices. In June 1997. DHMV tiled 
an answer denying the allegations in the suit and 
tiled a counterclaim asserting various contract-
related claims against SWEPCo and CLECO. 
SWEPCo and CLECO have denied the 
allegations contained in the counterclaims. In 
January 1999, SWEPCo and CLECO amended 
tiie claims against DHMV to include a request tiiat 
the lignite mining agreement be temninated. 

In April 2000, the parties agreed to settle the 
litigation. As part of the settlement, DHMV's 
Interest in tiie mining operations and related debt 
and other obligations will be purchased by 
SWEPCo and CLECO. The closing date for the 
settlement has been extended from December 
31, 2000 to March 31, 2001. The litigation has 
been stayed until April 2001 to give the parties 
time to consummate the settlement agreement. 

Management believes that the resolution of this 
matter will not have a material effect on results of 
operations, cash flows or flnancial condition. 

Federal EPA Complaint and Notice of Violation-
Under the Clean Air Act, if a plant undertakes a 
major modiflcation that directiy resulte in an 
emissions increase, permitting requirements 
might be triggered and the plant may be required 
to install additional pollution control technology. 
This requirement does not apply to activities such 
as routine malntenar̂ ^e, replacement of degraded 
equipment or failed components, or other repairs 
needed for the reliable, safe and efficient 
operation of the plant. 

The AEP System has been Involved in litigation 
regarding generating plant emissions under the 
Clean Air Act. In 1999 Notices of Violation were 
issued and complainte were filed by Federal EPA 
in various U.S. District Courte alleging the AEP 
System and eleven unaffiliated utilities made 
modifications to generating unite at certain of their 
coal-fired generating plante over the course of tii^^ 
past 25 years that extended unit operating lives o ^ 
increased unit generating capacity without a 
preconstiiictlon pennit in violation ofthe Clean Air 
Act. The complaint against the AEP System was 
amended in March 2000 to add allegations for 
certein generating units previously named in the 
complaint and to include additional AEP System 
generating unite previously named only in the 
Notices of Violation in the complaint. 

A number of northeastern and eastern states 
were granted leave to intervene In the Federal 
EPA's action against the AEP System under the 
Clean Air Act. A lawsuit against power plants 
owned by the AEP System alleging similar 
violations to tiiose in the Federal EPA complaint 
and Notices of Violation was filed by a number of 
special interest groups and has been 
consolidated with the Federal EPA action. 

The Clean Air Act authorizes civil penalties of up 
to $27,500 per day per violation at each 
generating unit ($25,000 per day prior to January 
30,1997). Civil penalties, if ultimately imposed by 
the court, and the cost of any required nej 
pollution control equipment, if the court accept 
Federal EPA's contentions, could be substentlal. 
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On May 10. 2000. the AEP System filed motions 
to dismiss all or portions of the complainte. 
Briefing on these motions was completed on 
August 2. 2000. On February 23, 2001. the 
government filed a motion for partial summary 
judgement seeking a determination that four 
projects undertaken on units at Spom, Cardinal 
and Clinch River plants do not constitute "routine 
maintenance, repair and replacement" as used in 
the Clear Air Act. Management believes Its 
maintenance, repair and replacement activities 
were in conformity with the Clean Air Act and 
intends to vigorously pursue ite defense. 

In the event the AEP System does not prevail, 
any capital and operating costs of additional 
pollution control equipment that may be required 
as well as any penalties imposed would adversely 
affect future results of operations, cash flows and 
possibly financial condition unless such coste can 
be recovered through regulated rates, and where 
states are deregulating generation, unbundled 
transition period generation rates, sticinded cost 
wires charges and future market prices for 
lectricity. 

In December 2000 Cinergy Corp., an unaffiliated 
utility, which operates certain plante jointiy owned 
by AEP's subsidiary, CSPCo. reached a tentative 
agreement with Federal EPA and other parties to 
settle litigation regarding generating plant 
emissions under the Clean Air Act. Negotiations 
are continuing between the parties in an attempt 
to reach final settlement terms. Cinergy's 
settlement could Impact the operation of Zimmer 
Plant and W.C. Beckjord Generating Statton Unit 
6 which are owned 25.4% and 12.5%, 
respectively, by CSPCo. Until a final settlement 
is reached, CSPCo will be unable to detennine 
the settlement's impact on ite jointly owned 
facilities and its future earnings. 

NOx Reductions - Federal EPA issued a NOx rule 
that required substantial reductions in NOx 
emissions in a number of eastern states, 
including certain states in which the AEP 
System's generating plante are located. A number 
of utilities, including several AEP System 
companies, filed petitions seeking a review ofthe 
Inal mle in the D.C. Circuit Court. In March 2000, 
' e D.C. Circuit Court issued a decision generally 
upholding the NOx rule. The D.C. Circuit Court 
issued an order in August 2000 which extends the 
final compliance date to May 31, 2004. In 

September 2000 following denial by the D.C. 
Circuit Court of a request for rehearing, the 
industry petitioners, including the AEP System 
companies, petitioned the U.S. Supreme Court for 
review, which was denied. 

In December 2000 Federal EPA ruled that eleven 
states. Including certein states In which the AEP 
System's generating units are located, failed to 
submit plans to comply with the mandates of the 
NOx njle. This determination means that those 
states could face stringent sanctions within the 
next 24 months Including limite on construction of 
new sources of air emissions, loss of federal 
highway funding and possible Federal EPA 
tekeover of stete air quality management 
programs. 

In January 2000 Federal EPA adopted a revised 
rule granting petitions. filed by certein 
northeastern states under Section 126 of the 
Clean Air Act seeking significant reductions in 
nitrogen oxide emissions from utility and Industrial 
sources. The rule imposes emissions reduction 
requiremente comparable to the NOx rule 
beginning May 1, 2003, for most of AEP's coal-
fired generating unite. Certain AEP companies 
and other utilities filed petitions for review in the 
D.C. Circuit Court. Briefing has been completed 
and oral argument was held In December 2000. 

In a related matter, on April 19. 2000, the Texas 
Natural Resource Conservation Commission 
adopted rules requiring significant reductions in 
NOx emissions from utility sources, including CPL 
and SWEPCo. The njle's compliance date is May 
2003 for CPL and May 2005 for SWEPCo. 

In June 2000 OPC^ announced that it was 
beginning a $175 million Installation of selective 
catalytic reduction technology (expected to be 
operational in 2001) to reduce NOx emissions on 
its two-unit 2,600 MW Gavin Plant. Constaiction 
of selective catalytic reduction technology on 
Amos Plant Unit 3, which is jointly owned by 
OPCo and APCo, and APCo's Mountaineer Plant 
Is scheduled to begin in 2001. The Amos and 
Mountaineer projecte (expected to be completed 
in 2002) are estimated to cost a total of $230 
million. 

Preliminary estimates indicate that compliance 
with the NOx rule upheld by the D.C. Circuit Ctourt 
as well as compliance with the Texas Natural 
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Resource Conservation Commission rule and the 
Section 126 petitions could resutt in required 
capital expenditures of approximately $1.6 billion 
including the amounts discussed in the previous 
paragraph for the AEP System. Since compliance 
costs cannot be estimated with certainty, the 
actual cost to comply could be significantly 
different than the preliminary estimates 
depending upon the compliance alternatives 
selected to achieve reductions in NOx emissions. 
Unless any capital and operating costs of 
additional pollution control equipment are 
recovered from customers through regulated 
rates and/or future market prices for electricity 
where generation is deregulated, they will have 
an adverse effect on future resulte of operations, 
cash flows and possibly financial condition. 

COLI Utigation - On February 20.2001, the U.S. 
District Court for the Soutiiern District of Ohio 
ruled against AEP In Ite suit against the United 
States over deductibility of Interest claimed by 
AEP in its consolidated federal income tex retum 
related to its COLI pn^gram. AEP had filed suit to 
resolve the IRS' assertion that interest deductions 
for AEP's COLI program should not be allowed. In 
1998 and 1999 the Company paid the disputed 
taxes and interest attributable to COLI Interest 
deductions for texable years 1991-98 to avoid the 
potential assessment by the IRS of additional 
interest on the contested tax. The payments 
were included in other assete pending the 
resolution of this matter. As a result of the U.S. 
District Court's decision to deny the COLI interest 
deductions, net income was reduced by $319 
million in 2000. The Company plans to appeal 
the decision. 

Other- The Company is Involved in a number of 
other legal proceedings and claims. While 
management is unable to predict the ultimate 
outcome of these matters, it is not expected that 
their resolution will have a material adverse effect 
on the results of operations, cash fiows or 
financial condition. 

9. Acquisitions: 

The Company completed two energy related 
acquisitions in 1998 thnaugh a subsidiary, AEPR. 
Both acquisitions have been accounted for using 

the purchase method. On December 31, 1998 
CitiPower, an Australian distribution utility, that 
serves approximately 250,000 customers in 
Melboume with 3,100 miles of distribution lines In 
a service area of approximately 100 square miles 
was acquired. All of the stock of CitiPower was 
acquired for approximately $1.1 billion. The 
acquisition of CitiPower had no effect on the 
resulte of operations for 1998 and a full year of 
CitiPower's results of operations are included in 
tiie consolidated statemente of income for 1999 
and 2000. Assets acquired and liabilities 
assumed have been recorded at their fair values. 
Based on an Independent appraisal. $616 million 
of the purchase price was allocated to retell and 
wholesale distribution licenses which are being 
amortized on a straight-line basis over 20 years 
and 40 years, respectively. The excess of cost 
over fair value of the net assete acquired was 
approximately $34 million and is recorded as 
goodwill and is being amortized on a straight-line 
basis over 40 years. 

On December 1,1998 AEPR acquired Louisian J V 
Intrastate Gas (LIG) with midstream gas 
operations that include a fully Integrated natural 
gas gathering, processing, storage and 
transportation operation in Louisiana and a gas 
trading and marketing operation. LIG was 
acquired for approximately $340 million, Including 
working capital funds with one month of earnings 
refiected in AEP's consolidated results of 
operations tor the year ended December 31, 
1998. A full year of LIG's resulte of operations is 
included in the consolidated stetemente of income 
for 1999 and 2000. Assete acquired and liabilities 
assumed have been recorded at their fair values. 
The excess of cost over fair value of the net 
assets acquired was appn^ximately $158 million 
tor the midsti'eam gas storage operations and $17 
million for the gas trading and marketing 
operation. The goodwill is being amortized on a 
straight-line basis over 40 years and 10 years, 
respectively. 

10. International Investments: 

CSW International owns a 44% equity interest in" 
Vale, a Brazilian electric operating company 
which it had purchased for a total of $149 million. 

68 



The investment is covered by a put option, which, 
if exercised, requires CSW International's 
partiiers in Vale to purchase CSW International's 
Vale shares at a minimum price equal to the U.S. 
dollar equivalent of CSW International's purchase 
price. As a resutt, management has concluded 
that CSW International's investment carrying 
amount wilt not be reduced below the put option 
value unless it is deemed to be a permanent 
impairment and CSW International's partners in 
Vale are deemed unable to fulfill their 
responsibilities under the put option. Vale has 
experienced losses from operations and CSW 
International's investment has been affected by 
the devaluation of the Brazilian Real. CSW 
International's cumulative equity share of these 
operating and foreign currency translation losses 
through December 31, 2000 is approximately $33 
million, net of tax, and $49 million, net of tex, 
respectively. Pursuant to the put option 
arrangement, these losses have not been applied 
to reduce the carrying value of the Vale 
investinent. As a result, CSW International will not 
recognize any future eamings from Vale until the 
^ iperating losses are recovered. 

tn December 2000, CSW International sold its 
investment in a Chilean electric company for $67 
million. A net loss on the sale of $13 million ($9 
million after tax) is included in woridwide electric 
and gas expenses and includes $26 million ($17 
million net of tax) of losses from foreign exchange 
rate changes that were previously reflected In 
other comprehensive income, tn the second 
quarter of 2000 management determined that tiie 
then existing decline in market value of the 
shares was other than temporary. As a result tfie 
investment was written down by $33 million ($21 
million after tax) in June 2000. The total loss fii^m 
both the write down of the Chilear investment to 
market in the second quarter and from the sate in 
the fourth quarter was $46 million i $30 million net 
of tax). 

tn December 2000 the Company entered Into 
negotiations to sell its 50% investment In 
Yorkshire, a U.K. electricity supply and 
distribution company. On Februaiy 26, 2001 an 
agreement to sell the Company's i50% Interest in 

'orkshire was signed. As a resutt a $43 million 
Impairment writedown ($30 milliori after tax) was 
recorded in the fourth quarter of 2000 to reflect 
the net loss from the expected sale in the first 

quarter of 2001. The impairment writedown Is 
included in other income (net) on AEP's 
Consolidated Statements of Income. 

