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BEFORE
THe PustLic UTILITIES COMMISSION OF OHIO

In the Matter of the Application of AEP Ohio )
Transmission Company, Inc., for Confimation )
That Its Operations Will Render It an Electric ) Case No. 10-245-EL-UNC
Light Company and a Public Utility Within the )
Meaning of Sections 4905.03(A)(4) and )
4905.02, Revised Code. )

In the Matter of the Joint Application of AEP )
Ohio Transmission Company, Inc., and }
Columbus Southern Power Company and ) Case No. 10-246-EL-UNC
Ohio Power Company for Approval of )
Proposed Transfers, To the Extent Required )
by Section 4805.48(B), Revised Code. )

in the Matter of the Application of AEP Ohio )
Transmission Company, Inc. for Authorityto ) Case No. 10-247-EL-AIS
Issue Short-Term Notes and Other Evidences )
of Indebtedness. )

INITIAL COMMENTS

1. INTRODUCTION AND BACKGROUND

On March 2, 2010, AEP Ohio Transmission Company, Inc. (‘OHTCo”), Columbus
Southern Power Company (“CSP") and Ohio Power Company (“OP”) (collectively,
“Companies”) filed an Application related to the formation of OHTCo. On
March 3, 2010, the Companies filed an Amended Application that corrected document
production errors.! In accordance with the Attorney Examiner's April 1, 2010 Entry,

Industrial Energy Users-Ohio (“IEU-Ohio”) hereby respectfully submits its Initial

! Citations to the Application herein reference the Amended Application filed on March 3, 2010 unless
otherwise specifically noted.
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Comments on the Companies’ Application for the consideration of the Public Utilities
Commission of Chio (“Commission”).

Specifically, the Companies propose to create a new transmission corporation
(OHTCo) to provide wholesale transmission services to the AEP East Operating
Companies, including CSP and OP.? The Companies propose to split new and existing
transmission facilites between OHTCo, CSP and OP based upon a predetermined

"3 CSP and OP will be required to continue

criteria in its “Project Selection Guidelines.
services including but not limited to “consultation, analysis, advise and perform services
in connection with matters refating to the operation, inspection, maintenance, and
emergency restoration of OHTCO's electric transmission assets in the state of Ohio.™
OHTCo will also rely on AEP Service Corporation ("AEPSC") and AEP Transmission
Company, LLC (“AEPTCo") for operational, technical and managerial resources.® It will
rely on its parent, American Electric Power, Inc. (“AEP”), to supply capital.® Based upon
these descriptions, OHTCo will rely on its affiliated companies to perform almost all of

its corporate functions. It would seem that OHTCo’s only function is to simply be an

accounting depository for assets and costs.

. COMMENTS

A. The Companies have not explained how the transmission
corporation structure will facilitate capital formation.

? Application at 1.
*id at3.
“id. at 4.
)

fd.,

51d at5.
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The Companies explain that they believe moving to the transmission corporation
structure will facilitate capital formation for the more substantial transmission projects
that the operating companies may be required to undertake under the Southwest Power
Pool (“SPP™) and PJM Interconnection, Inc. (“PJM”) transmission planning processes.’
They claim that taking a transmission-only entity to Wall Street for capital investment in
transmission is superior to taking the existing operating companies to Wall Street for a
transmission-only project hecause it will provide transparency desired by certain
investars, resulting in better access to capital markets for new transmission projects.
However, it is difficult to understand how the transmission corporation model does
better with Wall Street. The investment community looks through the business units to
the parent, which owns all the equity, particularly when assessing an entity that
performs few services for itself and does not octherwise appear to provide lower risks for
investors.

B. The Companies have not explained how the transmission
corporation structure will ease pressure from transmission
investments on OP’s and CSP’s credit ratings.

Additionally, the Companies claim that vertically integrated utility companies are
facing challenging and uncertain environments and that financing the needed
investments in transmission facilities is increasing the pressure on OP's and CSP’s
credit ratings.? However, it is difficult to understand (and the Companies have not
explained) how the transmission facilities are the drivers of increased pressure on OP’s
and CSP’s credit ratings when there is little uncertainty of transmission investments

given that transmission rates are adjusted annually by the Federal Energy Regulatory

"id. at 7-8.

