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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2008

0oTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to
Commission  Registrants; States of Incorporation; LR.S. Employer
File Number  Address and Telephone Number Identification
Nos.

1-3525 American Electric Power Company, Inc. (A New York Corporation) 13-4922640
1-3457 Appalachian Power Company (A Virginia Corporation) 54-0124790
1-2680 Columbus Southern Power Company (An Ohio Corporation) 31-4154203
1-3570 Indiana Michigan Power Company (An Indiana Corporation) 35-0410455
1-6543 Ohio Power Company (An Ohio Corporation) 31-4271000
0-343 Public Service Company of Oklahoma (An Oklahoma Corporation) 73-0410895
1-3146 Southwestern Electric Power Company (A Delaware Corporation) 72-0323455

1 Riverside Plaza, Columbus, Ohio 43215
Telephone (614) 716-1000

Indicate by check mark if the registrants with respect to American Electric Power Yes x No. o
Company, Inc., Appalachian Power Company and Ohio Power Company, is each a
well-known seasoned issuer, as defined in Rule 405 on the Securities Act.

Indicate by check mark if the registrants with respect to Columbus Southern Power Yes o No. x
Company, Indiana Michigan Power Company, Public Service Company of Oklahoma

and Southwestern Electric Power Company, are well-known seasoned issuers, as defined

in Rule 405 on the Securities Act.

Indicate by check mark if the registrants are not required to file reports pursuant to Yes o  No. x
Section 13 or Section 15(d) of the Exchange Act.

Indicate by check mark whether the registrants (1) have filed all reports required to be Yes x No. o
filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding

12 months (or for such shorter period that the registrants were required to file such

reports), and (2) have been subject to such filing requirements for the past 90 days.

Indicate by check mark if disclosure of delinquent filers with respect to Appalachian  x
Power Company, Ohio Power Company, Public Service Company of Oklahoma or
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Southwestern Electric Power Company pursuant to Item 405 of Regulation S-K
(229.405 of this chapter) is not contained herein, and will not be contained, to the best of
registrant’s knowledge, in definitive proxy or information statements of Appalachian
Power Company, Ohio Power Company, Public Service Company of Oklahoma or
Southwestern Electric Power Company incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.

Indicate by check mark whether American Electric Power Company, Inc. is a large accelerated filer, an
accelerated filer, a non-accelerated filer or a smaller reporting company. See definitions of ‘large accelerated
filer’, ‘accelerated filer’ and ‘smaller reporting company’ in Rule 12b-2 of the Exchange Act. (Check One)
Large accelerated filer x Accelerated filer 0
Non-accelerated filer o (Do not check if a smaller reporting company) Smaller reporting company 0

Indicate by check mark whether Appalachian Power Company, Columbus Southern Power Company, Indiana
Michigan Power Company, Ohio Power Company, Public Service Company of Oklahoma and Southwestern
Electric Power Company are large accelerated filers, accelerated filers, non-accelerated filers or smaller
reporting companies. See definitions of ‘large accelerated filer’, ‘accelerated filer’ and ‘smaller reporting
company’ in Rule 12b-2 of the Exchange Act. (Check One)

Large accelerated filer o Accelerated filer 0
Non-accelerated filer  x (Do not check if a smaller reporting company) Smaller reporting company 0
Indicate by check mark if the registrants are shell companies, as defined Yes o No. x

in Rule 12b-2 of the Exchange Act.

Columbus Southern Power Company and Indiana Michigan Power Company meet the conditions set forth in General
Instruction I(1)(a) and (b) of Form 10-K and are therefore filing this Form 10-K with the reduced disclosure format
specified in General Instruction 1(2) to such Form 10-K.

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange

Registrant Title of each class on which registered
American Electric Power Common Stock, $6.50 par value New York Stock Exchange
Company, Inc.

Appalachian Power Company None

Columbus Southern Power None

Company

Indiana Michigan Power Company 6% Senior Notes, Series D, Due 2032 New York Stock Exchange
Ohio Power Company None

Public Service Company of 6% Senior Notes, Series B, Due 2032 New York Stock Exchange
Oklahoma

Southwestern Electric Power None

Company

Securities registered pursuant to Section 12(g) of the Act:

Registrant Title of each class
American Electric Power Company, None
Inc.
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Appalachian Power Company 4.50% Cumulative Preferred Stock, Voting, no par
value

Columbus Southern Power Company  None

Indiana Michigan Power Company None

Ohio Power Company 4.50% Cumulative Preferred Stock, Voting, $100 par
value

Public Service Company of None

Oklahoma

Southwestern Electric Power 4.28% Cumulative Preferred Stock, Voting, $100 par

Company value
4.65% Cumulative Preferred Stock, Voting, $100 par
value
5.00% Cumulative Preferred Stock, Voting, $100 par
value

Aggregate market value of voting

and non-voting common equity Number of shares
held by non-affiliates of the of common stock
registrants as of June 30, 2008, the  outstanding of the
last trading date of the registrants’ registrants at
most recently completed second December 31,
fiscal quarter 2008
American Electric Power $16,336,246,629 406,071,256
Company, Inc.
($6.50 par value)
Appalachian Power Company None 13,499,500
(no par value)
Columbus Southern Power None 16,410,426
Company
(no par value)
Indiana Michigan Power None 1,400,000
Company
(no par value)
Ohio Power Company None 27,952,473
(no par value)
Public Service Company of None 9,013,000
Oklahoma
($15 par value)
Southwestern Electric Power None 7,536,640
Company
($18 par value)

Note On Market Value Of Common Equity Held By Non-Affiliates
American Electric Power Company, Inc. owns all of the common stock of Appalachian Power Company, Columbus
Southern Power Company, Indiana Michigan Power Company, Ohio Power Company, Public Service Company of

Oklahoma and Southwestern Electric Power Company (see Item 12 herein).

Documents Incorporated By Reference
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Part of Form 10-K
Into Which Document
Description Is Incorporated

Portions of Annual Reports of the following companies for Part 11
the fiscal year ended December 31, 2008:

American Electric Power Company, Inc.

Appalachian Power Company

Columbus Southern Power Company

Indiana Michigan Power Company

Ohio Power Company

Public Service Company of Oklahoma

Southwestern Electric Power Company

Portions of Proxy Statement of American Electric Power Company, Part 111
Inc. for 2009 Annual Meeting of Shareholders.

Portions of Information Statements of the following companies for Part 111
2009 Annual Meeting of Shareholders:

Appalachian Power Company

Ohio Power Company

Public Service Company of Oklahoma

Southwestern Electric Power Company

This combined Form 10-K is separately filed by American Electric Power Company, Inc., Appalachian Power
Company, Columbus Southern Power Company, Indiana Michigan Power Company, Ohio Power Company, Public
Service Company of Oklahoma and Southwestern Electric Power Company. Information contained herein relating to
any individual registrant is filed by such registrant on its own behalf. Except for American Electric Power Company,
Inc., each registrant makes no representation as to information relating to the other registrants.