11. Staff Reductions: 

During 1998 an intemal evaluation ofthe power 
generation organization was conducted with a 
goal of developing an optimum organizational 
structure for a competitive generation maricet. 
The study was completed in October 1998 and 
called for the elimination of approximately 450 
positions. In addition, a review of energy delivery 
staffing levels in 1998 identified 65 positions for 
elimination. 

A provision for severance coste totaling $26 
million was recorded in December 1998 for 
reductions in power generation and energy 
delivery staffs and was charged to maintenance 
and other operation expense in the Consolidated 
Statements of Income. The power generation 
and energy delivery staff reductions were made in 
the first quarter of 1999. The amount of 
severance benefits paid was not significantly 
different from the amount accrued. 

12. Benefit Plans: 

In the U.S. the AEP System sponsors two 
qualified pension plans and two nonqualified 
pension plans. Alt employees In tiie U.S., except 
participants in the UMWA pension plans are 
covered by one or both of the pension plans. 
OPEB plans are sponsored by the AEP System to 
provide medical and death benefite for retired 
employees in the U.S. 

The foreign pension plans are for employees of 
SEEBOARD In the U.K. and CitiPower in 
Australia. The majority of SEEBOARD's 
employees joined a pension plan that is 
administered for the U.K.'s electricity Industry. 
The assete of this plan are actuarially valued 
every three years. SEEBOARD and ite 
participating employees both contribute to the 
plan. Subsequent to July 1. 1995, new 
employees were no longer able to participate in 
that plan and two new pension plans were made 
available to new employees of SEEBOARD. 
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CitiPower sponsors a defined benefit pension 
plan that covers all employees. 

The following tebtes provide a reconciliation of the 

changes in the plans' benefit obligations and fair 
value of assets over the two-year period ending 
December 31. 2000, and a statement of the 
funded status as of December 31 for both years: 

Reconci l iat ion of benef i t 
ob l i ga t i on : 

Obligation at January 1 
service cost 
in teres t cost 
Part ic ipant Contributions 
Plan Amendments 
Foreign currency Translation 
Adjustment 

Actuarial (Gain) LOSS 
Benefit Payments 
curtailments 
Obligation at December 31 

Reconci l ia t ion o f f a i r value 
of plan assets: 

Fair value of plan assets at 
January 1 

Actual Return on Plan Assets 
company contr ibut ions 
Part ic ipant contr ibut ions 
Foreign Currency Translat ion 
Adjustment 

Benefit Payments 
Fair value of plan assets at 
December 31 

Funded status: 
Funded status at December 31 
Unrecognized Net Transi t ion 

(Asset) obl igat ion 

U.S. 
tension 

200 i 

$2,934 
60 

227 
-

(71)(a) 

-
218 

(207) 

t 3 . l 6 l 

$3,866 
250 

2 

-
(207) 

S3.911 

$ 7S0 

(23) 
Unrecognized Prior-Service Cost (12) 
Unrecoonized Actuarial 

(Gain) LOSS 
Prepaid Benefit (Accrued 
L i a b i l i t y ) 

f6281 

uz 

Plans 
i m 

$3,117 
71 

211 

7 (b) 

-
(300) 
(172) 

J2.934 

S3,665 
370 

2 
. 

-
C17?) 

53.^865 

$ 931 

(31) 
71 

r9541 

1_J7 

Forei gn 

^ ^ 
( in mi 

$1,176 
13 
64 

5 
. 

(95) 
80 

(64) 

11.179 

$1,405 
55 

-
5 

(111) 
fM) 

S1.290 

$111 

-
10 

(:67) 

L M 

^ ^ ^ 
11ions) 

$1,147 
15 
59 
4 
7 (c) 

(26) 
37 

(67) 

n ,176 

$1,338 
156 

7 
4 

\m 
S1.405 

$ 229 

-
11 

sx7.7:> 

S .63 

U.S. 
CPEB Pli 

2066 

$1,365 
29 

106 
7 

(67) 

-
262 
(85) 

j i .eL 

$668 
2 

112 
7 

-
(85) 

$704 

$(964) 

298 
-

448 

iOM) 

Cdl 

(e) 

ans 
1999 

$1,297 
33 
90 
9 

-

-
-

(74) 
10 Ce) 

$i:365 

$560 
71 

103 
9 

-
C741 

$669 

$(696) 

434 
-

135 

mw 
(a) one of the qualified pension plans converted to the cash balance pension formula from a final average 
pay formula. 
(b) Early retirement factors for one of the pension plans was changed to provide more generous benefits to 
participants retiring between ages 55 and 60. 
(c) SEEBOARD made a one-time payment to all retired participants. 
(d) change to a service-related formula for retirement health care costs and a 50% of pay life insurance 
benefit for retiree life insurance. 
(e) Related to the shutdown of affiliated coal mine operations. 

The following table provides the amounte recognized in the consolidated balance sheets as of 
December 31 of both years: 

Prepaid Benefit Costs 
Accrued Benefit Liability 
Additional Minimum Liability 
intangible Asset 
Accumulated Other 
comprehensive income 
Net Amount Recognized 

other comprehensive (income) 
Expense Attributable to 
change in Additional Pension 
Liability Recognition 

N/A = Not Applicable 

U.S. 
Pension 

2000 

$ 159 

[III 
14 

^ 

Plan 
1999 

$ 145 
(128) 
CU) 

^ 

Foreign 

^ i n mi l l ions) 

$54 

ik 

$63 

m 

u. 
OPEB 

200! 

(218) 
N/A 
N/A 

^ ) 

.S. 
Pi ans 

1999, 

(127) 
N/A 
N/A 

^ ) 

£4 i m = 

70 
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The Company's nonqualified pension plans had accumulated benefit obligations In excess of plan assete 
of $41 million and $26 million at DeiCember 31, 2000 and $29 million and $23 million at December 31.1999. 
There are no plan assets in the nonqualified plans. 

The Company's OPEB plans had accumulated benefit obligations in excess of plan assets of $964 million 
and $696 million at December 31, 

The following teble provides the cpmponente of net periodic benefit cost for the plans for fiscal years 2000, 
1999 and 1998: 

Z Q i ^ 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of 

t rans i t ion (asset) ob l igat ion 
Amortization of pr ior -serv ice 

cost 
Amortization of net actuarial 

(gain) loss 
Net periodic benefi t cost 
Curtailment loss(a) 
Net periodic benefi t 

cost af ter curtailments 

2000 and 1999, respectively. 

U.S. 
Pension Plans 

60 
227 

(P21) 

(8) 

13 

^ ) 
f6S) 

1999 

$ 71 
211 

(299) 

(8) 

12 

1998 

$ 67 
202 

(269) 

(8) 

9 

Foreign 
Pens on Plans 

2000 1999 l99d 
(in miTTions) 

$ 13 $ 15 $ 14 
64 59 68 
(75) (71) (77) 

U.S. 
OPEB Plans 

2000 laSi 1§38 

$ 29 $ 33 $ 26 
106 90 76 
(57) (49) (40) 

41 43 41 

- ^ ] 

$ f281 

-f ' T^ 
i=a) u 

3 

u 

5 

$ 5 

79 

$20? 

12i 

1140 

24 

mi 

(a) Curtailment charges were recogrjized during 2000, 1999 and 1998 for the shutdown of a f f i l i a t e d coal mine 
')perations. 

The assumptions used in the measurement of the Company's benefit obligations are shown in the following 
tables: 

wei ghted-average 
assumptions as 
of December 31: 
Discount rate 
Expected return on 
plan assets 
Rate of compensation 
increase 

weighted-average 
assumptions as 
of December 31: 
Discount rate 
Expected return on 
plan assets 
Rate of compensation 
increase 

2000 

7.50% 

9.00% 

3.2% 

2000 

7.50% 

8.75% 

N/A 

For measurement purposes, a 6, 
benefits was assumed for 2001 
through 2005 and remain at that 

u.s. 
Pension Plans 

Foreign 
Pension Plans 

1999 1998 2000 1999 1998 

8.00% 6.75% 

9.00% 9,00% 

3.8% 3.8% 

J.S. OPEB Plans 

5-5.5% 5.5-6% 5-5.5% 

6-7.5% 6.5-7.5% 6.25-7% 

3.5-4.0% 4-4.5% 3.5-4% 

1999 1998 

8.00% 6.75% 

8.75% 8.75% 

N/A N/A 

Yo annual rate of increase In the per capita cost of covered health care 
rate was assumed to decrease gradually each year to a rate of 5.1% 

evel thereafter. 
The 
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Assumed health care cost trend rates have a significant effect on ttie amounte reported for the OPEB health 
care plans. A 1% change in assumed health care cost trend rates would have the following effects: 

1% Increase 1% Decrease 

Effect on t o t a l service and 
in te res t cost components of 
net per iodic postretirement 
health care benef i t cost $ 15 

Effect on the health care 
component o f the accumulated 
postretirement benef i t ob l igat ion 197 

( i n m i l l i ons ) 

$ (13) 

(162) 

AEP System Savings Plans - The AEP System 
Savings Plans are defined contribution plans 
offered to non-UMWA U.S. employees. The cost 
for contributions to these plans toteled $37 million 
In 2000 and $36 million in 1999 and $35 million In 
1998. Beginning in 2001 AEP's contributions to 
the plans will increase to 4.5% of the initial 6% of 
employee pay contributed from tiie cun-ent 3% of 
the Initial 6% of employee base pay contributed. 

Other UMWA Benefite - The Company pnDvides 
UMWA pension, health and welfare benefits for 
certein unionized mining employees, retirees, and 
their survivors who meet eligibility requirements. 

The benefite are administered by UMWA trustees 
and contributions are made to their trust funds. 
Contiibutions are based on hours wori<ed and are 
expensed as paid as part of the cost of active 
mining operations and were not material In 2000. 
1999 and 1998. 

13. Stock-Based Compensation: 

In 2000, AEP adopted a Long-tenn Incentive Plan 
under which a maximum of 15,700,000 shares of 
common stock can be issued to key employees. 

Under the plan, the exercise price of each optbn 
granted equals the market price of AEFs 
common stock on the date of grant. T h e s ^ ^ 
options will vest in equal incremente, annuallyj^P 
over a three-year period beginning on January 1, 
2002 with a maximum exercise temi of ten years. 

CSW mainteined a stock option plan prior to the 
merger with AEP. Effective with tiie merger, all 
CSW stock options outstending were converted 
into AEP stock options at an exchange ratio of 
one CSW stock option for 0.6 of an AEP stock 
option. The exercise price for each CSW stock 
option was adjusted for the exchange ratio. The 

72 



provisions of the CSW stock option plan will 
continue in effect until all options expire or there 
are no longer options outstending. Under tiie 
CSW stock option plan, the option exercise price 
was equal to the stock's market price on the date 
of grant. The grant vested over three years, one-
third on each of the first three anniversary dates 

2000 

Outstanding at 
beginning of year 
Granted 
Exercised 
Forfeited 

Outstanding at 
end of year 

Options Exercisable 
at end of year 

Option*; 
( i n thousands') 

825 
6.046 

(26) 
(235: 

6.610 

588 

value 

1998 

The weighted-average fair 
granted in 2000 is $36 per sharle 

.were granted in 1999 or 
Outstanding under the stock opt 

exercise prices ranging from $35 
weighted-average remaining conti"actual 
years. 

of options 
No options 

Shares 
ion plan have 
to $49 and a 

lite of 9.2 

If compensation expense for stoik 
been determined based on the 
grant date, net income and earnings 
would have been the pro forma 
below: 

Pro forma net income 
( in mi l l ions) 

Pro forma earnings per 
share (basic and di luted) 

2000 

$264 

$0.S2 

The pro fornia amounts are not 
the effects on reported net 
years. 