14 at 6.
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Commission (‘FERC") (at the utility's election) and FERC has been allowing an
incentivized return on equity for new investment.

In fact, it appears that the Companies are attempting to use FERC approval to
push the revenue requirement to the retail jurisdiction more quickly than might otherwise
be the case. For example, AEP President, Chairman and Chief Executive Officer
Michael Morris said in November 2009 that FERC would regulate the transmission-onty
company's rates, offering transparency that should appeal to investors.® AEP Executive
Vice President and Chief Financial Officer, Brian Tierney said in February 2010 that
financing and funding FERC-regulated projects through the new transmission company
will allow AEP to “bring dollars to bear quicker” by reducing the regulatory lag.”® Given
the fact that transmission related costs are passed through to Chio customers, it does
not appear that in reality there would be a reduction in regulatory lag but this appears to
be the reasoning AEP and the Companies are offering.

C. The transmission corporation structure complicates an already
complex corporate structure.

Transmission investment is already socialized through the FERC-approved
Transmission Equalization Agreement and transmission-related costs flow to each
operating company in accordance with this FERC-approved agreement. Like
generation, transmission investment and revenue are pooled for the benefit of the AEP
East operating companies, including OP and CSP, not individual operating companies.

The maze of AEP pooling arrangements and other subsidiary arrangements already

5 AEP News Release, “AEP Sefs 2010 Ongoing Earnings Guidance, Capital Expendifures Budget
Formation of a Transmission Compeny Planned as Part of Grid Strategy,” (November 1, 2009), avaifable

onfine at: hitp./test22 aep com/finvestors/inewsreleases/7id=1576 (last visited April 30, 2010). A copy of

the press release is attached hereto as Attachment 1.

' “AEP’s Regulated CapEx to Stay Depressed Until 2013, but Transmission Could Help’ SNL Energy
Power Daily, Volume 8, Issue 22 (February 3, 2010). A copy of the article is attached hereto as
Attachment 2.
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makes it extremely difficult, if not impossible, to track costs through the AEP
system. The addition of another layer of complexity does nothing to improve an already
complicated process and, in fact, further complication of its corporate structure adds to
the complexity of verifying the accuracy of the cost that Ohio customers pay.

Despite the unexplained claimed benefits to this proposal, including that CSP
and OP will be relieved of debt associated with new transmission projects making new
debt available for other projects, it appears that AEP and the Companies are building a
structure that will make it harder for retail jurisdictions to go after prudency
disallowances, such as contemplated under the significantly excessive earnings test
("SEET") currently being contemplated by the Commission. As noted above, the
fransmission investment is currently pooled among the AEP operating companies,
including OP and CSP. With the Supreme Court’s recent position on the Mobile-Sierra
doctrine’ and contracts between the operating companies and the transmission
corporations, AEP may be able to wall off the state regulators ability to get in the way of

the cash flow generation that AEP covets.

. RECOMMENDATION AND CONCLUSION

It is difficult to assess if there are benefits to customers on the Companies’
proposal. It appears to only complicate an already complex corporate structure and is a
solution in search of a problem. IEU-Ohio recommends that the Commission require
the Companies to come forward with a cost/benefit analysis that shows that Ohio retail

customers will get lower rates and better service if the Application is approved and the

" NRG Power Marketing, LLC v. Maine Public Utilities Com’'n, 130 S.Ct, 693 (2010). Under this
Court's Mobile-Sierra doctrine, FERC must presume that a rate set by “a freely negotiated wholesale-
energy contract” meets the statutory “just and reasonable” requirement. Morgan Stanley Capital Group
inc. v. Public Utit, Dist. No. 1 of Snohomish Cty., 128 5.Ct. 2733 (2008). “The presumption may be
overcome only if FERC concludes that the contract seriously harms the public interest.” /bid.
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transfer occurs. Further, the Commission should seek outside assistance if necessary

to evaluate the Companies’

proposal and cost/benefit analysis and make

recommendations to ensure that Ohio customers are better off.