You can access financial and other information at AEP’s website, including AEP’s Principles of Business Conduct
(which also serves as a code of ethics applicable to Item 10 of this Form 10-K), certain committee charters and
Principles of Corporate Governance. The address is www.AEP.com. AEP makes available, free of charge on its
website, copies of its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934 as soon as reasonably practicable after filing such material electronically or otherwise furnishing it to the SEC.
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GLOSSARY OF TERMS

The following abbreviations or acronyms used in this Form 10-K are defined below:

Abbreviation or Acronym
AECC

AEGCo

AEP or parent

AEP East companies
AEP Power Pool

AEP River Operations

AEPSC

Definition
Arkansas Electric Cooperative Corporation
AEP Generating Company, an electric utility subsidiary of AEP
American Electric Power Company, Inc.
APCo, CSPCo, 1&M, KPCo and OPCo
APCo, CSPCo, 1&M, KPCo and OPCo, as parties to the Interconnection
Agreement
AEP’s inland river transportation subsidiary, AEP River Operations LLC
(formerly AEP MEMCO LLC), operating primarily on the Ohio, Illinois, and
lower Mississippi rivers
American Electric Power Service Corporation, a service company subsidiary of
AEP

AEP System or the System The American Electric Power System, an integrated electric utility system,

AEP West companies
AEP Utilities

AFUDC

ALJ
APCo
APSC
Buckeye
CAA
CAAA
CERCLA

CcO2
Cook Plant

CSPCo
CSw

owned and operated by AEP’s electric utility subsidiaries

PSO, SWEPCo, TCC and TNC

AEP Utilities, Inc., a subsidiary of AEP, formerly, Central and South West
Corporation

Allowance for funds used during construction (the net cost of borrowed funds,
and a reasonable rate of return on other funds, used for construction under
regulatory accounting)

Administrative law judge

Appalachian Power Company, a public utility subsidiary of AEP

Arkansas Public Service Commission

Buckeye Power, Inc., an unaffiliated corporation

Clean Air Act

Clean Air Act Amendments of 1990

Comprehensive Environmental Response, Compensation and Liability Act of
1980

Carbon dioxide

The Donald C. Cook Nuclear Plant (2,143 MW), owned by I&M, and located
near Bridgman, Michigan

Columbus Southern Power Company, a public utility subsidiary of AEP
Central and South West Corporation, a public utility holding company that
merged with AEP in June 2000.

CSW Operatin gAgreement, dated January 1, 1997, as amended, originally by and among PSO,

Agreement

DOE
Dow

DP&L

Duke Carolina
Duke Indiana
Duke Ohio
EMF

SWEPCo, TCC and TNC, currently by and between PSO and SWEPCO
governing generating capacity allocation. AEPSC acts as the agent for the
parties.

United States Department of Energy

The Dow Chemical Company, and its affiliates collectively, unaffiliated
companies

The Dayton Power and Light Company, an unaffiliated utility company
Duke Energy Carolinas, LLC

Duke Energy Indiana, Inc.

Duke Energy Ohio, Inc.

Electric and Magnetic Fields



EPA
EPACT
ERCOT
ESP
ETEC
FERC
Fitch
FPA
I&M
IGCC
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United States Environmental Protection Agency

The Energy Policy Act of 2005

Electric Reliability Council of Texas

Electric Security Plans, filed with the PUCO, pursuant to the Ohio Amendments
East Texas Electric Cooperative

Federal Energy Regulatory Commission

Fitch Ratings, Inc.

Federal Power Act

Indiana Michigan Power Company, a public utility subsidiary of AEP
Integrated Gasification Combined Cycle

Interconnectio nAgreement, dated July 6, 1951, as amended, by and among APCo, CSPCo, 1&M,

Agreement

IURC
KPCo
KPSC

Lawrenceburg Plant

LLWPA
LPSC

MISO
Moody’s
MW
NOx
NPC
NRC
OASIS
OATT
ocCC
Ohio Act

Ohio Amendments

OPCo
OVEC

PIM

PSO

PUCO

PUCT

RCRA

REP

Rockport Plant

ROE
RTO
SEC
S&P
SO2

SPp
SWEPCo

KPCo and OPCo, defining the sharing of costs and benefits associated with their
respective generating plants

Indiana Utility Regulatory Commission

Kentucky Power Company, a public utility subsidiary of AEP

Kentucky Public Service Commission

A 1,146 MW gas-fired unit owned by AEGCo and located near Lawrenceburg,
Indiana

Low-Level Waste Policy Act of 1980

Louisiana Public Service Commission

Midwest Independent Transmission System Operator

Moody’s Investors Service, Inc.

Megawatt

Nitrogen oxide

National Power Cooperatives, Inc., an unaffiliated corporation

Nuclear Regulatory Commission

Open Access Same-time Information System

Open Access Transmission Tariff, filed with FERC

Corporation Commission of the State of Oklahoma

Ohio electric restructuring legislation

Amendments to the Ohio Act adopted in April 2008 which require electric
utilities to adjust their rates by filing an ESP with the PUCO

Ohio Power Company, a public utility subsidiary of AEP

Ohio Valley Electric Corporation, an electric utility company in which AEP and
CSPCo together own a 43.47% equity interest

PJM Interconnection, L.L.C., a regional transmission organization

Public Service Company of Oklahoma, a public utility subsidiary of AEP
Public Utilities Commission of Ohio

Public Utility Commission of Texas

Resource Conservation and Recovery Act of 1976, as amended

Texas retail electricity provider

A generating plant owned and partly leased by AEGCo and I1&M (two 1,300
MW, coal-fired) located near Rockport, Indiana

Return on Equity

Regional Transmission Organization

Securities and Exchange Commission

Standard & Poor’s Ratings Service

Sulfur dioxide

Southwest Power Pool

Southwestern Electric Power Company, a public utility subsidiary of AEP
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TCA Transmission Coordination Agreement dated January 1, 1997 by and among,
PSO, SWEPCo, TCC, TNC and AEPSC, which allocated costs and benefits
through September 2005 in connection with the operation of the transmission
assets of the four public utility subsidiaries

TCC AEP Texas Central Company, formerly Central Power and Light Company, a
public utility subsidiary of AEP
TEA Transmission Equalization Agreement dated April 1, 1984 by and among APCo,

CSPCo, I&M, KPCo and OPCo, which allocates costs and benefits in connection
with the operation of transmission assets

Texas Act Texas electric restructuring legislation

TNC AEP Texas North Company, formerly West Texas Utilities Company, a public
utility subsidiary of AEP

Tractebel Tractebel Energy Marketing, Inc.

TVA Tennessee Valley Authority

VSCC Virginia State Corporation Commission

WPCo Wheeling Power Company, a public utility subsidiary of AEP

WVPSC West Virginia Public Service Commission
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FORWARD-LOOKING INFORMATION

This report made by the registrants contains forward-looking statements within the meaning of Section 21E of the
Securities Exchange Act of 1934. Although the registrants believe that their expectations are based on reasonable
assumptions, any such statements may be influenced by factors that could cause actual outcomes and results to be
materially different from those projected. Among the factors that could cause actual results to differ materially from
those in the forward-looking statements are:

The economic climate and growth in, or contraction within, our service territory and changes
in market demand and demographic patterns.

Inflationary or deflationary interest rate trends.

Volatility in the financial markets, particularly developments affecting the availability of
capital on reasonable terms and developments impairing our ability to finance new capital
projects and refinance existing debt at attractive rates.