Ihe 

• 

the 

The fair value of each option awaW 
on the date of grant using the 
option-pricing model with 

ssumptions used to estimate 
ptions granted in 2000: dividend 

expected stock price volatility of 24-
interest rate of 5.02% and ex 
of 7 years. 

:pect<3d 

Weighted 
Average 
Exerc ise 
Pr i ce 

$40 
$36 
$36 
$39 

$36 

$41 

options had 
value at the 

per share 
ahiounte shown 

1999 

$972 

$3.03 

1998 

$975 

$3.06 

representative of 
income for future 

is estimated 
Black-Scholes 

following 
fair value of 

yield of 6.02%; 
.75%; risk-free 

life of option 

of the grant, and expires 10 years after the 
original grant date. All CSW stock options were 
fully vested at December 31, 2000. 

The following table summarizes share activity in 
the above plans, and the weighted-average 
exercise price: 

1999 

Options 
Cin thousands!) 

866 

(22 
119 
fi25 

ZQZ 

Weighted 
Average 
Exerc ise 
p r i c e 

$40 
$ -
$38 
$43 

$40 

$42 

1998 
Weighted 
Average 

Opt ions Exerc ise 
f i n thousands') Pr ice 

1,141 

(202) 
—(Zi) 

866 

SQi 

$40 
$ -
$40 
$40 

$40 

$43 

14. Business Segments: 

AEP's principal business segment is its cost-
based rate regulated Domestic Electric Utility 
business consisting of eleven regulated utility 
operating companies pnDviding generation, 
disti'ibution and transmission electric services in 
eleven states. Also Included In this segment are 
AEP's electric power wholesale martceting and 
trading activities conducted within two 
transmission systems of the AEP System. 

The AEP consolidated income statement caption 
"Revenues-Domestic Electric Utility Operations" 
includes both the retail and wholesale domestic 
electricity supply businesses which are cost-
based rate regulated on a bundled basis with 
transmission and distribution services in 
Kentucky, Indiana, Michigan, Louisiana, 
Oklahoma and Tennessee and are in the process 
of transitioning to customer choice market based 
pricing in Arkansas, Ohio, Texas, WV and 
Virginia. Since the domestic electric utility 
companies have not yet functionally or stiucturally 
separated their retail and wholesale electricity 
supply business from their regulated transmission 
and distribution service business, separate 
financial data is not available and the Domestic 
Electric Utilities business will continue to be 
reported as one business segment which is the 
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only reportable segment for the domestic electric 
operating subsidiaries. 

The AEP consolidated income stetement caption 
"Revenues-Worldwide Electric and Gas 
Operations" includes three segmente: Foreign 
Energy Delivery, Woridwide Energy Investmente 
and other. The Foreign Energy Delivery segment 
includes investmente in overseas electric 
distribution and supply companies (SEEBOARD 
and Yorkshire In the U.K. and CitiPower in 
Australia). 

The Woridwide Energy Investmente segment 
represente domestic and intemational 
investments In energy-related gas and electric 
projecte including the development and 
management of those projecte. Such investment 
activities include electric generation in Florida. 
Texas, Colorado. Brazil and Mexico, and natural 
gas pipeline, storage and other natural gas 
services in the U.S. 

The other segment which is Included in the AEP 
consolidated Income statement as part of 
Worldwide Electric and Gas Operations includes 
non-regulated electi'ic marketing and trading 

activities outeide of AEP's marketing area 
(beyond two transmission systems from the AEP 
System) gas marketing and trading activities, 
telecommunication services, and the marinating of 
various energy related producte and services. 

In the fourth quarter of 2000, management 
announced ite Intent to functionally and 
structurally separate its operations into two main 
business segmente, a non-regulated business 
and a regulated business. Separation of AEP's 
regulated bundled generation, distribution and 
transmission businesses into an unbundled non-
regulated generation business and regulated 
unbundled distribution and transmission business 
will not be completed until the required regulatory 
approvals are obteined and the electric operating 
subsidiaries operating In states that are 
deregulating the generation business are 
structurally separated and the remaining 
subsidiaries functionally separated and the 
necessary changes are made to their accounting 
software, books, and records. Managemer^fl^ 
expects to begin reporting certein segmentec^^ 
infonnation by the new business segments in the 
near future. 
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Year 

Domestic* 
E lect r ic 
U t i l i t i e s 

Foreign 
Energy 
Deliverv 

2000 
Revenues from: 

External unaffiliated 
customers 

Transactions with other 
operating segments 

Interest expense 
Depreciation, depletion and 

amortization expense 
income tax expense (benefit) 
Segment net income (loss) 
Total assets 
investments in equity method 

subsidiaries 
Gross property additions 

1999 
Revenues from: 

External unaffiliated 
customers 

Transactions with other 
operating segments 

Interest expense 
Depreciation, depletion and 

amortization expense 
income tax expense (benefit) 
Segment net income (loss) 
Total assets 
investments in equity method 

subsidiaries 
Gross property addit ions 

198 
Revenues from: 
External unaffiliated 
customers 

Transactions with other 
operating segments 

Interest expense 
Depreciation, depletion and 

amortization expense 
income tax expense (benefit) 
Segment net income (loss) 
Total assets 
investments in equity method 

subsidiaries 
Gross property addit ions 

Worldwide 
Energy 
investments other 

( in mi l l ions) 

Reconciling 
Adiustments 

$10,827 51,934 $ 836 97 

AEP 
consolidated 

$13,694 

734 

1,062 
641 
211 

35,741 

163 

149 
(16) 
125 

4,446 

147 
129 

25 
(19) 

12 

391 
91 

13 
(9) 
(13) 
.272 

$(538) 
(60) 

(187) 

1.057 

1,062 
597 
267 

54,548 

1.386 
427 
177 

$ 9,838 $2,023 

686 

1,011 
490 
794 

27,288 

1,215 

172 

166 
18 

170 
4,739 

412 
206 

$ 9,834 $1,769 

360 
149 

$ 583 

70 
109 

26 
(10) 
34 

1,669 

420 
205 

$ 183 

77 
61 

$ (37) 

246 
55 

9 
(16) 
(26) 

2.023 

57 
54 

$ 54 

$(316) 
(47) 

(201) 

864 
1,773 

$12,407 

977 

1,011 
482 
972 

35,719 

889 
1,680 

$11,840 

25 

682 

989 
532 
884 
546 

729 

116 

95 
4 

155 
4,504 

352 
1,259 

68 

13 
(14) 
(265 

1,672 

287 
712 

49 
51 

1,543 

59 
90 

' n ^ 
(115) 

_ 

'879 

969 
502 
975 

33.265 

698 
2,790 

*lnc1udes the domestic generation re ta i l and wholesale supply businesses a s ign i f i can t port ion of 
which i s undergoing a t rans i t i on from regulated cost based bundled rates to open access market 
pr ic ing but which have not yet been unbundled i . e . , s t ruc tu ra l l y separated from the d i s t r i bu t i on 
and transmission portions of the ve r t i ca l l y integrated e lec t r i c u t i l i t y business. 

Geoaraohic Areas 

2000 
1999 
1998 

2000 
1999 
|998 

united States 

$11,663 
10,353 
10,063 

united states 

$20,463 
19.958 
19,752 

Revenues 
united 
Kinadom other Forei 

(in millions) 

$1,632 $399 
1,705 349 
1,769 8 

Lona-Lived Assets 

an 

United 
Kinadom other Foreian 

(in millions) 

$1,220 $710 
1.124 783 
1,102 665 

AEP 
consolidated 

$13,694 
12,407 
11,840 

AEP 
consolidated 

$22,393 
21,865 
21,519 
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15. Financial Instruments, Credit and Risk 
Management: 

AEP and its subsidiaries are subject to market 
risk as a result of changes in commodity prices, 
foreign currency exchange rates, and interest 
rates. The Company has wholesale electricity 
and gas trading and marketing operations that 
manage the exposure to commodity price 
movements using physical fon/vard purchase and 
sale contracts at fixed and variable prices, and 
financial derivative instruments including 
exchange traded futures and options, over-the-
counter options, swaps and other financial 
derivative contracts at both fixed and variable 
prices. 

Physical fonward electricity contracte within AEP's 
traditional economic market area are recorded on 
a net basis as domestic electric utility operations 
revenues in the month when the physical contract 
setties. Physical fon/vard elech îcity contracte 
outside AEP's traditional marketing area, and all 
financial electricity trading transactions where the 
underiying physical commodity is outeide AEP's 
traditional economic market area are recorded on 
a net basis In woridwide electric and gas 
operations revenues. 

In the first quarter of 1999 the Company adopted 
the Financial Accounting Stendards Board's EITF 
98-10, "Accounting for Contracte Involved in 
Energy Trading and Risk Management Activities". 
The EITF requires that all open energy trading 
contracte be marked-to-market. The effect on the 
Consolidated Statemente of Income of marking 
open trading contracte to market in the 
Company's regulated jurisdictions are defended as 
regulatory assets or liabilities in accordance with 
SFAS 71 for the portion of those open electricity 
trading transactions within the Company's 
marketing area that are included in cost of service 
on a settlement basis for ratemaking purposes. 
Open electricity trading transactions within the 
Company's marketing area allocated to non-

regulated jurisdictions are marked-to-market and 
included in revenues fi'om domestic electric utility 
operations. Open electricity trading contracts 
outside tiie Compan/s marketing area are 
accounted for on a mark-to-market basis and 
included in revenues from worldwide electric and 
gas operations. Open gas trading contracts are 
accounted for on a mark-to-market basis and 
included In revenues from woridwide electric and 
gas operations. Unrealized maric-to-maricet gains 
and losses from trading of financial Instruments 
are reported as assets and liabilities, respectively. 

The amounts of net revenues recorded in 2000 
and 1999 for electric and gas ti^ading activities 
were: 

Revenues - Net Gain fLossl 

Domestic Electric 
Utility operations 
worldwide Electric and 
Gas operations 

2000 1999 
(in milliohs) 

$ 43 

213 

$27 

14 

Investment in foreign energy companies and^P 
projects exposes the Company to risk of foreign 
currency fluctuations. The Company is also 
exposed to changes in interest rates primarily due 
to short- and long-term borrowings used to fund 
its business operations. The Company does not 
presentiy utilize derivatives to manage ite 
exposures to foreign currency exchange rate 
movements. 

Market Valuation - The book values of cash and 
cash equivalente, accounte receivable, short-term 
debt and accounte payable approximate fair value 
because of the short-term maturity of these 
instruments. The book value of the pre-April 
1983 spent nuclear fuel disposal liability 
approximates the Company's best estimate of its 
fair value. 

The bcx)k values and fair values of the Company's 
significant financial instrumente at December 31, 
2000 and 1999 are summarized in the following 
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table. The fair values of long-term debt and 
preferred stock subject to mandatory redemption 
are based on quoted market prices for the same 
or similar issues and the current dividend or 
interest rates offered for instruments ofthe same 
remaining maturities. The fair value of those 
financial instruments that are marked-to-market 
are based on management's best estimates using 
over-the-counter quotations, exchange prices, 
volatility factors and a valuation methodology. The 
estimates presented herein are not necessarily 
indicative of the amounts that the Company could 
realize in a current market exchange. 

