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If OPCo is ultimately not permitted to fully collect all components of its ESP rates, it could reduce future net income
and cash flows and impact financial condition. See “Ohio Electric Security Plan Filings” section of Note 4.

Merchant Generation Assets

In September 2016, AEP signed an agreement to sell Darby, Gavin, Lawrenceburg and Waterford Plants (“Disposition
Plants”) totaling 5,329 MWs of competitive generation to a nonaffiliated party. As of December 31, 2016, the net book
value of these assets, including related materials and supplies inventory and CWIP, was $1.8 billion. The sale closed
in January 2017 for approximately $2.2 billion. The net proceeds from the transaction are approximately $1.2 billion
in cash after taxes, repayment of debt associated with these assets and transaction fees, which resulted in an after tax
gain of approximately $130 million. AEP plans to primarily use these proceeds to reduce outstanding debt and invest
in its regulated businesses, including transmission and contracted renewable projects.

The assets and liabilities included in the sale transaction have been recorded as Assets Held for Sale and Liabilities
Held for Sale, respectively, on the balance sheet as of December 31, 2016. See “Assets and Liabilities Held for Sale”
section of Note 7 for additional information.

In September 2016, due to AEP’s ongoing evaluation of strategic alternatives for its merchant generation assets,
declining forecasts of future energy and capacity prices, and a decreasing likelihood of cost recovery through regulatory
proceedings or legislation in the state of Ohio providing for the recovery of AEP’s existing Ohio merchant generation
assets, AEP performed an impairment analysis at the unit level on the remaining merchant generation assets in
accordance with accounting guidance for impairments of long-lived assets. The evaluation was performed using
generating unit specific estimated future cash flows and resulted in a material impairment of certain merchant generation
fleet assets. As aresult, AEP recorded a pretax impairment of $2.3 billion ($1.5 billion, net of tax) in Asset Impairments
and Other Related Charges on the statements of income related to 2,684 MWs of Ohio merchant generation including
Cardinal, Unit 1, 43.5% ownership interest in Conesville, Unit 4, Conesville, Units 5 and 6, 26.0% ownership interest
in Stuart, Units 1-4, and 25.4% ownership interest in Zimmer, Unit 1, as well as Putnam coal and 1&M’s Price River
coal reserves, Desert Sky and Trent Wind Farms and the merchant generation portion of the Oklaunion Plant. As of
December 31, 2016, the remaining net book value of these assets is $57 million. See “Merchant Generating Assets
(Generation & Marketing Segment)” section of Note 7 for additional information.

Management continues to evaluate potential alternatives for the remaining merchant generation assets. These potential
alternatives may include, but are not limited to, transfer or sale of AEP’s ownership interests, or a wind down of
merchant coal-fired generation fleet operations. In February 2017, AEP signed an agreement to purchase Dynegy
Corporation’s 40% ownership share of Conesville Plant, Unit 4. Simultaneously, AEP signed an agreement to sell its
25.4% ownership share of Zimmer Plant, Unit 1 to Dynegy Corporation. The transactions are expected to close in the
second quarter of 2017, subject to FERC approval and are not expected to have a material impact on net income, cash
flows and financial condition. AEP is also continuing a separate strategic review and evaluating alternatives related
to the 48 MW Racine Hydroelectric Plant. Management has not set a specific time frame for a decision on these assets.
These alternatives could result in additional losses which could reduce future net income and cash flows and impact
financial condition.

Renewable Generation Portfolio

The growth of AEP’s renewable generation portfolio reflects the company’s strategy to diversify generation resources
to provide clean energy options to customers that meet both their energy and capacity needs.

AEP has formed two new subsidiaries within the Generation & Marketing segment to further develop its renewable
portfolio. AEP OnSite Partners, LLC works directly with wholesale and large retail customers to provide tailored
solutions based upon market knowledge, technology innovations and deal structuring which may include distributed
solar, wind, combined heat and power, energy storage, waste heat recovery, energy efficiency, peaking generation and
other forms of cost reducing energy technologies. AEP OnSite Partners, LLC pursues projects where a suitable termed
agreement is entered into with a credit-worthy counterparty. AEP Renewables, LLC develops and/or acquires large
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