The availability and cost of funds to finance working capital and capital needs, particularly
during periods when the time lag between incurring costs and recovery is long and the costs
are material.

Electric load and customer growth.

Weather conditions, including storms.

Available sources and costs of, and transportation for, fuels and the creditworthiness and
performance of fuel suppliers and transporters.

Availability of generating capacity and the performance of our generating plants including our
ability to restore Cook Plant Unit 1 in a timely manner.

Our ability to recover regulatory assets and stranded costs in connection with deregulation.
Our ability to recover increases in fuel and other energy costs through regulated or competitive
electric rates.

Our ability to build or acquire generating capacity and transmission line facilities (including
our ability to obtain any necessary regulatory or siting approvals and permits) when needed at
acceptable prices and terms and to recover those costs (including the costs of projects that are
cancelled) through applicable rate cases or competitive rates.

New legislation, litigation and government regulation including requirements for reduced
emissions of sulfur, nitrogen, mercury, carbon, soot or particulate matter and other substances.
Timing and resolution of pending and future rate cases, negotiations and other regulatory
decisions (including rate or other recovery of new investments in generation, distribution and
transmission service and environmental compliance).

Resolution of litigation (including disputes arising from the bankruptcy of Enron Corp. and
related matters).

Our ability to constrain operation and maintenance costs.

Our ability to develop and execute a strategy based on a view regarding prices of electricity,
natural gas and other energy-related commodities.

Changes in the creditworthiness of the counterparties with whom we have contractual
arrangements, including participants in the energy trading market.

Actions of rating agencies, including changes in the ratings of debt.

Volatility and changes in markets for electricity, natural gas, coal, nuclear fuel and other
energy-related commodities.

Changes in utility regulation, including the implementation of the recently passed utility law in
Ohio and the allocation of costs within RTOs, including PJM and SPP.

Accounting pronouncements periodically issued by accounting standard-setting bodies.

10
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The impact of volatility in the capital markets on the value of the investments held by our
pension, other postretirement benefit plans and nuclear decommissioning trust and the impact
on future funding requirements.

Prices for power that we generate and sell at wholesale.

Changes in technology, particularly with respect to new, developing or alternative sources of
generation.

Other risks and unforeseen events, including wars, the effects of terrorism (including increased
security costs), embargoes and other catastrophic events.

The registrants expressly disclaim any obligation to update any forward-looking information.

11
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PARTI
ITEM 1. BUSINESS
GENERAL
OVERVIEW AND DESCRIPTION OF SUBSIDIARIES

AEP was incorporated under the laws of the State of New York in 1906 and reorganized in 1925. It is a public utility
holding company that owns, directly or indirectly, all of the outstanding common stock of its public utility subsidiaries
and varying percentages of other subsidiaries.

The service areas of AEP’s public utility subsidiaries cover portions of the states of Arkansas, Indiana, Kentucky,
Louisiana, Michigan, Ohio, Oklahoma, Tennessee, Texas, Virginia and West Virginia. The generating and
transmission facilities of AEP’s public utility subsidiaries are interconnected and their operations are coordinated.
Transmission networks are interconnected with extensive distribution facilities in the territories served. The public
utility subsidiaries of AEP have traditionally provided electric service, consisting of generation, transmission and
distribution, on an integrated basis to their retail customers. Restructuring legislation in Michigan, Ohio, the ERCOT
area of Texas and, through 2008, Virginia has caused AEP public utility subsidiaries in those states to unbundle
previously integrated regulated rates for their retail customers. Virginia has returned to integrated regulated rates.

The AEP System is an integrated electric utility system. As a result, the member companies of the AEP System have
contractual, financial and other business relationships with the other member companies, such as participation in the
AEP System savings and retirement plans and tax returns, sales of electricity and transportation and handling of fuel.
The companies of the AEP System also obtain certain accounting, administrative, information systems, engineering,
financial, legal, maintenance and other services at cost from a common provider, AEPSC.

At December 31, 2008, the subsidiaries of AEP had a total of 21,912 employees. Because it is a holding company
rather than an operating company, AEP has no employees. The public utility subsidiaries of AEP are:

APCo (organized in Virginia in 1926) is engaged in the generation, transmission and distribution of electric power to
approximately 962,000 retail customers in the southwestern portion of Virginia and southern West Virginia, and in
supplying and marketing electric power at wholesale to other electric utility companies, municipalities and other
market participants. At December 31, 2008, APCo and its wholly owned subsidiaries had 2,575 employees. Among
the principal industries served by APCo are coal mining, primary metals, chemicals and textile mill products. In
addition to its AEP System interconnections, APCo is interconnected with the following unaffiliated utility
companies: Carolina Power & Light Company, Duke Carolina and Virginia Electric and Power Company. APCo has
several points of interconnection with TVA and has entered into agreements with TVA under which APCo and TVA
interchange and transfer electric power over portions of their respective systems. APCo is a member of PJM.

CSPCo (organized in Ohio in 1937, the earliest direct predecessor company having been organized in 1883) is

engaged in the generation, transmission and distribution of electric power to approximately 749,000 retail customers

in Ohio, and in supplying and marketing electric power at wholesale to other electric utilities, municipalities and other

market participants. At December 31, 2008, CSPCo had 1,323 employees. CSPCo’s service area is comprised of two
areas in Ohio, which include portions of twenty-five counties. One area includes the City of Columbus and the other is

a predominantly rural area in south central Ohio. Among the principal industries served are food processing,

chemicals, primary metals, electronic machinery and paper products. In addition to its AEP System interconnections,

CSPCo is interconnected with the following unaffiliated utility companies: Duke Ohio, DP&L and Ohio Edison

Company. CSPCo is a member of PJM.

12
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I&M (organized in Indiana in 1925) is engaged in the generation, transmission and distribution of electric power to
approximately 582,000 retail customers in northern and eastern Indiana and southwestern Michigan, and in supplying
and marketing electric power at wholesale to other electric utility companies, rural electric cooperatives,
municipalities and other market participants. At December 31, 2008, 1&M had 2,879 employees. Among the principal
industries served are primary metals, transportation equipment, electrical and electronic machinery, fabricated metal
products, rubber and miscellaneous plastic products and chemicals and allied products. Since 1975, I&M has leased
and operated the assets of the municipal system of the City of Fort Wayne, Indiana. This lease currently extends
through February 2010. In addition to its AEP System interconnections, I&M is interconnected with the following
unaffiliated utility companies: Central Illinois Public Service Company, Duke Ohio, Commonwealth Edison
Company, Consumers Energy Company, Illinois Power Company, Indianapolis Power & Light Company, Louisville
Gas and Electric Company, Northern Indiana Public Service Company, Duke Indiana and Richmond Power & Light
Company. 1&M is a member of PIM.

KPCo (organized in Kentucky in 1919) is engaged in the generation, transmission and distribution of electric power to
approximately 176,000 retail customers in an area in eastern Kentucky, and in supplying and marketing electric power
at wholesale to other electric utility companies, municipalities and other market participants. At December 31, 2008,
KPCo had 480 employees. In addition to its AEP System interconnections, KPCo is interconnected with the following
unaffiliated utility companies: Kentucky Utilities Company and East Kentucky Power Cooperative Inc. KPCo is also
interconnected with TVA. KPCo is a member of PJM.