Non-Derivatives 

2000 

Long-terra Debt 

Preferred stock 

Trust Preferred Securities 

1999 

Long-term Debt 

Preferred Stock 

Trust Preferred Securities 

^ ^ ' ^ ^ i i 

$10,754 

100 

334 

$11,524 

119 

335 

Fair valge 
ions) 

$10,812 

98 

326 

$11,037 

117 

290 

Derivat ives 

2000 1999 

Trading Assets 

E lec t r ic 
Futures and 
Options-NYMEX 

Physicals 
Options - OTC 
Swaps 

Notional 
Amount, 

GWH 

Cnet) -
247,330 
8,981 
11,575 

Fair 
value 

Average 
Fair Value 

(in millions) 

$ -
8,845 
215 
164 

2,758 
99 
60 

Notional 
Amount 

GWH 

224 
69,509 
6,203 
177 

Fair Average 
value Fair value 

(in millions) 

$ 2 
577 
39 
1 

$ 1 
517 
62 
1 

Gas 
Futures and 
Options-NYMEX 
Physicals 
Options - OTC 
Swaps 

MMMBTU 

(net) -
597,251 
698,392 

4,677.142 

Tradina L iab i l i t i es 

(in millions) 

455 
1,266 
7.328 

97 
355 

1.730 

MMMBTU 

345.830 
192,593 

2.682.033 

(in millions) 

37 
54 

410 

39 
40 
312 

GWH 
Electric 
Futures and 
Options-NYMEX (net) -
Physicals 246,729 
Options - OTC 10,368 
Swaps 11,289 

(in millions) GWH 

Gas 
Futures and 
Options-
NYMEX (net) 
Physicals 
Options - OTC 
swaps 

MMMBTU 

23,110 
442,309 
666,304 

4.616,178 

$ - $ -
(8,906) (2,712) 74.764 
(133) (69) 8,907 
(144) (47) 180 

(in millions) MMMBTU 

(81) $ (11) 69,840 
(420) (91) 301,271 
(934) (306) 227,225 

(7,592) (1,762) 2,601,644 

(in millions) 

$ - $ -
(536) (498) 
(43) (56) 
(2) (2) 

(in millions) 

$ (8) $ (5) 
(32) (26) 
(55) (37) 
(379) (303) 
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AEP routinely enters into exchange traded futures 
and options transactions for electricity and natural 
gas as part of Ite wholesale trading operations. 
These transactions are executed thnsugh 
brokerage accounte with brokers who are 
registered with the Commodity Futures Trading 
Commission. Brokers require cash or cash 
related instruments to be deposited on these 
accounts as margin calls against the customer's 
open position. The amount of these deposits at 
December 31, 2000 and 1999 was $95 million 
and $25 million, respectively. 

Credit and Risk Management - In addition to 
market risk associated with price movements, 
AEP is also subject to tiie credit risk inherent in ite 
risk management activities. Credit risk refers to 
the financial risk arising from commercial 
transactions and/or the intrinsic finandal value of 
contractual agreemente with trading counter 
parties, by which there exists a potential risk of 
non-perfomnance. The Company has esteblished 
and enforced credit policies that minimize or 
eliminate this risk. AEP accepte as counter 
parties to fonA/ards, futures, and other derivative 
contracts primarily those entities that are 
classified as Investment Grade, or those tiiat can 
be considered as such due to the effective 
placement of credit enhancements and/or 
collateral agreemente. Investment Grade is the 
designation given to the four highest debt rating 
categories (i.e., AAA, AA, A, BBB) of the major 
rating services, e.g., ratings BBB- and above at 
Standard & Poor's and Baa3 and above at 
Mood/s. When adverse market conditions have 
the potential to negatively affect a counter party's 
credit position, the Company will require further 
enhancements to mitigate risk. Since the 
formation of the trading business In July of 1997, 
the Company has not experienced a significant 
loss due to the credit risk; furthemiore, the 
Company does not anticipate any future material 
effect on its results of operations, cash flow or 
flnancial condition as a result of counter party 
non-peri'ormance. 

Other Financial Instruments - Nuclear Trust 
Funds Recorded at Market Value - The trust 
investments for decommission and SNF disposal. 

reported in other assete, are recorded at market 
value. At December 31, 2000 and 1999 tiie fair 
values ofthe trust Investmente were $873 million 
and $795 million, respectively, and had a cost 
basis of $768 million and $696 million, 
respectively. The change in market value In 2000. 
1999, and 1998 was a net unrealized holding gain 
of $6 million, $18 million, and $32 million, 
respectively. 

CitiPower entered into several interest rate swap 
agreements for $425 million of borrowings under 
a credit facility. The swap agreemente Involve the 
exchange of floating-rate for fixed-rate Interest 
payments. Interest is recognized currently based 
on the fixed rate of interest resulting from use of 
these swap agreements. Market risks arise from 
tiie movemente In interest rates. If counter parties 
to an interest rate swap agreement were to 
default on contractual paymente. CitiPower could 
be exposed to increased coste related to 
replacing the original agreement. HoweveM^ 
CitiPower does not anticipate non-perfomnancflr 
by any counter party to any interest rate swap In 
effect as of December 31.2000. As of December 
31, 2000, CitiPower was a party to interest rate 
swaps having an aggregate notional amount of 
$626 million, with $224 million maturing on 
December 31, 2003, and $201 million maturing 
on December 29,2003, $201 million commencing 
on December 29. 2003 and maturing on 
December 30, 2005. The average fixed Interest 
rate payable on the aggregate of the interest rate 
swaps is 5.84%. The average fioating rate for 
Interest rate swaps was 6.04% at December 31, 
2000. The estimated fair value of the Interest rate 
swaps, which represente the estimated amount 
CitiPower woukl receive to terminate the swaps at 
December 31, 2000. based on quoted interest 
rates, is a net receivable of less than a million 
dollars. 

CitiPower entered into interest rate swap 
agreement for $112 million in January 2000, for 
the purpose of hedging a capital markets bonc^ 
issue. The interest rate swap agreemefl^ 
exchanges a fixed-rate for a fioating interest rate 
up to January 15,2007. The $112 million Interest 
rate swap agreement was terminated on 
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December 18, 2000. The gain of $9 millton 
earned upon termination of the swap agreement 
has been deferred and will be amortized through 
January 15, 2007. 

The CSW UK Holdings Group (Group) entered 
into two currency swaps in 1996 in respect of two 
tranches of $200 million notes ("Yankee Bonds") 
repayable on August 1, 2001 and August 1,2006. 
The swaps convert fixed rate semi-annual U.S. 
Dollar interest paymente at 6.95% and 7.45% to 
fixed rate sterling. As a result of the swaps the 
effective fixed steriing interest rates, including 
fees, are 7.98% and 8.75%. The estimated fair 
value of these swaps at December 31.2000 is a 
net payable of $1 million. 

The Group also has an Interest In two interest 
rate swaps entered into by its joint venture 
associate Power Asset Development Company 
Limited in 1998. The swaps convert floating rate 
interest payable on a $157 million bank project 
inance borrowing, maturing in 2021, to 6.00% 
ixed rate. The estimated fair value of these 

swaps at December 31, 2000 Is a net payable of 
$4 million of which the Group's interest Is $2 
million. 

In addition, at December 31,2000. the Group has 
an interest in a currency swap and an interest 
rate swap entered into by another joint venture 
associate, South Coast Power Limited. The 
estimated fair value of these swaps Is a net 
receivable of $3 million of which the Group's 
share is $1 million. 

In accordance with the debt covenants included 
in the financing provisions of ite credit facility, 
CitiPower must hedge at least 80% of ite energy 
purchase requirements through energy trading 
derivative instrumente entered into with market 
participants, predominantiy generators. As of 
December 31, 2000, CitiPower had outstending 
energy trading derivatives witii a totel contracted 
load of 10,144 GWH's. The maturities for these 

ntracts range from three months to six years. 
anagement's estimate of the fair value of these 

derivatives as of December 31, 2000 is $7 million 
in excess of net contract value. 

SEEBOARD manages ite er^rgy purchase coste 
through energy trading derivative instrumente 
entered Into with maricet participante. The 
Company buys derivative instrumente to hedge 
purchase coste only and does not enter Into any 
speculative trades. As of December 31, 2000, 
SEEBOARD had outetanding energy trading 
derivatives with a totel conti-acted volume of 
14.059 GWH's excluding Medway Power Limited. 
These contracts have maturities In the range of 1 
to 27 montiis. In addition SEEBOARD has a 15 
year contract with Medway Power Limited which 
owns and operates a 675 MW combined cycle 
gas generating station. SEEBOARD also has a 
37.5% equity Interest in Medway Power Limited. 
There are 29,025 GWH remaining under the 
conti3ct which has 10 years and 9 months to run. 
Management's estimate of the fair value of these 
derivatives as of December 31, 2000 Is $132 
million below net contract value. 

16. Income Taxes: 

The detells of income texes as reported are as 
follows: 

Year Ended December 31. 

Federal: 
Current 
Deferred 

Total 

State: 
current 
Deferred 

Total 

international: 
Current 
Deferred 

Total 

Total income Tax 
as Reported 

2000 
(in 

$ 766 

50 

6 

$ 597 

1999 
miTTions) 

$308 

25 

25 

4 
^ M 

1998 

$492 

30 

14 

4502 

^ ^ 1 

m 
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The following is a reconciliation of the difference between the amount of income taxes computed by 
multiplying book income before income taxes by the federal statutory tax rate, and the amount of income 
texes reported. 

Year Ended December 31 , 

Net Income 
Extraordinary items 

(net of income tax $44 m i l ion 
$8 m i l l i on i n 1999) 

Preferred stock Dividends 
Income Before Preferred stock 

of subsidiar ies 
Income Taxes 
pre-Tax income 

Income Tax on Pre-Tax Income 
at s ta tu tory Rate (35%) $319 $520 $524 

Increase (Decrease) i n income Tax 
Resulting from the Following items: 
oepreci a t i on 77 71 67 
Corporate Owned L i fe insurance 247 2 (16) 
Foreign Tax c red i ts (31) (63) (49) 
investment Tax Credits (net) (36) (38) (37) 
Merger Transaction costs 49 -
State Income Taxes 26 ' 16 19 
in ternat iona l 18 13 15 
other _CZ2) C39) C21) 

Total income Taxes as Reported $597 $482 $502 

Ef fect ive income Tax Rate 65.5% 32.5% 33.6% 

in in 2000 and 

Dividends 

2000 

$ 

i= 

267 

35 
11 

313 
597 
910 

1999 
(in millions) 

$ 972 

14 
19 

1,005 
482 

$1.487 

1998 

$ 975 

-
19 

994 
502 

SI.496 

The following table shows the elements of the Company's net deferred tax liability and the significant 
temporary differences: 

Deferred Tax Assets 
Deferred Tax L i a b i l i t i e s 

Net Deferred Tax L i a b i l i t i e s 

Property Related Temporary Differences 
Amounts Due From Customers For Future 

Federal Income Taxes 
Deferred state income Taxes 
Regulatory Assets Designated for secur i t i za t ion 
A l l other (net) 

Net Deferred Tax L i a b i l i t i e s 

December 
2000 

(in 

$ 1,248 

$(3,935) 

(415) 
(251) 
(332) 

$(4,875) 

31. 
1999 

millions) 

$ 1.241 

$(5,150) 

$(4,109) 

(437) 
(220) 
(332) 

The Company has settled with the IRS all issues from the audite of its consolidated federal income tex 
returns for the years prior to 1991. Returns for the years 1991 through 1999 are presentiy being audited 
by the IRS. Management is not aware of any issues for open tax years that upon final resolution are 
expected to have a material adverse effect on resulte of operations. 
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17. Supplementary Information: 

Year Ended December 31. 
2 0 0 0 1 5 5 9 1998 
^ ^ i n mTTfTons) 

$86 $64 $43 

$842 
$449 

$118 

_ 

$979 
$270 

$80 

_ 

$859 
$540 

$119 

$152 

Purchased power -
Ohio Valley Electric 
Corporation 
(44.2% owned by 
AEP System) 

cash was paid for: 
Interest (net of 
capitalized amounts) 
income Taxes 

Noncash investing and 
Financing A c t i v i t i e s : 
Acquisit ions under 

Capital teases 
Assumption of 

L i a b i l i t i e s Related 
to Acquisit ions 

18. Leases: 

Leases of property, plant and equipment are for 
periods of up to 35 years and require paymente of 
related property taxes, maintenance and 
operating costs. The majority of the leases have 
lurchase or renewal options and will be renewed 
Ir replaced by other leases. 