Unless and until the Companies can fully explain and justify their proposal, the

Commission should not approve it as there does not appear to be any good reason to

do so.
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AEP Sets 2010 Ongoing Eamings Guidance, Capital Expenditures Budget
PFormation of a transmission company planmod as part of grid sirategy

COLUMBUS, Ohio, Nov. 1, 2009 — American Electric Power (NYSE: AEP) has set ils onpoing samings guidance range and
capital expenditures budget jor 2010. AEP will also form a trensmission company as part of its sirategy to pursue iransmiesion
investment opportunitias in AEP’s traditional footprint.

AEP managemeni will ba disctissing tha company’s financial cutioak and strategic gireclion during mestings with investors at the
annual Edison Electric hstiute Financial Conferance that baging today in Hollywood, Fla,

AEP anticipates that 2010 ongoing earnings will be between $2.80 and $3.20 per share. Ongoing eamings guidance for 2008,
which reflacts last week's upside adjustmant, remains at $2.90 ta $3.05 per share. Ongoing earnings represent earnings from

cantinuing aperations, which exciude speciat or one-time ilems inciuded in the eamings prepared in accordanca with generally
accepted accouning principles,

“Cur earnings projections for 2010 are driven by new rate recovery activity undesway in several jurisdictions across our service
temitories, an expected increase in off-sysiem sales of electricity as thal market improves after a weak year in 2009, and a
genaral increase in retail [oad,” said Micheel G. Morris, AEP's chalrmen, president and chief executive officer.

AEP prejacts that capital sxpenditures for utilily operations will decrease to $1.993 billion in 2010 from the estimated $2.466
bilion in 2003, reflecting AEF's conservative approach for near-lerm capital expenditures.

AEF will form & iransmission company, or Transco, to pursue new transmissian opportunilies wilhin the company's existing 11-
state footprint, a key compeonent in a three-part national fransmission strategy. AEP has exisling and planned transmission
projects in the Electric Reliability Coundl of Texas (ERCOT) through its Electric Transmission Texas joint venture with
MidAmerican Energy Holdings Company. AEP i also pursuing transmisalon projects outside its foatprint and putside ERCOT
through joint ventures with numeroys other companies, including Electric Transmission America, AEP's broader perinership with
MidAmerican.

“The Transco will b2 our vehicle for much of AEP'a future on-syetem, wholly-owned transmission invesiment ” Morrs sald.
“These investments willinclude a wide range of on-system transmission improvernants, things ke greenfield projects, station
additions and system upgrades. Pursuing these aclivities in a Tmnsco, with formuls rales sdjusted annually by Ihe Federal
Energy Regulatory Commission {(FERC), benefils customers by enhancing AEP’'s ac¢ess to capital. This enables the company to
undertake substantial new investment while relieving our operating company balance sheets of the burden of meeting those
capilal demands, thereby allowing them te put capital to work on distribution and generation needs.”

AEP expects 1o invest $118 million in Trensco activilies in 2010,

"VWe are saaking state utiity siatus for the Transco in states whera that designation is required, and we will join both PJM and
Southwest Powsr Fool as a Iransmission owner,” Momis said. "Wa plan to file 8 FERC tarif for the Transca kater this year, with
retos effective in mid-2010."

Amarican Elactric Power |3 one of tha largsst slectris utiities in the Unlled States, dellvaring electricily to more than 5 mitian
customers in 11 siates. AEF ranks amang the nation’'s Iarpest penerators of electricily, cwning nearly 38,000 megawatts of
generaling capacily in the .S, AEP also owng the nation's largest electricily transmission system, a naady 39,000-mile network
that includes more 785-kilowoll extra-high voliage tranamission lines than all ather L).S. transmission systems cambined. AEF's
transmission sysiem directiy or indireclly serves about 10 percent of the eleciricity demarnd in the Easlern Interconnection, the
interconnecied transmission system that covers 38 eastern and central 1.8, stales and eastern Canada, and approximately 11
percent of the elactricity demand in ERCOT, the transmission system that covers much of Texas. AEP's utility units operate as
AEP Ohio, AEP Texas, Appalachian Power (in Virginia and West Virginia), AEP Appalachlan Power (in Tennessea), indiana
Michigan Power, Kentucky Power, Public Sarvice Company of Oklahoma, and Southwestern Eteclric Power Company (in
Arkansas, Louisiana and sast Texas), AEP's headquarters are in Columbus, Ohlo.
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This repert mada by AEP and its Ragisirant Subsicianes coniains forwerd-looking atat rty within the r g of Section 21E of the Securitiea
Exchange Act of 1934, Although AEP and each of its Regisirart Subsidiaries betieve that their expectations ara basad on reasonabla ai