Kingsport Power Company (organized in Virginia in 1917) provides electric service to approximately 47,000 retail
customers in Kingsport and eight neighboring communities in northeastern Tennessee. Kingsport Power Company
does not own any generating facilities and is a member of PIM. It purchases electric power from APCo for
distribution to its customers. At December 31, 2008, Kingsport Power Company had 58 employees.

OPCo (organized in Ohio in 1907 and re-incorporated in 1924) is engaged in the generation, transmission and
distribution of electric power to approximately 712,000 retail customers in the northwestern, east central, eastern and
southern sections of Ohio, and in supplying and marketing electric power at wholesale to other electric utility
companies, municipalities and other market participants. At December 31, 2008, OPCo had 2,434 employees. Among
the principal industries served by OPCo are primary metals, rubber and plastic products, stone, clay, glass and
concrete products, petroleum refining and chemicals. In addition to its AEP System interconnections, OPCo is
interconnected with the following unaffiliated utility companies: Duke Ohio, The Cleveland Electric Illuminating
Company, DP&L, Duquesne Light Company, Kentucky Utilities Company, Monongahela Power Company, Ohio
Edison Company, The Toledo Edison Company and West Penn Power Company. OPCo is a member of PJM.

PSO (organized in Oklahoma in 1913) is engaged in the generation, transmission and distribution of electric power to
approximately 527,000 retail customers in eastern and southwestern Oklahoma, and in supplying and marketing
electric power at wholesale to other electric utility companies, municipalities, rural electric cooperatives and other
market participants. At December 31, 2008, PSO had 1,279 employees. Among the principal industries served by PSO
are natural gas and oil production, oil refining, steel processing, aircraft maintenance, paper manufacturing and timber
products, glass, chemicals, cement, plastics, aerospace manufacturing, telecommunications, and rubber goods. In
addition to its AEP System interconnections, PSO is interconnected with Empire District Electric Company,
Oklahoma Gas and Electric Company, Southwestern Public Service Company and Westar Energy, Inc. PSO is a
member of SPP.

SWEPCo (organized in Delaware in 1912) is engaged in the generation, transmission and distribution of electric
power to approximately 471,000 retail customers in northeastern Texas, northwestern Louisiana and western
Arkansas, and in supplying and marketing electric power at wholesale to other electric utility companies,
municipalities, rural electric cooperatives and other market participants. At December 31, 2008, SWEPCo had 1,641
employees. Among the principal industries served by SWEPCo are natural gas and oil production, petroleum refining,

13
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manufacturing of pulp and paper, chemicals, food processing, and metal refining. The territory served by SWEPCo
also includes several military installations, colleges, and universities. SWEPCO also owns and operates a lignite coal
mining operation. In addition to its AEP System interconnections, SWEPCo is interconnected with CLECO Corp.,
Empire District Electric Co., Entergy Corp. and Oklahoma Gas & Electric Co. SWEPCo is a member of SPP.

TCC (organized in Texas in 1945) is engaged in the transmission and distribution of electric power to approximately
761,000 retail customers through REPs in southern Texas. Under the Texas Act, TCC has completed the final stage of
exiting the generation business and has sold all of its generation assets. At December 31, 2008, TCC had 1,201
employees. Among the principal industries served by TCC are oil and gas extraction, food processing, apparel, metal
refining, chemical and petroleum refining, plastics, and machinery equipment. In addition to its AEP System
interconnections, TCC is a member of ERCOT.

TNC (organized in Texas in 1927) is engaged in the transmission and distribution of electric power to approximately
185,000 retail customers through REPs in west and central Texas. TNC’s remaining generating capacity that is not
deactivated has been transferred to an affiliate at TNC’s cost pursuant to an agreement effective through 2027. At
December 31, 2008, TNC had 370 employees. Among the principal industries served by TNC are agriculture and the
manufacturing or processing of cotton seed products, oil products, precision and consumer metal products, meat
products and gypsum products. The territory served by TNC also includes several military installations and
correctional facilities. In addition to its AEP System interconnections, TNC is a member of ERCOT.

WPCo (organized in West Virginia in 1883 and reincorporated in 1911) provides electric service to approximately
41,000 retail customers in northern West Virginia. WPCo does not own any generating facilities. WPCo is a member
of PIM. It purchases electric power from OPCo for distribution to its customers. At December 31, 2008, WPCo had
62 employees.

AEGCo (organized in Ohio in 1982) is an electric generating company. AEGCo sells power at wholesale to I&M,
CSPCo and KPCo. AEGCo has no employees.

SERVICE COMPANY SUBSIDIARY

AEP also owns a service company subsidiary, AEPSC. AEPSC provides accounting, administrative, information
systems, engineering, financial, legal, maintenance and other services at cost to the AEP affiliated companies. The
executive officers of AEP and certain of its public utility subsidiaries are employees of AEPSC. At December 31,
2008, AEPSC had 6,351 employees.

CLASSES OF SERVICE

The principal classes of service from which AEP and the registrant subsidiaries of AEP derive revenues and the
amount of such revenues during the year ended December 31, 2008 are as follows:

Description AEP APCo CSPCo &M
System(a)
(in thousands)

UTILITY OPERATIONS:

Retail Sales

Residential Sales $4,267,000  $ 891,159 $ 720,761 $427.877
Commercial Sales 3,116,000 426,277 684,277 333,575
Industrial Sales 2,954,000 601,166 328,010 364,670
PJM Net Charges (214,000) (72,898) (40,249) (38,782)
Provision for Rate Refund (105,000) (52,910) (30,359) (33,279)
Other Retail Sales 210,000 55,359 5,873 6,044
Total Retail 10,228,000 1,848,153 1,668,313 1,060,105
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Wholesale
Off-System Sales 2,690,000 720,574 430,093 675,205
Transmission 58,000 (52,740) (30,419) (16,235)
Total Wholesale 2,748,000 667,834 399,674 658,970
Other Electric Revenues 244,000 26,235 11,623 8,694
Other Operating Revenues 106,000 18,199 5,542 19,102
Sales To Affiliates - 328,735 122,949 419,488
Total Utility Operating Revenues 13,326,000 2,889,156 2,208,101 2,166,359
OTHER 1,114,000 - - -
TOTAL REVENUES $14,440,000 $2,889,156 $2,208,101 $2,166,359
Description OPCo PSO SWEPCo
(in thousands)
UTILITY OPERATIONS:
Retail Sales
Residential Sales $ 602,770 $ 557,195 $440,826
Commercial Sales 402,149 407,052 382,984
Industrial Sales 694,890 357,884 280,082
PJM Net Charges (47,705) - -
Provision for Rate Refund (42,435) 13,811 21,417
Other Retail Sales 9,439 99,158 7,906
Total Retail 1,619,108 1,435,100 1,133,215
Wholesale
Off-System Sales 511,961 62,980 267,689
Transmission (38,529) 27,234 39,966
Total Wholesale 473,432 90,214 307,655
Other Electric Revenues 24,257 24,176 17,157
Other Operating Revenues 18,937 4,853 45,893
Sales to Affiliates 961,200 101,602 50,842
Total Utility Operating Revenues 3,096,934 1,655,945 1,554,762
OTHER - - -
TOTAL REVENUES $ 3,096,934 $ 1,655,945 $1,554,762

(a) Includes revenues of other subsidiaries not shown. Intercompany transactions have been eliminated for

the year ended December 31, 2008.