Lease rentals for both operating and capltel 
leases are charged to operating expenses in 
accordance with rate-making treatment for 
regulated operations. Capitel leases for non-
regulated property are accounted for as If the 
assets were owned and financed. The 
components of year ended December 31, rental 
coste are as follows: 

Year Ended December 31, 

Lease Payments on 
Operating Leases 
Amortization of 
capital Leases 
interest on 
Capital Leases 

2000 
(in 

$216 

121 

39 

$247 $257 

97 91 

35 37 

Property, plant and equipment under capltel 
leases and related obligations recorded on the 
Consolidated Balance Sheets are as follows: . 

21^ 

Property, Plant and 
Equi pment: 
production 

Distribution 
other: 
Nuclear Fuel 
(net of amortization) 
Mining and Other Assets 
Total Property, plant and 
Equi pment 

Accumulated Amortization 
Net Property, Plant 
and Equipment 

Obligations under capital 
Leases: 
Noncurrent Liability 
Liability Due within 
One Year 

Total 

^ n 

$ 42 
151 

90 
619 

902 
288 

mill 
1999 

ions) 

$ 46 
106 

108 
_612 

872 

_2fi2 

$419 

195 

mi 

$610 

$510 

100 

Future minimum lease paymenteoonsisted of the 
following at December 31, 2000: 

2001 
2002 
2003 
2004 
2005 
Later Years 
Total Future M 
Minimum Lease 
Payments 
Less Estimated 
interest Element 
Estimated Present 
value of Future 
Minimum Lease 
Payments 
Unamortized 
Nuclear Fuel 
Total 

capital 

(in mi 

$129 
99 
81 
63 
48 

.397 

817 (a) 

293 

524 

90 
S&2A 

Noncancellable 
operating 
Leases 

lions) 

$ 244 
236 
235 
235 
243 

..3.P90 

$4,283 

Total Lease Rental 
costs m^ 

(a) Minimum lease payments do not include nuclear 
fuel payments. The payments are paid in 
proportion to heat producea and carrying charges 
on the unamortized nuclear fuel balance. There 
are no mi ni mum 1 ease payment requi rements for 
leased nuclear fuel. 

iiza M I 
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19. Lines of Credit and Commitment Fees: 

The AEP System uses short-temi debt, primarily 
commercial paper, to meet fluctuations in working 
capital requirements and other interim capitel 
needs. AEP has established a money pool to 
coordinate short-term borrowings for certein 
subsidiaries and also incurs borrowings outeide 
the money pool for other subsidiaries. As of 
December 31, 2000, AEP had revolving credit 
facilities toteling $3.5 billion to backup ite 
commercial paper program. At December 31, 
2000, AEP had $2.7 billion outstanding in short-
term borrowings. The maximum amount of such 
short-term borrowings outstanding during the 
year, which had a weighted average interest rate 
for the year of 7.5% was $2.7 billion during 
December 2000. 

AEP Credit, which does not participate in the^ 
money pool, issues commercial paper on a stand
alone basis. At December 31, 2000, AEP Credit 
had a $2.0 billion unsecured revolving credit 
agreement to back up its commercial paper 
program, which had $1.2 billion outetending. The 
maximum amount of such commercial paper 
outstending during the year, which had a 
weighted average interest rate for the year of 
6.6% was $1.5 billion during September 2000. 

Outetanding short-term debt consisted of: 

December 31. 

Balance outstanding: 
Notes payable 
commercial Paper 
Total 

2000 199^ 
(in millions) 

$ 193 
4.140 

$ 232 
2.780 

iijaii 

20. Unaudited Quarterly Financial Information: 

( In Mi l l ions - Except 
Per Share Amounts') 
operating Revenues 
Operating income 
Income (LOSS) Before 
Extraordinary Items 

Net Income (Loss) 
Earnings (Loss) 
per share 

March 31 

$3,021 
428 

140 
140 

0.43 

2000 Ouarterlv Periods Ended 
June 30 

$3,169 
308 

(18) 
(9) 

(0.03) 

Sept . 30 

$3,915 
873 

403 
359 

1.11 

Dec. 31 

$3,589 
417 

(223) 
(223) 

(0 .68) 

Fourth quarter 2000 eamings decreased $415 million from the prior year. The decrease was primarily due 
to various unfavorable Items including: a ruling disallowing interest deductions claimed by AEP relating to 
its COLI program of $319 million; $35 million ofthe Cook Plant restert coste; and a $30 million writedown 
for the proposed sale of Yorkshire. Additionally, the fourth quarter of 1999 includes a $33 million gain on 
the sale of Sweeney in October. 

1999 Quarterlv Periods Ended 

(in Millions - Except 
Per Share Amounts') 

Operating Revenues 
Operating income 
Income Before 
Extraordinary items 
Net Income 
Earnings per Share 

March 31 

$2,902 
525 

195 
195 
0.61 

June 30 

$2,963 
552 

190 
190 

0.59 

sept. 30 

$3,528 
802 

403 
395 
1.23 

Dec, 31 

$3,014 
446 

198 
192 
0.60 
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21. Trust Preferred Securities: 

The following Tnjst Preferred Securities issued by the wholly-owned statutory business tmste of CPL. PSO 
and SWEPCo were outetanding at December 31,2000 and December 31,1999. They are classified on 
the balance sheets as certein subsidiaries Obligated, Mandatorily Redeemabte Preferred Securities of 
Subsidiary Trusts Holding Solely Junior Subordinated Debentures of such subsidiaries. The Junior 
Subordinated Debentures mature on April 30, 2037. CPL reacquired 60,000 trust preferred unite during 
2000. 

Description of 
underlying 
Debentures of Registrant 

CPL, $153 million, 
8.00%, Series A 
PSO, $77 million. 
8.00%, series A 
SWEPCO, $113 million, 
7.875%, Series A 

Each of the business trusts is treated as a subsidiary of ite parent company. The only assete of the 
business trusts are the subordinated debentures issued by their parent company as specified above. In 
addition to the obligations under their subordinated debentures, each of the parent companies has also 
agreed to a security obligation which represents a full and unconditional guarantee of ite capital trust 
obligation. 

Business Trust 

CPL capital I 

PSO capital I 

SWEPCO capital 

securitv 

8.00%, Series A 

8.00%, series A 

I 7.875%, series A 

Units issued/ 
outstanding 
at 12/31/00 

5,940,000 

3,000.000 

^ m 

2000 
Amount 

fmillionsl 

$149 

75 

^ 

1999 
Amount 

rmillions) 

$150 

75 

M 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
SCHEDULE OF CONSOLIDATED CUMULATIVE PREFERRED STOCKS OF SUBSIDIARIES 

—cm 
Price per 
share Cal 

December 31. 2000 

Shares shares Amount (In 
AuthorizedCbl Qutstandi ngfql Mi 1lionsl 

Not subject to Mandatory Redemption: 
4.00% - 5.00% 

Subject to Mandatory Redemption: 
5.90% - 5.92% Cc) 
6.02% - 6-7/8% Cc) 
7% Cf) 
Total Subject to Mandatory 

Redemption Cc) 

$102-$110 

Cd) 

1.525,903 

1.950.000 
1.650,000 

250,000 

614,^08 

333.100 
513,450 
150,000 

U i 

$ 33 
52 
15 

HOQ 

" c a n — 
Price per 
Share Cal 

Dert^mber 31. 1999 

Shares 
AuthorizedCbl 

Shares Amount (In 
Qutstandi nofal Millions') 

Not Subject to Mandatory Redemption; 
4.00% - 5.00% $102-$110 1.525.903 

subject to Mandatory Redemption: 
S.90% - 5.92% Cc) 
6.02% - 6-7/8% Cc) 
7% Cf) 
Total Subject to Mandatory 

Redemption (c) 
NOTES TO SCHEDULE OF CUMULATIVE PREFERRED STOCKS OF SUBSIDIARIES 

Cdl 
Ce) 
Cf) 

1,950.000 
1.950,000 

250.000 

629,671 

343.100 
597.950 
250,000 

U53 

$ 34 
60 
25 

1119 

the option of the subsidiary the shares may be redeemed at the ca l l pr ice plus accrued d i v idend^^ f t 
involuntary l iqu ida t ion preference i s $100 per share fo r a l l outstandina shares. ^ m 

11, 2000 the subsidiaries had 13,592,750, 22,200,000 and 7,713.495 share! 
a preferred stock, respectively, that were authorized but unissued. 
no and related amounts are stated net of applicable retirements through 
i r ) and reacquisit ions of shares in ant ic ipat ion of fu ture requirements. The 

Ca) At 

Cb) AS of December'31,'^'dd0 thV s'ubVidiarVes haTl3,"592,750,'22 shares of $100, $25 
and no par value preferred stock, respectively, that were authorized but unissued. 

Cc) shares outstanding and related amounts are stated net of applicable retirements through sinking fu^ds 
Cgenerally at par) and reacquisitions of shares in anticipation of future requir 
subsidiaries reacquired enough shares in 1997 to meet all sinking fund requirements on certain 
series until 2008 and on certain series until 2009 when all remaining outstanding shares must be 
redeemed. The sinking fund provisions of the series subject to mandatory redemption aggregate Cafter 
deducting sinking fund requirements) of $5 million in 2002, $12 million in 2003, $12 million in 2004 
and $2 million in 2005. 

Cd) Not callable prior to 2003; after that the call price is $100 per share. 
Ce) Not callable prior to 2000; after that the call price is $100 per share. 
Cf) with sinking fund. 
Cg) The number of shares of preferred stock redeemed is 209,563 shares in 2000, 1,698,276 shares in 1999 

and 281,250 shares in 1998. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
SCHEDULE OF CONSOLIDATED LONG-TERM DEBT OF SUBSIDIARIES 

Maturity 

FIRST MORTGAGE BONDS 
2000-2003 
2004-2008 
2020-2025 

weighted Average 
interest Rate 

December 31, 2000 

INSTALLMENT PURCHASE CONTRACTS Ca) 
2000-2009 
2011-2030 

NOTES PAYABLE Cb) 
2000-2021 

SENIOR UNSECURED NOTES 
2000-2004 
2005-2009 
2038 

JUNIOR DEBENTURES 
2025-2038 

6.96% 
6.97% 
7.74% 

5.53% 
6.02% 

7.14% 

6.99% 
6.59% 
7.30% 

8.05% 

"̂̂^̂l̂*̂^̂ "̂ ̂̂  

5.91%-8.95% 
6-l/8%-8% 
6-7/a%-8.80% 

4.90%-7.70% 
4.875%-8.20% 

6.20%-9.60% 

6.50%-7.45% 
6.24%-6.91% 
7.20%-7-3/8% 

7.60%-8.72% 

December 31. 
1999 

5.25%-8.95% 
6-l/8%-8% 
6-7/8%-8.80% 

4.80%-7.70% 
3.332%-8.20% 

5.8675%-9.60% 

6.07%-7.45% 
6.24%-6.915l̂  
7.20%-7-3/8% 

7.60%-8.72% 

December 
2000 

Cm 

$ 1,247 
1.140 
1.104 

234 
1.447 

1,181 

2,049 
475 
340 

620 

^ i ^ ^ 

31. 
1999 

ions.) 