such may be infl d Iy factors thael could cause aclual outcomas and nesulls 1o be materally different from thoss projected. Among The
factors that could cause actual resulis to dHer matenely from those in tha forweard-looking stalomants are: elaclic led and customar growth; weathsr
conditions, including storms; avalable sources and costs of, and transportation for, fuels and the creditworthiness and perk of fual liers and

transpartars; availability of nacassary ganerating capacity and the perfemtancs of AEP'S ganerating plants, including AEP's ability 16 rastons Indiana
Michigan Power's Denald C. Cook Nuclear Plant Linit 1 in a timely manner; AEP's ability 1 racover ragulatory aseets and stranded costs in cennagtion
with dersgulation; AEF's ability to recover increases in fusl and other snergy casts through regulated or compstitive slectric rates; AEF's ability to build
or pcgquire gensraling capacity, incliding the Jahn W, Turk Jr. Pent, and transmission lina facilities (inciuding tha abilty to obtein any necessary
reguiatory approvels and pemmits) when needed at acceptable prices and tenma and ko recover those posts {inciuding the costs of projects that are
cancalsd) Wwough applicabla rate casss or compatitiva rates; naw lagislation, litigation and government regulation, inchiding requirements for reducad
emissions of sulfur, nitrogen, mercury, carban, scot or pariculate matter and other substancas that could Impact the continued operations of AEF's
plants; timing and resakution of panding and future rata cases, negotiations and ulher reguiaiory deciaions (including rate or olhwer recovery of new
investments in genaratian, distribution angd tanamission servics and enviro! i o) ion of liligation (inciuding the diapute with Bank
of America); AEP's ability to constrain operation end maintenence cosls; the sconomic climate and growth or contradlion in AEP's senvice teritery and
changes in market and geaphic patiems; inflalianary or deflationary inlenest rale rends; volatiity in the financiel markels, particulary
developments affecting the availability of capital on reascnabie tenms and dovelopmeants impairing AEF's ability 1o finanga new capltal projects and
refinance existing debl at atiractive rates; the availabibty and cost of funds to finance working capital and capital nesds, parliculary during periads whean
tha time 1ag between incuring cos1s Bnd recovery 1a long and tha casts are material; AEP's ability to devalap and axacute & strateJy based on 8 viaw
regarding prices of slectricity, nalural gas and other energy-ralated commeadities; changes in the cratitwerthingss of the counterparas with whom AEP
has cordrechual arrangsmants, induding participants in the anergy trading markel; aciions of rating agencies, including changes in the ratings of debt;
valatility and changes in markets for eleciricky, natural gas, ceal, nuciear fuel and other anergy-related commedities; changes in utility regulasion,
including the implamentation of the racantly passad utiiity iaw in Ohio and the allocation of costs within regional transmission organizalions, including
PJM and SPP; aceounting pronouncaments periodically issued by accounting standard-setiing bodies; the impest of velatitity in the captal markels on
the value of the investmenis hald by AEP's pension, other posiretirernent benslit plans and nudear decommissioning Wusl and the impact on futune
fynehng requiremants; prices and demand for power iat AER generates and szils at whoiesale, changes in techinalogy, particulady with raspsct to naw,
developing or atemetive sources of generation; and other ke and unforesasn evenis, [noluding wars, tha effects of tarrorism (Including increased
secufity cosis), embargoes and cther calastrophic avents

MEDIA CONTAGT:

Pat D. Hemlepp

Director, Corporate Media Relations
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AMNALYSTS CONTACT:

Batte Jo Rozsa

Managing Director, Investor Relations
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Volume 8 Issue 22 Wednesday, February 3, 2010

AEP’s regulated CapEx to stay depressed until 2013,
but transmission could help

by Jay Hodgkins

American Electric Power Co, Inc. is still
looking toward unregulated transmission
investment apportunities 10 essentially dou-
ble the earnings growth it would otherwise
expect from just Its regulated utility compa-
nies, Executive Vice President and CFO Brian
Tierney sald at an energy conference hasted
by Credit Suisse in Vail, Colo., on Feb. 2.