FINANCING

General

Companies within the AEP System generally use short-term debt to finance working capital needs. Short-term debt is
also used to finance acquisitions, construction and redemption or repurchase of outstanding securities until such needs
can be financed with long-term debt. In recent history, short-term funding needs have been provided for by cash on
hand, borrowing under AEP's revolving credit agreements and AEP’s commercial paper program. Funds are made
available to subsidiaries under the AEP corporate borrowing program. Certain public utility subsidiaries of AEP also
sell accounts receivable to provide liquidity. See Management’s Financial Discussion and Analysis of Results of
Operations, included in the 2008 Annual Reports, under the heading entitled Financial Condition for additional
information concerning short-term funding and our access to bank lines of credit, commercial paper and capital
markets.

15



Edgar Filing: AMERICAN ELECTRIC POWER CO INC - Form 10-K

AEP’s revolving credit agreements (which backstop the commercial paper program) include covenants and events of
default typical for this type of facility, including a maximum debt/capital test and a $50 million cross-acceleration
provision. At December 31, 2008, AEP was in compliance with its debt covenants. With the exception of a voluntary
bankruptcy or insolvency, any event of default has either or both a cure period or notice requirement before
termination of the agreements. A voluntary bankruptcy or insolvency of AEP would be considered an immediate
termination event. See Management’s Financial Discussion and Analysis of Results of Operations, included in the
2008 Annual Reports, under the heading entitled Financial Condition for additional information with respect to AEP’s
credit agreements.

AEP’s subsidiaries have also utilized, and expect to continue to utilize, additional financing arrangements, such as
leasing arrangements, including the leasing of coal transportation equipment and facilities.

Credit Ratings

The credit ratings of AEP and its registrant subsidiaries as of February 18, 2009 are set forth below. Over the first two

months of 2009, Moody’s placed the senior unsecured debt rating of AEP on negative outlook, the senior unsecured
debt rating of OPCo, SWEPCo, TCC and TNC on review for possible downgrade and changed the outlook of APCo

from negative to stable. In February 2008 Fitch downgraded the senior unsecured debt rating of PSO to BBB+ with

stable outlook. Fitch placed the senior unsecured debt rating of APCo and TCC on negative outlook in May 2008 and

February 2009, respectively. See Management’s Financial Discussion and Analysis of Results of Operations, included
in the 2008 Annual Reports, under the heading entitled Financial Condition for additional information with respect to

the credit ratings of the registrants.

Moody’s S&P Fitch
Senior Senior Senior
Company Unsecured Outlook*  Unsecured Outlook*  Unsecured Outlook*

AEP Baa2 N BBB S BBB S
AEP Short Term P2 S A2 S F2 S
Rating

APCo Baa2 S BBB S BBB+ N
CSPCo A3 S BBB S A- S
&M Baa2 S BBB S BBB S
OPCo A3 R BBB S BBB+ S
PSO Baal S BBB S BBB+ S
SWEPCo Baal R BBB S BBB+ S

* S=Stable Outlook; N=Negative Outlook; R=Under Review for Possible Downgrade

ENVIRONMENTAL AND OTHER MATTERS

General

AEP’s subsidiaries are currently subject to regulation by federal, state and local authorities with regard to air and
water-quality control and other environmental matters, and are subject to zoning and other regulation by local
authorities. The environmental issues that are potentially material to the AEP system include:

e Global climate change and legislative and regulatory responses to it, including limitations on CO2 emissions. See

Management’s Financial Discussion and Analysis of Results of Operations under the headings entitled
Environmental Matters — Potential Regulation of CO2 and Other GHG Emissions.
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e The CAA and CAAA and state laws and regulations (including State Implementation Plans) that require
compliance, obtaining permits and reporting as to air emissions. See Management’s Financial Discussion
and Analysis of Results of Operations under the headings entitled Environmental Matters - Clean Air Act
Requirements and Estimated Air Quality Environmental Investments.

e Litigation with the federal and/or certain state governments and certain special interest groups regarding regulated
air emissions and/or whether emissions from coal-fired generating plants cause or contribute to global climate
changes. See Management’s Financial Discussion and Analysis of Results of Operations under the heading entitled
Litigation - Environmental Litigation and Note 6 to the consolidated financial statements entitled Commitments,
Guarantees and Contingencies, included in the 2008 Annual Reports, for further information.

e Rules issued by the EPA and certain states that require substantial reductions in SO2 and NOx emissions and future
rules for mercury emission reductions, which have compliance dates that take effect periodically through as late as
2018. AEP is installing (and has installed) emission control technology and is taking other measures to comply with
required reductions. See Management’s Financial Discussion and Analysis of Results of Operations under the
headings entitled Environmental Matters - Clean Air Act Requirements and Estimated Air Quality Environmental
Investments included in the 2008 Annual Reports for further information.

e CERCLA, which imposes costs for environmental remediation upon owners and previous owners of sites, as well
as transporters and generators of hazardous material disposed of at such sites. See Note 6 to the consolidated
financial statements entitled Commitments, Guarantees and Contingencies, included in the 2008 Annual Reports,
under the heading entitled The Comprehensive Environmental Response Compensation and Liability Act
(Superfund) and State Remediation for further information.

e The Federal Clean Water Act, which prohibits the discharge of pollutants into waters of the United States except
pursuant to appropriate permits, and regulates systems that withdraw surface water for use in our power plants. See
Management’s Financial Discussion and Analysis of Results of Operations, included in the 2008 Annual Reports,
under the heading entitled Environmental Matters - Clean Water Act Regulations for additional information.

e Solid and hazardous waste laws and regulations, which govern the management and disposal of certain wastes, and
other laws governing the use of ash impoundments, including containment dams. The majority of solid waste
created from the combustion of coal and fossil fuels is fly ash and other coal combustion byproducts, which the
EPA has determined are not hazardous waste subject to RCRA.

In addition to imposing continuing compliance obligations, these laws and regulations authorize the imposition of
substantial penalties for noncompliance, including fines, injunctive relief and other sanctions. See Management’s
Financial Discussion and Analysis of Results of Operations under the heading entitled Environmental Matters,
included in the 2008 Annual Reports, for further information with respect to environmental issues.

While we expect to recover our expenditures for pollution control technologies, replacement generation and associated
operating costs from customers through regulated rates (in regulated jurisdictions) or market prices, without such
recovery those costs could adversely affect future results of operations and cash flows, and possibly financial
condition. The cost of complying with applicable environmental laws, regulations and rules is expected to be material
to the AEP System. See Management’s Financial Discussion and Analysis of Results of Operations under the heading
entitled Environmental Matters and Note 6 to the consolidated financial statements entitled Commitments, Guarantees
and Contingencies, included in the 2008 Annual Reports, for more information regarding environmental matters.