$ 1,621 
1,148 
1,172 

235 
1.477 

2,030 

1,403 
488 
340 

620 

YANKEE BONDS AND EURO BONDS 
2001-2006 

OTHER LONG-TERM DEBT Cc) 

8.51% 7.98%-8.875% 7.98%-8.87S% 

^ f o 

Unamortized Discount Cnet) 
Total Lonq-term Debt 

Outstanding Cd) 
ss Portion Due Within one Year 

ong-term port ion 

684 

280 

_C47) 

10,754 
_ 1.152 
i 9.602 

742 

300 

152) 

11,524 
•LML 

NOTES TO SCHEDULE OF CONSOLIDATED LONG-TERM DEBT OF SUBSIDIARIES 

or certain series of installment purchase contracts interest rates are subject to periodic adjustment. 
n series w i l l be purchased on demand at periodic interest-adjustment dates. Letters of cred i t from 

Ca) For 
ce rtai i 
banks and standby bond purchase agreements support certain series. 
Cb) Notes payable represent outstanding promissory notes issued under term loan agreements and revolving 
credit agreements with a number of banks and other financial institutions. At expiration all notes then 
issued and outstanding are due and payable. Interest rates are both fixed and variable, variable rates 
generally relate to specified short-term interest rates. 
Cc) Other long-term debt consists of a liability along with accrued interest for disposal _of spent nuclear 
fuel Csee Note 8 of the Notes to consolidated Financial statements) and financing obligation under sale lease 
back agreements. 
Cd) Long-term debt outstanding at December 31, 2000 is payable as follows: 

Principal Amount Cin millions) 

2001 
2002 
2003 
2004 
2005 
Later Years 
Total Principal 

Amount 
unamortized 
Discount 
Total 

$ 1.152 
1,167 
1,628 
884 
616 

5.354 

10.801 

^ f47) 
•410,754 
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Management's Responsibility 

The management of American Electric Power Company, Inc. is responsible for the integrity and 
objectivity of the information and representetions in this annual report, including the consolidated financial 
statements. These statements have been prepared in conformity with accounting principles generally 
accepted in the U.S., using informed estimates where appropriate, to reflect the Company's financial 
condition and resulte of operations. The information in other sections of the annual report is consistent with 
these stetements. 

The Company's Board of Directors has oversight responsibilities for determining that management 
has fulfilled its obligation in the preparation of the consolidated financial statements and in the ongoing 
examination of the Company's established internal control structure over financial reporting. The Audit 
Committee, which consists solely of outeide directors and which reporte directly to the Board of Directors, 
meets regulariy with management, Deloitte & Touche LLP - independent auditors and the Company's 
internal audit steff to discuss accounting, auditing and reporting matters. To ensure auditor independence, 
both Deloitte & Touche LLP and the intemal audit staff have unrestricted access to the Audit Committee. 

The consolidated financial stetements have been audited by Deloitte & Touche LLP, whose report 
appears on the next page. The auditors provide an objective, independent review as to management's 
discharge of its responsibilities insofar as they relate to the fairness of the Company's reported financial 
condition and results of operations. Their audit includes procedures believed by them to provide 
reasonable assurance that the consolidated financial stetemente are free of material misstetement and 
includes an evaluation of the Company's internal control structure over financial reporting. 
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t ndependent Auditors' Report 

To the Shareholders and Board of Directors 
of American Electric Power Company, Inc.: 

We have audited the consolidated balance sheets of American Electric Power Company, Inc. and 
its subsidiaries as of December 31, 2000 and 1999, and the related consolidated statements of income, 
comprehensive income, common shareholders' equity, and cash flows for eacih of the three years in the 
period ended December 31, 2000. These financial statements are the responsibility ofthe Company's 
management. Our responsibility is to express an opinion on the financial stetemente based on our audite. 
The consolidated financial stetements give retroactive effect to the merger of American Electric Power 
Company, Inc. and its subsidiaries and Central and South West Corporation and ite subsidiaries, which has 
been accounted for as a pooling of intereste as described in Note 3 to the consolidated finandal statemente. 
We did not audit the consolidated balance sheet of Central and South West Corporation and ite subsidiaries 
as of December 31, 1999, or the related consolidated statements of income, comprehensive income, 
common shareholders' equity, and cash flows forthe years ended December 31,1999 and 1998, which 
statements reflect total assete of $14,162,000,000 as of December 31, 1999, and totel revenues of 
$5,537,000,000 and $5,482,000,000 for the years ended December 31.1999 and 1998, respectively.Those 
consolidated stetemente, before the restetement described in Note 3, were audited by other auditors whose 
report, dated February 25,2000, has been furnished to us, and our opinion, insofar as it relates to those 
amounts included for Central and South West Corporation and ite subsidiaries for 1999 and 1998, is based 
solely on the report of such other auditors, 

j ^ We conducted our audits in accordance with auditing standards generally accepted in the United 
^^Rates of America. Those standards require that we plan and perform the audit to obtain reasonable 

assurance about whether the financial stetements are free of material misstetement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial stetements. 
An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial stetement presentetion. We believe that our audite 
and the report of the other auditors provide a reasonable basis for our opinion. 

In our opinion, based on our audite and the report ofthe other auditors* the consolidated financial 
statements referred to above present fairly, in all material respects, the financial position of American 
Electric Power Company, Inc. and ite subsidiaries as of December 31,2000 and 1999, and the resuite of 
their operations and their cash flows for each ofthe three years in the period ended December 31, 2000 
in conformity with accounting principles generally accepted in the United Stetes of America. 

We also audited the adjustmente described in Note 3 that were applied to restete the 1999 and 
1998 financial stetements to give retroactive effect to the conforming change in the method of accounting 
for vacation pay accruals. In our opinion, such adjustmente are appropriate and have been properiy applied. 

^Jkift i/&J<ILL U ^ 

Deloitte & Touche LLP 
Columbus. Ohio 

bruary 26, 2001 
« 
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THE PUBLIC UTILITIES COMMISSION OF OHIO 
CERTIFICATION APPLICATION FOR NATURAL GAS SUPPLIERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit C"4 ̂ Tinancial Arrangements," 

Provide copies ofthe applicant's financial arrangements to conduct CRES as 
a business activity (e.g., guarantees, bank commitments, contractual 
arrangements, credit agreements, etc.,). 

The information requested requires AEP Ohio Retail Energy, LLC to 
disclose privileged and confidential information. For the reasons 
outlined more fully in the Motion for Protective Order filed along with 
its application, AEP Retail Energy, LLC respectfully requests that the 
information provided as a part of this Exhibit be kept under seal and 
treated as proprietary and confidential information. 

Enclosed behind this page is a redacted copy of the confidential Support 
Agreement between AEP Ohio Retail Energy, LLC and American Electric 
Power Company, Inc., the parent company. 

Exhibit C-4 



Exhibit C-4 
"Fin. AcKangansnts' 

SUPPORT AGREEMENT 

This Support Agreenicnt. is made as of this 8th day of Noveinber 2000^ 
between Americaa Electric Power Company, Inc., aNew York corporation CParenf*), and AEP 
Ohio Retail Energy, LLC. a Delaware limited liability company ("Subsidiaxy^, 

WITNESSETH: 

WWFRF.AS, Parent is the indirect owncT of 100% of the outstanding c<anmon 
stock of Subsidiary; and 

WHEREAS, Parent and Subsidiaiy desire to take certam actions to enhance and 
msuntain the financial condition of Sub^diaiy; 

NOW, THEREFORE, in considfiiadon of die premises, and olhcr good and 
valuable consideration, flie receipt and sufficiency of W c h is hereby acknovdedged, the parties 
hereto agree as follows: 

1. Execudon and Delivery of tiiis Agreement. Each of Parent and Subsidiary 
represents that the execution and ddivoy of this Siqiport Agreemdit has been duly autiiorized hy 
it and tins Support Agreement will constitute its lega^ valid and binding obligation in accordance 
with Its terms, subject, as to enforcement, to banknapftrir, msolvency, reorganization and other 
laws of general applicability rdadng to or affecting creditors' rights and to general principles of 
equity. 

2. Stock Ownership. Parent is the indireaowna* of 100% of tiie common 
stock of Subsidiary. 

3. Liquidity I^vi^on. I^ during tiie tenn ofthisSiqpport Agreement, 
Subsidiary is unable to make timely payment of any obligation of Subaidbgy, Parent, promptiy 
upon notice fiom Subsidiary, shall provide to Subsidiary up to an aggregate o f f B B I M H M I 

in flifi form of cash or liquid assets, Sudifiinds will be provided as an 
equity investment in Subsidiary or, if Parent and Subsidiary shall so agree, as a loan. IfsiKih 
flmds are advanced to Subsi(£ary as a Icari, such loan shaU be on such ternis and cond^ 
including maturity and rate of interest, as Parent and Subsidiary sbaU agree. 

4. Notices. Any notice, instruction, request, consent, dttnand or oflwr 
communication reqmred or conteinplated by tius Si^port Agreement s h ^ 
given or made or cornmunicaied by Uxuted States first class mml, fecamile t ransmit 
delivery, addressed as fi>llaws: 



f-y^^'. 

If to Parent: Amwican Electric Power Company, Inc. 
1 Riverside Plaza 
Columbus. Ohio 43215 
Attention: Treasurer 

If to Subsidiary: AEP Ohio Retail Energy, LLC 
1 Riverside Plaza 
Cohmibus,Ohio 4321S 
Attention: Treasurer 

5. Successors. Ihis Support Agreonoxt shall be binding upon the parties 
hereto and tiieir respective successors and assigns. 

6. Obligations of Parent This Support Agreement is not, and nothing haem 
contained, and notiung done pursuant hereto 1^ Parent shall constitute or shall be construed or 
deemed to constitute an evidence of indebtedness, or an obligation or liabflity, of Parent as 
guarantor, endorser, surety or otiierwise is respect of any securities of Subsidiary or any 
subsidiary of Subsidiary. 

7. Governing Law. This Support Agreement shall be governed by and 
construed in accordance with the laws ofthe State of New York. 

8. Remedies. The parties to this Support Agreement acknovdedge and agree 
that breach of any ofthe covenants of Parent set forth herein may not be condensable by 
payment of money danaages and, therefore, that the covenants of Parent set forth herein may be 
enforced in equity hy a decree reqitiiing specific performance. Such remecUes daall be 
cumulative and non-exclusive and shall be in addition to any other rights and remedies 
Subsidiary may have under this Support Agreement 

IN WITNESS WHEREOF, the parties hereto have set their hands as ofthe day 
and year first above written. 

Arnerican Electric Power Company, Inc. Anxencan Elsctnc I'ower Lorn; 

^ NamcT wfyfy Fayne 
Tide: Vice President 

AEP Ohio Retail Energy, LLC 

BY: ^ h ^ D — - ^ ' Q ^ J - w C 
Name: steve A. Appelt 
Tide: Vice President 

Ooc#3355S.vf Data: 11J08/ZOOO 9:0AAM *> t i 



THE PUBLIC UTILITIES COMMISSION OF OHIO 
RENEWAL APPLICATION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit C-5 "Forecasted Financial Statements," 

Provide two years of forecasted financial statements (balance sheet, income 
statement, and cash flow statement) for the applicant's CRES operation, 
along with a list of assuiryptions, and the name, address, email address, and 
telephone number of the preparer. 

From a corporate perspective, balance sheet and cash flow statements are not 
forecasted for AEP Ohio Retail Energy, LLC. Moreover, AEP Ohio Retail 
Energy, LLC has not actively marketed to Ohio electric customers since 
securing a Competitive Retail Electric Service Provider License in the state. 

In the event AEP Ohio Retail Energy, LLC develops a firm implementation 
plan for Ohio electric customers, the company will, if required, provide the 
Commission with a forecasted P & L statement at that time. 

Exhibit C-5 



THE PUBLIC UTILITIES COMMISSION OF OHIO 
RENEWAL APPLICATION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit C-6 "Credit Rating," 

Provide a statement disclosing the applicant's credit rating as reported by 
two of the following organizations: Duff & Phelps, Dun and Bradstreet 
Information Services, Fitch IBCA, Moody's Investors Service, Standard & 
Poors, or a similar organization. In instances where an applicant does not 
have its own credit ratings, it may substitute the credit ratings of a parent or 
affiliate organization, provided the applicant submits a statement signed by a 
principal officer ofthe applicant's parent or affiliate organization that 
guarantees the obligations of the applicant. 