AEP expects to grow earnings 2% to 4%
over the long term, but would rise to 4% 1o

~ In this Issue &———

Click on headline to advance to story

Pawer earnings roundup:
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coal-fired generation
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natural gas in 2010
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Dynegy CEOQ: Expect
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at unscrubbed generation

Utah cooperative

sues PacifiCorp over
emissions control upgrades
Study: More alternative

energy will boost
Pennsylvania economy

To Market Story  &——

To Market Report &——

8% growth if the company can execute on
an expected level of transmission projects
in its pipeline,

Foremost among those opportunities is
AEP’s Electric Transmission Texas LLC joint
venture with MidAmerican Energy Holdings
Co., which expects to construct about $600
million of projects that will come in service
in the ERCOT market sometime from 2010 to
2013, Tierney said the venture's investment

opportunities in ERCOT could grow to $3 bil-
lion this decade.

AEP has also recently begun to pursue an
unregulated Transco business that will seek
to build unregulated projects within the
geographical foatprint of AEP’s reguiated
utility service territories.

Tlerney said the company wili be abie to
put dallars to work in AEP's service territo-
ries that are separate from the transmission

CCentinned ohp 11 5

Michigan’s alternative electricity suppliers
see 50% increase in customers in ‘09

by Lynn Doan

The number of Michigan electricity cus-
tomers served by alternative suppliers rose
by nearly 50% from 2008 to 2009, marking a
rebound for a competitive electricity market
that has seen only declining sales in recent
years, according to a report released by the
Michigan Public Service Commission on Feb,
2.

CMS Energy Corp. subsidiary Consumers
Energy Ca. and DTE Energy Co. subsidiary
Detroit Edison Co. are still the only two
utilities in the state that offer electric choice

programs. Alternative electric suppliers have
yet to offer services to customers of smaller
jurisdictional utilities since full retail apen
access took effect Jan, 1, 2002, But the num-
ber of choice cusiomers in both utilities’
service territories surged in 2009, the PSC's
annual "Status of Electric Competition in
Michigan” report sald, standing in stark con-
trast to the sharp drops in choice business
during 2004 and 2005.

Consumers Energy’s service territory saw
an increase of about 139% in choice load to

L Continuad obig 10 oo

Report: Co-firing biomass at coal power
plants would cut greenhouse gases by 5%

by Lynn Doan

If all coal-fired power plants in the United
States and Canada were to instead burn bio-
mass 10% of the time, electricity generated
from biomass would represent about 4% of
power generation and reduce greenhouse
gas emissions by 170 million metric tons
annually, according to a study published
by the Journal of Environmental Science and
Technoiogy.

"Co-firing” coal and biomass, with wood
pellets making up 10% of the fuel mix,
would reduce greenhouse gas emissions

from the power generation sector by 5% in
the United States and Canada, but it would
require about 100 million dry metric tons of
biomass a year — "a large amount but within
inventory amounts,” according to the report,
"Life Cycle Emissions and Cost of Preducing
Electricity from Coal, Natural Gas, and Wood
Pellets in Ontario, Canada.”

The study, published in the January issue
of the Journal of Environmental Scfence and
Technofagy, was primarily focused an the
potential for biomass at the Nanticoke and

© 2010, SNL Financial LC. AH Rights Reserved.
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policy for Michigan is achieved;” the PSC said in a letter to the House
attached to the report.

COMPANIES REFEREMCED IN THIS ARTICLE:

CMS Energy Corp. CMS
Consumers Energy Co.

Detroit Edison Co.