Environmental Investments

Investments related to improving AEP System plants’ environmental performance and compliance with air and water
quality standards during 2006, 2007 and 2008 and the current estimates for 2009, 2010 and 2011 are shown below, in
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each case excluding AFUDC or capitalized interest. AEP expects to make substantial investments in addition to the

amounts set forth below in future years in connection with the modification and addition of facilities at generating

plants for environmental quality controls. Such future investments are needed in order to comply with air and water

quality standards which have been adopted and have deadlines for compliance after 2010 or have been proposed and

may be adopted. Future investments could be significantly greater if emissions reduction requirements are accelerated

or otherwise become more onerous or if CO2 becomes regulated. See Management’s Financial Discussion and
Analysis of Results of Operations under the heading entitled Environmental Matters and Note 6 to the consolidated

financial statements, entitled Commitments, Guarantees and Contingencies, included in the 2008 Annual Reports, for

more information regarding environmental expenditures in general.

Historical and Projected Environmental Investments

2006 2007 2008 2009 2010 2011
Actual Actual Actual Estimate  Estimate Estimate

(in thousands)
Total AEP $1,366,200 $994,100 $886,800 $436,100 $581,900 $892,400

System™

APCo 532,800 351,900 361,200 99,400 183,900 71,400
CSPCo 138,900 130,000 162,800 69,700 54,600 57,900
&M 23,200 9,300 22,400 40,600 3,600 2,000
OPCo 660,800 481,700 311,800 179,800 49,200 116,400
PSO 500 1,500 5,000 1,000 22,200 265,100
SWEPCo 21,000 14,300 12,000 22,300 170,400 243,600

* Includes expenditures of the subsidiaries shown and other subsidiaries not shown. The figures reflect construction
expenditures, not investments in subsidiary companies. Excludes discontinued operations.

Electric and Magnetic Fields

EMF are found everywhere there is electricity. Electric fields are created by the presence of electric charges. Magnetic
fields are produced by the flow of those charges. This means that EMF are created by electricity flowing in
transmission and distribution lines, electrical equipment, household wiring, and appliances. A number of studies in
the past have examined the possibility of adverse health effects from EMF. While some of the epidemiological studies
have indicated some association between exposure to EMF and health effects, none has produced any conclusive
evidence that EMF does or does not cause adverse health effects.

Management cannot predict the ultimate impact of the question of EMF exposure and adverse health effects. If further
research shows that EMF exposure contributes to increased risk of cancer or other health problems, or if the courts
conclude that EMF exposure harms individuals and that utilities are liable for damages, or if states limit the strength
of magnetic fields to such a level that the current electricity delivery system must be significantly changed, then the
results of operations and financial condition of AEP and its operating subsidiaries could be materially adversely
affected unless these costs can be recovered from customers.

UTILITY OPERATIONS

GENERAL

Utility operations constitute most of AEP’s business operations. Utility operations include (i) the generation,
transmission and distribution of electric power to retail customers and (ii) the supplying and marketing of electric

power at wholesale (through the electric generation function) to other electric utility companies, municipalities and
other market participants. AEPSC, as agent for AEP’s public utility subsidiaries, performs marketing, generation
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dispatch, fuel procurement and power-related risk management and trading activities.
ELECTRIC GENERATION
Facilities

AEP’s public utility subsidiaries own or lease approximately 37,000 MW of domestic generation. See Item 2 —
Properties for more information regarding AEP’s generation capacity.

AEP Power Pool and CSW Operating Agreement

APCo, CSPCo, &M, KPCo and OPCo are parties to the Interconnection Agreement defining how they share the costs
and benefits associated with their generating plants. This sharing is based upon each company’s “member-load-ratio.”
The Interconnection Agreement has been approved by the FERC. The member-load-ratio is calculated monthly by
dividing such company’s highest monthly peak demand for the last twelve months by the aggregate of the highest
monthly peak demand for the last twelve months for all AEP East companies. As of December 31, 2008, the

member-load-ratios were as follows:

Peak Member-Load
Demand Ratio (%)
(MW)
APCo 7,848 33.2
CSPCo 4,406 18.6
&M 4,264 18.0
KPCo 1,678 7.1
OPCo 5,458 23.1

Ohio’s electric restructuring law, the Ohio Act, was enacted in 2001. To comply with that law CSPCo and OPCo
functionally separated their generation business from their remaining operations. They remained functionally
separated through December 31, 2008 as authorized by their rate stabilization plans approved by the PUCO. Pursuant
to rules recently adopted by the PUCO, CSPCo and OPCo expect to file corporate separation plans with the
PUCO. See Note 4 to the consolidated financial statements, entitled Rate Matters, included in the 2008 Annual
Reports, for more information.

APCo, CSPCo, I&M, KPCo and OPCo are parties to the AEP System Interim Allowance Agreement (Allowance
Agreement), which provides, among other things, for the transfer of emission allowances associated with transactions
under the Interconnection Agreement. The following table shows the net (credits) or charges allocated among the
parties under the Interconnection Agreement during the years ended December 31, 2006, 2007 and 2008:

2006 2007 2008
(in thousands)
APCo $319,500 $454,800 $575,300
CSPCo 281,700 173,000 233,200
&M (146,100) (93,200)(153,000)
KPCo 38,800 41,200 65,000
OPCo (493,900)(575,800)(720,500)

PSO, SWEPCo and AEPSC are parties to a Restated and Amended Operating Agreement originally dated as of
January 1, 1997 (CSW Operating Agreement), which has been approved by the FERC. The CSW Operating
Agreement requires these public utility subsidiaries to maintain adequate annual planning reserve margins and
requires the subsidiaries that have capacity in excess of the required margins to make such capacity available for sale
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to other public utility subsidiary parties as capacity commitments. Parties are compensated for energy delivered to the
recipients based upon the deliverer’s incremental cost plus a portion of the recipient’s savings realized by the purchaser
that avoids the use of more costly alternatives. Revenues and costs arising from third party sales in their region are
generally shared based on the amount of energy each west zone public utility subsidiary contributes that is sold to
third parties. The separation of the generation business undertaken by TCC and TNC to comply with the Texas Act
has made their business operations incompatible with the CSW Operating Agreement. As a result, with FERC
approval, these companies as of May 1, 2006, are no longer parties to, and no longer supply generating capacity
under, the CSW Operating Agreement.

The following table shows the net (credits) or charges allocated among the parties under the CSW Operating
Agreement during the years ended December 31, 2006, 2007 and 2008:

2006 2007 2008
(in thousands)
PSO $(15,300)$(17,500) $(57,000)
SWEPCo 9,900 16,800 59,900
TCC 0 0 0
TNC 5,400 700  (2,900)

Power generated by or allocated or provided under the Interconnection Agreement or CSW Operating Agreement to
any public utility subsidiary is primarily sold to customers by such public utility subsidiary at rates approved by the
public utility commission in the jurisdiction of sale. In Ohio and Virginia, such rates are based on a statutory formula
as Ohio considers continuing to transition to the use of market rates for generation and as Virginia completes its final
year of transition before returning to a form of cost-based regulation. See Regulation — Rates under Item 1, Utility
Operations.

Under both the Interconnection Agreement and CSW Operating Agreement, power that is not needed to serve the
native load of our public utility subsidiaries is sold in the wholesale market by AEPSC on behalf of those
subsidiaries. See Risk Management and Trading, below, for a discussion of the trading and marketing of such power.