AEP Ohio Retail Energy, LLC does not have a credit rating, but provides 
here the credit ratings for the parent company, American Electric Power 
Company, Inc.: 

BBB+ Standard & Poors 
Baal Moodys (under review) 

Parent guarantee statement: A parent company Support Agreement 
statement was provided in Exhibit C-4. 

Exhibit C-6 



THE PUBLIC UTILITIES COMMISSION OF OHIO 
RENEWAL APPLICATION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit C-7 "Credit Report," 

Provide a copy of the applicants credit report from Experion, Dun and 
Bradstreet, or a similar organization. 

AEP Ohio Retail Energy, LLC does not have a credit report, but has 
provided behind this page a credit report for the parent company, American 
Electric Power Company, Inc.: 

Exhibit C-7 
1 1 



[23-May-2002] Summary: American Electric Power Co. Inc. Page 1 of2 

SXANDAKD 
&pooies 

R A T I N G S D i t t E C T 

R e s e a r c h ; Relume RaflularForma. 

Summary: American Electric Power Co. Inc. 
Publication date: 23-May-2002 
Analyst: Todd A Shfpman, CFA. New York (1) 212-438-7676 

Credit Rating: BBB+/Stable/A-2 

a Rationale 
On May 23, Standard & Poor's lowered Its corporate credit rating on American Electric Power Co. Ina 
(AEP) to 'BBB+' from 'A-'. In addition, the ratings on various AEP subsidiaries were lowered, while 
another AEP subsidiary was assigned a new corporate credit rating. Some of these subsidiaries will be 
transfonmed as part of AEP's corporate restructuring. The rating on AEP's $3.5 billion commercial paper 
program remains at 'A-2'. The rating on the parent company debt remains at 'BBBV based on the 
company's intent, as part ofthe restructuring^ to Implement legal means to make that debt on par with 
the rest of the debt in the corporate structure. 

About $15 billion of total debt is outstanding on the Columbus, Ohio-based AEP. The outlooic on the 
company and its subsidiaries is stable. 

The ratings refiect the expected restructuring ofAEP, whereby the company's organization will be 
organized along its two main lines of business. A majority of the ̂ nancing of AEPs operations will be 
accomplished through two subholding companies housing the regulated utilities (a yet-to-be-named 
"RegCo.") and unregulated energy ventures (a yet-to-t>e-named "UnRegCo."), so the senior debt at 
each wlil be assigned ratings equivalent to the corporate credit ratings. The secured and unsecured 
ratings at the operating companies are the s^ne because the company plans to eliminate most of its 
secured debt, and not issue any more, in addition, Standard & Poor's wlil not notch up any of the 
secured debt for over-coiiateralization. The restructuring will be beneficial to AEPs business profile by 
clearly defining the source of regulated and unregulated eamings and cash flows, but the financial 
profile of the restructured AEP is projected to support only a 'BBB^' corporate credit rating. The 
restructuring has received most of the required regulatory approvals and is likdy to be in effect by the 
third quarter of 2002. 

The ratings reflect the strong and complementary businesses of AEP's electric utility operating 
subsidiaries, and the large, 22,000 MW porti'olio of unregulated electric generating plants. A prominent 
electric and natural gas mariteting and trading operation exeris a dampening influence on AEP's 
consolidated credit profile. 

AEP's regulated utility operations are characterized by a large and diverse collection of both integ'ated' 
and distribution-only utilities tiiat sen^e aimost five million customers from Ohio and Virginia to Texas. 
The geographic breadth and the diverse, balance mix of customers support credit quality. AEP's low 
cost structure and competitive rates also add to the strong business positkin of most of ttie utilities. 

Unregulated activities are centered around a large portfolio (about 18,000 MW) of domestic merchant 
electric generating plants, mainly In Ohio and Texas, over 4,000 MW of electric generation in tiie United 
Kingdom, two lightly regulated intrastate natural gas pipelines in Texas and Louisiana, C(^i mining 
operations in Ohio and Kentucky, and coal transportation assets. Overiaylng ail of these assets Is a 
marketing and trading enterprise that holds a leading position in both electricity and natural gas 
wholesale markets in ttie U.S. 

^ Outlook 
The Gutiook on AEP assumes a reasonable burden of future environmental compliance costs and 
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Return to Regular Formet Research: 
CCR On American Electric Power And Subsidiaries Lowered To 
'BBB+\ Debt Rating Affirmed 
Publication date: 23-May-2002 
Analyst: Todd A Shlpman, CFA. New Yoric (1) 212-438-7676 

NEW YORK (Standard & Poor's CredltWlre) Hay 23, 2002—Stazidard & Poor's 
today lowered Its corporate credit rating on American Electric Pow^ Co. 
Inc, (AEP) to triple-»B'-plus from single-'A'-minus. In addition, the 
ratings on various AEP subsidiaries vere lowered, while another AEP 
subsidiary was assigned a new corporate credit rating. Some of these 
subsidiaries will be transformed as part of AEP's corporate restructuring. 
The rating on AEP's $3.5 billion comniercial paper program remains at 
'A-2' . The rating on the parent company debt remains at triple-'B*-plus 
based on the company's intent, as part of the restructuring, to implement 
legal means to malce that debt pari passu with the rest of the debt In the 
corporate structure. 

About $15 billion of total debt la outstanding on the Columbus, 
Ohio-based AEP. The outlook on the cotnpany euid its subsidiaries is stable. 

"The ratings reflect the expected restructuring of AEP, whereby the 
company's organization will be organised along its two main lines of 
business." noted Standard & Poor's credit analyst Todd Shlpnan. A majority 
of the financing of AEP's operations will be accomplished through two 
subholding companies housing the regtilated utilities (a yet-to-be-named 
"RegCo.") and unregulated energy ventures (a-yet-to-be-named "UoRegCo."), 
so the senior debt at each will be assigned ratings equivalent to the 
corporate credit ratings. The secured and unsecured ratings at the 
operating companies are the same because the company plans to eliminate 
most of its secxired debt, ^xiA not issue any more. In addition, Standard & 
Poor'3 will not notch up any of the secured debt for 
over-collateralizatlon. The restructuring will be beneficial to AEP's 
business profile by clearly defining t:he source of regulated and 
unregulated eamings and cash flows, but the financial profile of the 
restructured AEP is projected to support only a triple-'B'-plus corporate 
credit rating. The restructuring has received most of the required 
regulatory approvals and is likely to be In effect by tbe third quarter of 
2002. 

AEP's regxaated utility operations are cisaracterlzed by a large and 
diverse collection of both Integrated- and distribution-only utilities. 
The geographic breadth and the diverse, balanced mix of customers support 
credit quality. AEP's low coat structure and competitive rates also add to 
the strong buainesa position of most of the utilities. 

Unregulated activities are centered around a large portfolio (about 
18,000 MW) of domestic merchant electric generating plants, mainly in Ohio 
and Texas, over 4,000 MH of electric generation in tihe united Kingdom, two 
lightly regulated intrastate natural gas pipelines in Texas and Louisiana, 
coal mining operations in Ohio and Kentucky, and coal transportation 
assets. Overlaying all of these assets Is a marketing and trading 
enterprise that holds a leading position in both electricity and jsatural 
gas wholesale markets in the U.S. 

The outlook assumes a reasonable burden of future environmenteU. 
compliance costs and measured growth on the unregulated side that does not 
overwhelm the contribution of regulated operations to AEP's overall credit 
profile. Maintaining the recent In^rovement in the con^any'a balance sheet 
and other key credit measures will be necessary for continued rating 
stability. 

A complete list of the ratings is available to RatingaDirect subscribers 
at www.ratlngadirect.com, as well as on Standard & Poor's public Web site 
at www.standardandpoors.com under Ratings Actions/Newly Released Ratings. 
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[23-May-2002] Summaiy: American Electric Power Co. Inc. Page 2 of 2 

measured growth on the unregulated side tiiat does not ovenwlieim the contrlbuton of regulated 
operations to AEP's overall credit profile. Maintaining the recent improvements In the company's 
balance sheet and other key credit measures will be necessary for continued rating stability. 

Ratings List: 

American Electric Power Co. Inc. 

Corporate credit rating BBB+ 

Unsecured debt BBB+ 

Commercial paper A-2 

UnRegCo. (currently AEP Resources inc.) 

Corporate credit rating BBB-*-

Senior unsecured debt BBB-t-

Rating Assigned: 

RegCo. (cun^ntly Central and South West Corp.) 

Corporate credit rating BBB+ 

A complete list of the ratings Is available to RatingsDIrect subscribers at www.ratingsdlrect.com, as well . 
as on Standard & Poor's public Web site at www.standanJandpaors.com under Ratings Actions/Newly 
Released Ratings. 

CopyrfQht 01994-2002 Standard & Poor's, a division of The McGiaw-KIS Companies. AH R^ te ^ 
Reserved. Privacy Policy AJ7Mftm^71telll!€bqv4l|Saufmto 
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Ratings Return to Regular Fonnat 

Appalachian Power Co. 

a Current Ratings 
Type 

Credit raUng 

a Recent Actions 
Data Name 

23.May-2002 Senior Secured (15 Issues) 
23-May-2002 Pi^ened Stock (2 Issues) 

Date 
23-May-2002 

, 

23-May-2002 $75 mil 8.25% Jr sub defened InteiBst deb ser A due 
09/30/2026 

23-May-2002 $90 mil 8% jr sub dfrd Int deb ser B due 03/31/2027 
23-May-2002 Credit Rating 

S Profile 
Country: United States 
State/Province: Virginia 
Prlm^rySlC: Electric Sewlc6s(4911) 
CUSIP: 037735.037748 
CINS; 037735,03774B ' 
Ticker: AEP1 

. 
• - * . 

• 

Ratings 
BBB+yStable/-

To 
BBB-f-
BBB-
BBB 

BBB 
BBB+/Stable/-

, 
• 

-

Analyst: Todd Shipman. CFA. New York; (1) 212-438-7676 

S Ratings History 
Date Local Currency 

01-Aug-1997 

a Senior Unsecured 

Description 
$450 mil shelf Sr Unseed Debt Filed Under 
SEC Rule 415 01/25/2002: sr unseed (prelim) 
$125 mil fitg rate nts ser B due 08/20/2003 
$27 mil 6.6% sr (CUSIP 037735BS5) nts ser C 
due 05/01/2009(Bond Insurance Provider; 
MBIA Insurance Coip.) 
$250 mil shelf Sr Unseed Debt 09/27/1999: sr 
unseed (prelim) 
$50 mil 7.45% nts ser D due 11/01/2004 
$100 mil snr nts ser B due 06/30/2038 
$100 mil nts ser A due 03/31/2038 

B Senior Secured 
1 

Description 
$100 mil 6.8% 1st mtg bnd due 03/01/2006 
$30 mil 6.89% first mtg bnds designated seed 

M- -

Rating/ 
Outlook/ 

Credltwatch 
BBB+ 

BBB+ 
AAA 

BBB-t-

BBB+ 
BBB+ 
BBB+ 

Ratfng/ 
Outtoofc/ 

Credltwatch 
BBB-f 
BBB+ 

Date 
30-Jan-2002 

22.Aug-2001 
24-May-2000 

30-NOV-1999 

30-NOV.1999 
08-Apr-1998 
17-Feb-1998 

Data 
23-May-2002 
23-May-2002 

• ' 

; , 

• " • 

From 
A 

BBB 
BBB-i-

BBB-t-
Ar^table/-

. 
• ' • 

Foreign Currency 
A-/-

Former 
Rating 

Former 
Rating 

A 
A 

* 
CUSIP 

(CINS/ISIN) 

037735BVB 
037735RS5 
(CINS) 

' 