DTE Energy Co, DTE

“iFull filing
TFull filing

=% E-mall this story.
AEP conminued

opportunities the regulated utilities zlready have, The projects will
be financed and funded at the Transco level, which Tiemey said will
allow AEP to "bring do$ars to bear quicker” and the projects will
experience a reduced regulatory lag due to FERC setting annually
adjusted formula rates,

Finally, Tierney said AEP is also involved in other transmission
joint ventures, like the Electric Transmission America venture with
MidAmerican. AEP has four FERC-approved projects valued at $3.3
billion in markets other than ERCOT with estimated in-service dates
of 2013 to 2015.
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* Profegsionals in eorporate finance
and eerporate davelopment at
power and gas companies

* Investment banking, projectfinance
and equity or fixed income research
professionals

* Regulators and regulatory staff
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as investors &t privata equity,
sovereign and hedge funds

* Ratings agency professionals
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Tierney said estimated in-service dates for those projects have
started to slip, but he assured attendees at the conference that AEP is
confidant the joint ventures have enough opportunities in the pipe-
line to start "putting dollars to work and metal in the ground” soon.

In AEP's regulated operations, Tierney said growth will be driven,
as usual, by approved capital expenditures recovered in rates, but
noted that AEP has slashed its CapEx from 2008 levels due to the
econemic collapse in its service territories.

AEP spent nearly 54 billion per year on CapEx in 2007 and 2008,
but essentially slashed that in half in 2009 and for 201C and 2011,
Tlerney said AEP is dedicated to keeping CapEx spending as close
to cash flow neutral as possible while the economic climate is still
depressed.

With its goal of staying near cash flow neutral, AEP expects to
spend $2.04 billion on CapEx in 2010, with 5594 million slotted for
distribution spending, $253 million for spending on new generation
and $322 million for environmental spending. In 2011, AEP is predict-
ing $1.96 billion in CapEx, with $627 million going to distribution
spending, $223 million for spending on new generation and $234
million sletted for environmental spending.

Tierney said it’s likely the economy will not fully recover until 2013,
and it is then that AEP will consider ratcheting up its CapEx budget
and going cash flow negative in order to push earnings growth.

On that longer-term front, Tierney said AEP expects C0O2 regula-
tion or legislation to be more of a positive than a negative, with the
need to shut down some older coal-fired plants offset by opportuni-
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ties to invest in new environmental controls such as carbon capture
and sequestration technolegy at more moadern plants plus the
opportunity to build new replacement generation,

AEP must also recaver spending through rate relief in order to
deliver on earnings growth from regulated CapEx, and Tierney said
the company has already secured 5167 million of a projected 5320
million in rate increases for 2010. For 2011, AEP is projecting 5340
million in rate increases,

Tierney said AEP has traditionally generated larger annual rate
increases, but that the recent reduced spending levels cut AEP's
need 1o seek rate relief,

The company’s ongoing earnings guidance for 2010 of $2.80 to
$3,20 per share will be primarily driven by AEF’s ability to secure the
remaindear of its expecied rate relief and substantlal load growth
from 2009’s depressed levels.

Rate relief is expected to push earnings up 45 cents per share in
2010 from 2009 levels and load growth is expected to have a posi-
tive impact of 29 cents per share, although 9 cents of that impactis
predicted to come from a retum to normal weather, Tierney said.
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Tierney said AEP is predicting residential load to jump 1% in 2010
over 2009 levels, commercial lcad to grow 2.4% and industrial load
to surge 5.3%. Overall, Tiemey said AEF is expecting a 1.6% overall
increase in load growth.

Off-systemn sales are also expected to surge from about 14,800
GWh in 2009 to nearly 24,000 GWh in 2010, but that Increase will be
mitigated by the fact AEP is predicting those sales to fall to $13.70
per MWh from $16.70 per MWh in 2010.

COMPANIES REFEREMCED IN THIS ARTICLE:
American Electric Power Co. Inc.

Electric Transmission America

Electric Transmission Texas LLC
MidAmerican Energy Holdings Co.

AEP

“Feb 02, 10 American Electric Power Ca. investor Presentation
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SNL's new user interface is designed o streamline your
workflow by giving you easier access to the fools and data
you use moast frequently.

New SNL features inciude;
u Powerful search engine
a Customizable page layout
= Simple and fast navigation
= SNL NewsWire, a desklop news stream
a Site map and R3S feeds
a Online Help
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- Same Expert Data. Bette User Experience!

Remember that SNL Support is always available to answer your
questions and concerns: suppert@snl.com; 888.275.2822,
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