AEP’s System Integration Agreement provides for the integration and coordination of AEP’s East companies, PSO and
SWEPCO. This includes joint dispatch of generation within the AEP System and the distribution, between the two
zones, of costs and benefits associated with the transfers of power between the two zones (including sales to third
parties and risk management and trading activities). It is designed to function as an umbrella agreement in addition to
the Interconnection Agreement and the CSW Operating Agreement, each of which controls the distribution of costs
and benefits for activities within each zone. Because TCC and TNC have exited the generation business, these two
companies are no longer parties to the System Integration Agreement. In an order issued November 26, 2008, the
FERC ruled that AEP should reallocate pre-tax trading margins from off-system sales between the AEP East
Companies and the AEP West Companies during the period from June 2000 to March 2006 governed by the previous
system integration agreement. See Note 4 to the consolidated financial statements, entitled Rate Matters, included in
the 2008 Annual Reports under the heading entitled FERC Rate Matters for additional information.

Risk Management and Trading

As agent for AEP’s public utility subsidiaries, AEPSC sells excess power into the market and engages in power,
natural gas, coal and emissions allowances risk management and trading activities focused in regions in which AEP
traditionally operates and in adjacent regions. These activities primarily involve the purchase and sale of electricity
(and to a lesser extent, natural gas, coal and emissions allowances) under physical forward contracts at fixed and
variable prices. These contracts include physical transactions, over-the-counter swaps and exchange-traded futures and
options. The majority of physical forward contracts are typically settled by entering into offsetting contracts. These
transactions are executed with numerous counterparties or on exchanges. Counterparties and exchanges may require
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cash or cash related instruments to be deposited on these transactions as margin against open positions. As of
December 31, 2008, counterparties have posted approximately $29 million in cash, cash equivalents or letters of credit
with AEPSC for the benefit of AEP’s public utility subsidiaries (while, as of that date, AEP’s public utility subsidiaries
had posted approximately $100 million with counterparties and exchanges). Since open trading contracts are valued
based on market power prices, exposures change daily. See Management’s Financial Discussion and Analysis of
Results of Operations, included in the 2008 Annual Reports, under the heading entitled Quantitative and Qualitative
Disclosures About Risk Management Activities for additional information.

Fuel Supply
The following table shows the sources of fuel used by the AEP System:

200620072008
Coal and85% 85% 86%
Lignite
Natural Gas 6% 6% 6%
Nuclear 9% 9% 8%
Hydroelectric<1% <1% <1%
and other

Price increases in one or more fuel sources relative to other fuels generally result in increased use of other fuels.

Coal and Lignite: AEP’s public utility subsidiaries procure coal and lignite under a combination of purchasing
arrangements including long-term contracts, affiliate operations and spot agreements with various producers and coal
trading firms. The price for most solid fuels has been increasing due to increased mining costs (including labor, diesel
fuel, mining equipment, implementation of new safety regulations, and permitting difficulties) in addition to higher
international demand for eastern U.S. coals. To the extent practical, management has responded to increases in the
price of coal by rebalancing the coal used in its generating facilities with products from different coal regions and
sources that have different heat and sulfur contents. This rebalancing is an ongoing process that is expected to
continue, significantly enabled by the installation of scrubbers at a number of our generating facilities. Management
believes that AEP’s public utility subsidiaries will be able to secure and transport coal and lignite of adequate quality
and in adequate quantities to operate their coal and lignite-fired units. Through subsidiaries, AEP owns, leases or
controls more than 9,000 railcars, 726 barges, 18 towboats and a coal handling terminal with 18 million tons of annual
capacity to move and store coal for use in our generating facilities. See AEP River Operations for a discussion of
AEP’s for-profit coal and other dry-bulk commodity transportation operations that are not part of AEP’s Utility
Operations segment.

The price of coal in the various spot markets remains volatile. During the first half of 2008, spot market prices for
coal generally rose; in the second half of 2008, spot market prices for coal generally decreased. Most of the coal we
purchase is procured through long-term contracts. The prices we pay under these contracts is usually lower than the
spot market price of coal. As these long-term contracts expire they are replaced with new agreements, often at higher
prices. The price we paid for coal in 2008 rose from the prior year as a result of this. We expect this trend to continue
in 20009.

The following table shows the amount of coal and lignite delivered to the AEP System plants during the past three
years and the average delivered price of coal purchased by AEP System companies:

2006 2007 2008
Total coal delivered to AEP System plants 76,04572,644 77,054
(thousands of tons)
Average price per ton of purchased coal $35.27$36.65%$47.14
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The coal supplies at AEP System plants vary from time to time depending on various factors, including, but not
limited to, demand for electric power, unit outages, transportation infrastructure limitations, space limitations, plant
coal consumption rates, availability of acceptable coals, labor issues and weather conditions which may interrupt
production or deliveries. At December 31, 2008, the System’s coal inventory was approximately 32 days of normal
usage. This estimate assumes that the total supply would be utilized through the operation of plants that use coal most
efficiently.

In cases of emergency or shortage, AEP has developed programs to conserve coal supplies at its plants. Such
programs have been filed and reviewed with federally approved electric reliability organizations. In some cases, the
relevant state regulatory agency has prescribed actions to be taken under specified circumstances by System
companies, subject to the jurisdiction of such agency.

The FERC has adopted regulations relating, among other things, to the circumstances under which, in the event of fuel
emergencies or shortages, it might order electric utilities to generate and transmit electric power to other regions or
systems experiencing fuel shortages, and to ratemaking principles by which such electric utilities would be
compensated. In addition, the federal government is authorized, under prescribed conditions, to reallocate coal and to
require the transportation thereof, for the use at power plants or major fuel-burning installations experiencing fuel
shortages.

Natural Gas: Through its public utility subsidiaries, AEP consumed nearly 103 billion cubic feet of natural gas during

2008 for generating power. This represents a slight decrease from 2007 due to reduced demand in AEP’s eastern
jurisdictions. Many of the natural gas-fired power plants are connected to at least two pipelines, which allows greater

access to competitive supplies and improves delivery reliability. A portfolio of long-term, monthly, seasonal firm and

daily peaking purchase and transportation agreements (that are entered into on a competitive basis and based on

market prices) supplies natural gas requirements for each plant, as needed.

Nuclear: 1&M has made commitments to meet the current nuclear fuel requirements of the Cook Plant. I&M has
made and will make purchases of uranium in various forms in the spot, short-term, and mid-term markets. I&M also
continues to lease a portion of its nuclear fuel requirements.

For purposes of the storage of high-level radioactive waste in the form of spent nuclear fuel, I&M completed
modifications to its spent nuclear fuel storage pool more than 10 years ago. [&M anticipates that the Cook Plant has
sufficient storage capacity for its spent nuclear fuel to permit normal operations through 2013. 1&M has entered into
an agreement to provide for onsite dry cask storage. Initial loading of spent nuclear fuel into the dry casks is
tentatively scheduled to begin in 2011, which should permit normal operations through 2037, its current licensing
period.