037735BR7 
037735784 
0377359A6 

CUSIP 
(CINS/ISIN) 

037735BL0 
03774BAW3 

91 



[/4-May-^uuzj Appaiacnian rower uo. fagezota 

med tenn nts due 06/22/2005 
$50 mil 8% 1st mtg bnds deslg seed med-temn 
nts due 06/01/2025 
$50 mil 8% med-temn 1st mtg bnd due 
05/01/2005 
$21 mil 7.7% first mtg bnds seed med temn nts 
due 09/01/2004 
$50 mil 7.125% 1st mtg bnds designated seed 
med-tenn nts due 06/01/2024 
$30 mil 6.00% 1st mtg bnds designated seed 
med-tenn nts due 11/01/2003 
$50 mil 8 3/4% seed med-tenn nts due 
02/01/2022 
$40 mil 8.70% sr seed med-term nts due 
05/22/2022 
$50 mil 7.38% 1st mtg bnds des^nated seed 
med-tenn nts due 08/15/2002 
$40 mil 7.80% 1st mtg bnds deslg sec med 
tenn nts due 05/01/2023 
$40 mil 6.65% 1 st mtg bnds desig sec med-
tenn nts due 05/01/2003 
$30 mil 6.85% 1st mtg bnds deslg see med 
temn nts due 06/01/2003 
$30 mil 7.15% 1st mtg bnds designated seed 
med-temi nts due 11/01/2023 
$50 mil 7.85% 1st mtg bnds desig seed med-
term nts due 9 mos to 40 yrs from date of Issue 
$0,034 mil 6.39% dtd 3/1/96 (CUSIP 
037735BW6) 1st mtg bnd due 03/01/2006 
(Bond Insurance Providen Ambae Assurance 
Corp.) • 
$5 mil 7.125% designated seed med tenn nts 
dtd 11/09/1993 (CUSIP 037735BU0) 1st mtg 
bnd due 05/01/2024(Bond Insurance Providen 
MBIA Insurance Corp.) 
$2 mil 7.38% dtd 8/14/92 (cusIp #037735bn6) 
seed med-tenn nts due 08/15/2002(Bond 
Insurance Provider. Ambae Assurance Corp.) 
$1 mil 6.85% dtd 06/02/93 (eusip #037735bk2) 
1st mtg bnd due 06/01/2003(Bond Insurance 

. Provider MBIA insurance Corp.) 
$1 mil 7.5% 1st m^ bnds dtd 12/01/72 due 
12/01/2022 (eusIp #037735BG1)(Bond 
Insurance Provider MBIA Insurance Corp.) 
$3 mil 9.125% 1st mtg bnds dtd 11/01/89 due 
11/01/2019(cusi p #037735BDB)(Bond 
Insurance Provider: MBIA Insurance Corp.) 

a Subordinated 

Description 
$90 mil 8% jr sub dfrd Int deb ser B due 
03/31/2027 

a Junior Subordinated 

Description 
$75 mil 8.25% Jr sub defenred interest deb ser 

BBB+ 

BBB-t-

BBB+ 

BBB+ 

BBB+ 

BBB+ 

BBB-t-

BBB+ 

B6B+ 

BBB-i-

BBB+ 

BBB+ 

BBB+ 

AAA 

23-May-2002 

23-May-2002 

23-May-2002 

23-May-2002 

23-May-2002 

23-May-2002 

23-May-2002 

23-May-2002 

23-May-2002 

23-M3y-2Q02 

23-May-2002 

23-May-2002 

23-May-2002 

. 11-Feb-2002 

A 

A 

A 

A 

A 

A 
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Description Credltwatch Date Rating (CINS/ISIN) 
$50 mil 5.90% cum pfd stk due 11/01/2008 BBB- 23-May-2002 BBB 037735842 
$60 mil 5.92% cum pfd stk BBB- 23-May-2002 BBB 037735859 

a Related Entities 
Name 
AEP Credit Inc. 
AEP Resources Citipower 1 Pty Ltd. 
AEP Resources Inc. 
American Electric Power Co. Inc. 
Appalachian Power Co. 
CPLCapltall 
CSW Energy Inc. 
CSW Investments 
Central Power & Light Co. 
Central and South West Corp-
Citipower Tmst (The) 
Columbus & Southem Ohio Electric Co. 
Columbus Southem Power Co. 
Indiana Michigan Power Cô  
Kentucky Power Co. 
Ohio Power Co. 
PSO Capital 1 
Public Service Co. of Oklahoma 
RGS (AEGCO) Funding Corp. 
RGS (l&M) Funding Corp. 
SEEBOARD Enei^y Ltd. 
SEEBOARD PLC . 
SEEBOARD Power Networics PLC 
SWEPCO Capital 1 
Southwestem Electric Power Co. 
West Texas Utilities Co. 

a Related Research 
Date Description 
29-Apr-2002 Industry Report Card: US E!ectric-Gas-Waler 
22-Aug-2001 QredltStats: Electric Utilities 
09-Aug-2001 SEEBOARD PLC 
16-Aug-2000 Summary: Appalachian Power Co. 
15-Jun-2000 Various Rtg Actions Taken on American Electric Power and Central & South West Corp. 

RE: Merger 
03-Aug-1999 Columbus Southem Power Co. 
03-Aug-1999 Ohio Power Co. • 
03-Aug-1999 Indiana Michigan Power Co. 
02-Aug-1999 Kentucky Power Co. 
28-Jul-1999 Appalachian Power Co. 
23-Feb-1999 Hybrid Debt Prefen^d Stock Issues Re-Rated 
23-Feb-1999 Corporate Utility Prefened Stock Issues (A-K) Re-Rated 
24-N0V-1998 S&P Affimis American Electric Power & Entergy Ratings 
06-Jan-1998 S&POuUk on /\mer Elec Pwr Units Now Pos;Centr & SW Neg 

Dates are effectlvG dates of ratings and publlcalion In New York. Owing to the securities law reguIatlonB. there may be a delay Hi the updating 
of this page compared to the Infonnation on the Whafs New Page. 

Copyright €) 1994-2002 Standard & Poor's, a dh/ision of The McGraw-Hiit Companies. Ait Rights ^ 
Reserved. Privacy Policy AIJWtftwifmffJaaŵ WfflQw'pswitf 
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THE PUBLIC UTILITffiS COMMISSION OF OfflO 
RENEWAL APPLICATION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit C-8 "Bankruptcy Information," 

Provide a list and description of any reorganizations, protection from 
creditors, or any other form of bankruptcy filings made by the appHcant, a 
parent or affiliate organization that guarantees the obUgations of the 
applicant or any officer of the apphcant in the current year or within the two 
most recent years preceding the application. 

There is no bankruptcy related information to report for AEP Ohio Retail 
Energy, LLC. 

Exhibit C-8 



THE PUBLIC UTILITffiS COMMISSION OF OHIO 
RENEWAL APPLICATION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit C-9 "Merger Information," 

Provide a statement describing any dissolution or merger or acquisition of 
the applicant within the five most recent years preceding the application. 

There is no dissolution or merger or acquisition information to provide for 
AEP Ohio Retail Energy, LLC. 

Exhibit C-9 



THE PUBLIC UTILITIES COMMISSION OF OfflO 
RENEWAL APPLICATIION FOR RETAIL GENERATION PROVIDJERS 
AND POWER MARKETERS 
AEP OfflO RETAIL ENERGY, LLC 

Exhibit D-1 "Operations," 

Provide a written description of the operational nature of the applicant's 
business. Please include whether the applicant's operations will include the 
generation of power for retail sales, the scheduling of retail power for 
transmission and delivery, the provision of retail ancillary services, as well 
as other services used to arrange for the purchase and delivery of electricity 
to retail customers. 

Operations: 

As stated in Exhibit B-2, AEP Ohio Retail Energy, LLC provides all 
operational activities required to serve residential and commercial 
customers. Activities required to support operations are either provided 
internally or externally through service providers (as described in Exhibit B-
2). 

AEP Ohio Retail Energy, LLC primarily uses intemal services provided by 
Mutual Energy Service Company to provide energy procurement, scheduUng 
for transmission and delivery, the provision and/or arrangement of ancillary 
services, and other services required to purchase and deliver electricity to 
end use customers. At this time AEP Ohio Retail Energy, LLC does not 
generate electricity. 

AEP Ohio Retail Energy, LLC uses a combination of it's trained staff, 
services provided internally by Mutual Energy Service Company, and 
extemal providers to contract with customers, respond to customer inquiries 
and complaints, to provide billing services, and to provide phone center 
services. 

Again, as described in Exhibit B-2, AEP Ohio Retail Energy, LLC or other 
company retail affiliates have demonstrated, through operations in the Texas 
electric and Ohio gas markets, the ability to perform all the functions 
required to serve retail customers. 

Exhibit D-1 



THE PUBLIC UTILITIES COMMISSION OF OfflO 
RENEWAL APPLICATIION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 
AEP OHIO RETAIL ENERGY, LLC 

Exhibit D-2 "Operations Expertise," 

Given the operational nature ofthe applicant's business, provide evidence of 
the applicant's experience and technical expertise in performing such 
operations. 

Operations Expertise: 

Michael A. Decker 

Mr. Decker has over 22 years of intemational and domestic experience in the 
energy business. His responsibilities have included: accounting, auditing, 
risk management, and sales & marketing. Prior to joining AEP in 2001, Mr. 
Decker worked for Marathon Oil Company and Statoil Energy Services Ltd. 
Mr. Decker is currently the Director of Retail Commercial and Industrial 
Business Development. 

Tiffany A. AUenbach 

Ms. AUenbach has 12 years experience in the energy marketplace, 
negotiating commodity and integrated services deals in the commercial and 
industrial segments, building customer relationships and managing sales 
with national and regional clients. Ms. Allenbach has educated customers in 
various deregulated markets, developed regional and national marketing 
campaigns, and has experience in market research and account management. 

Prior to joining AEP, Ms.Allenbach served as Director of National 
Commercial Account Sales at Chevron Energy Solutions (CES), served as 
Regional Market Development Manager for PG&E Energy Services, 
developed commercial gas transportation pilot programs with Columbia Gas, 
and worked with Enron Capital & Trade Resources. 

Exhibit D-2 
?7 



THE PUBLIC UTILITIES COMMISSION OF OfflO 
RENEWAL APPLICATIION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 

AEP OfflO RETAIL ENERGY, LLC 

Exhibit D-3 "Key Technical Personnel," 

Provide the names, tities, email addresses, telephone numbers, and 
background of key personnel involved in the operational aspects of the 
applicant's business. 

Key Technical Personnel: 

Michael A. Decker, Director 
madecker @ aep.com 
614-583-6405 

Mr. Decker has over 22 years of experience in tiie energy business and is 
responsible for overall commercial and industrial (C&I) operations 
(generally described as customers with loads (individual or aggregated) 
between ImW-lOmW) as well as other retail market assignments that may 
be made. Mr. Decker is also responsible for coordinating/facilitating energy 
supply, scheduling, transmission and deUvery, and ancillary services. 

Tiffany A. Allebach, Front Office Management 
tallenbach@aep.com 
614-583-6552 

Ms. Allenbach has 12 years of experience in the energy business. Ms. 
Allenbach is involved in customer contracts, customer inquiries and 
complaints, billing issues, and coordination of retail support activities 
between AEP Ohio Retail Energy, LLC, third party provider of services, and 
intemal shared services such as those provided by Mutual Energy Service 
Company. 

Exhibit D-3 ^ ^ 
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THE PUBLIC UTILITIES COMMISSION OF OfflO 
RENEWAL APPLICATIION FOR RETAIL GENERATION PROVIDERS 
AND POWER MARKETERS 

AEP OfflO RETAIL ENERGY, LLC 

Exhibit D-4 "FERC Power Marketer License Number" 

Provide a statement disclosing the apphcant's FERC Power Marketer 
License number. (Power Marketers only). 

Power Marketer License Number; 

Not Applicable 

Exhibit D-3 -jq 