Nuclear Waste and Decommissioning

As the owner of the Cook Plant, I&M has a significant future financial commitment to dispose of spent nuclear fuel
and decommission and decontaminate the plant safely. The cost to decommission a nuclear plant is affected by NRC
regulations and the spent nuclear fuel disposal program. In 2006, when the most recent study was done, the estimated
cost of decommissioning and disposal of low-level radioactive waste for the Cook Plant ranged from $733 million to
$1.3 billion in 2006 non-discounted dollars. At December 31, 2008, the total decommissioning trust fund balance for
the Cook Plant was $959 million. The balance of funds available to decommission Cook Plant will differ based on
contributions and investment returns. The ultimate cost of retiring the Cook Plant may be materially different from
estimates and funding targets as a result of the:

e Type of decommissioning plan selected;
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e Escalation of various cost elements (including, but not limited to, general inflation and the cost of energy);
¢ Further development of regulatory requirements governing decommissioning;
e Technology available at the time of decommissioning differing significantly from that assumed in studies;
® Availability of nuclear waste disposal facilities; and
e Availability of a DOE facility for permanent storage of spent nuclear fuel.

Accordingly, management is unable to provide assurance that the ultimate cost of decommissioning the Cook Plant
will not be significantly different than current projections. We will seek recovery from customers through our
regulated rates if actual decommissioning costs exceed our projections. See Note 9 to the consolidated financial
statements, entitled Nuclear, included in the 2008 Annual Reports, for information with respect to nuclear waste and
decommissioning.

Low-Level Radioactive Waste: The LLWPA mandates that the responsibility for the disposal of low-level radioactive
waste rests with the individual states. Low-level radioactive waste consists largely of ordinary refuse and other items
that have come in contact with radioactive materials. Michigan does not currently have a disposal site for such waste
available. I&M cannot predict when such a site may be available, but Utah licenses a low-level radioactive waste
disposal sites which currently accepts low-level radioactive waste from Michigan. 1&M’s access to the Barnwell,
South Carolina facility ended in 2008. With some modifications to existing facilities, I&M will have capacity for
onsite storage of that waste previously shipped to Barnwell, South Carolina for the duration of its licensed operation
of Cook Plant. There is currently no set date limiting I&M’s access to the Utah facility; however this facility does not
accept all classifications of low level waste.

Structured Arrangements Involving Capacity, Energy, and Ancillary Services

In January 2000, OPCo and NPC, an affiliate of Buckeye, entered into an agreement relating to the construction and
operation of a 510 MW gas-fired electric generating peaking facility to be owned by NPC and called the Mone
Plant. OPCo is entitled to 100% of the power generated by the Mone Plant, and is responsible for the fuel and other
costs of the facility through May 2012, as extended. Following that, NPC and OPCo will be entitled to 80% and 20%,
respectively, of the power of the Mone Plant, and both parties will generally be responsible for their allocable portion
of the fuel and other costs of the facility.

Certain Power Agreements

1&M: The Unit Power Agreement between AEGCo and 1&M, dated March 31, 1982, provides for the sale by AEGCo
to I&M of all the capacity (and the energy associated therewith) available to AEGCo at the Rockport Plant. Whether
or not power is available from AEGCo, I&M is obligated to pay a demand charge for the right to receive such power
(and an energy charge for any associated energy taken by I&M). The agreement will continue in effect until the last
of the lease terms of Unit 2 of the Rockport Plant has expired (currently December 2022) unless extended in specified
circumstances.

Pursuant to an assignment between I&M and KPCo, and a unit power agreement between KPCo and AEGCo, AEGCo
sells KPCo 30% of the capacity (and the energy associated therewith) available to AEGCo from both units of the
Rockport Plant. KPCo has agreed to pay to AEGCo the amounts that I&M would have paid AEGCo under the terms
of the Unit Power Agreement between AEGCo and [&M for such entitlement. The KPCo unit power agreement
expires in December 2022.
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CSPCo: The Unit Power Agreement between AEGCo and CSPCo, dated March 15, 2007, provides for the sale by
AEGCo to CSPCo of all the capacity and associated unit contingent energy and ancillary services available to AEGCo
at the Lawrenceburg Plant that are scheduled and dispatched by CSPCo. CSPCo is obligated to pay a capacity charge
(whether or not power is available from the Lawrenceburg Plant), and the fuel, operating and maintenance charges
associated with the energy dispatched by CSPCo, and to reimburse AEGCo for other costs associated with the
operation and ownership of the Lawrenceburg Plant. The agreement will continue in effect until December 31, 2017
unless extended as set forth in the agreement.

OVEC: AEP and several unaffiliated utility companies jointly own OVEC. The aggregate equity participation of AEP
in OVEC is 43.47%. Until September 1, 2001, OVEC supplied from its generating capacity the power requirements
of a uranium enrichment plant near Portsmouth, Ohio owned by the DOE. The sponsoring companies are now
entitled to receive and obligated to pay for all OVEC capacity (approximately 2,200 MW) in proportion to their
respective power participation ratios. The aggregate power participation ratio of APCo, CSPCo, I&M and OPCo is
43.47%. The proceeds from the sale of power by OVEC are designed to be sufficient for OVEC to meet its operating
expenses and fixed costs and to provide a return on its equity capital. The Amended and Restated Inter-Company
Power Agreement, which defines the rights of the owners and sets the power participation ratio of each, will expire by
its terms on March 12, 2026. AEP and the other owners have authorized environmental investments related to their
ownership interests. As of December 2008, OVEC’s Board of Directors has authorized capital expenditures totaling
$981.6 million in connection with the engineering and construction of flue gas desulfurization (sulfur dioxide
scrubber) projects and the associated scrubber waste disposal landfills at its two generating plants. OVEC’s Board of
Directors has delayed for at least eighteen months final completion of construction on one of the plants. If approved
and fully funded, the estimated total cost to complete the scrubber and landfill projects would be in excess of $1.2
billion, which OVEC would expect to finance through issuing debt.

ELECTRIC TRANSMISSION AND DISTRIBUTION
General

AEP’s public utility subsidiaries (other than AEGCo) own and operate transmission and distribution lines and other
facilities to deliver electric power. See Item 2—Properties for more information regarding the transmission and
distribution lines. Most of the transmission and distribution services are sold, in combination with electric power, to
retail customers of AEP’s public utility subsidiaries in their service territories. These sales are made at rates approved
by the state utility commissions of the states in which they operate, and in some instances, approved by the
FERC. See Item 1 —Utility Operations - Regulation—Rates. The FERC regulates and approves the rates for wholesale
transmission transactions. See Item 1 —Utility Operations - Regulation—FERC. As discussed below, some transmission
services also are separately sold to non-affiliated companies.

AEP’s public utility subsidiaries (other than AEGCo) hold franchises or other rights to provide electric service in
various municipalities and regions in their service areas. In some cases, these franchises provide the utility with the

exclusive right to provide electric service. These franchises have varying provisions and expiration dates. In general,

the operating companies consider their franchises to be adequate for the conduct of their business. For a discussion of

competition in the sale of power, see Item 1 —Utility Operations - Competition.

AEP Transmission Pool

Transmission Agreement: APCo, CSPCo, I&M, KPCo and OPCo operate their transmission lines as a single
interconnected and coordinated system in AEP East transmission zone and are parties to the TEA, defining how they
share the costs and benefits associated with their relative ownership of the extra-high-voltage transmission system
(facilities rated 345kV and above) and certain facilities operated at lower voltages (138kV up to 345kV). The TEA has
been approved by the FERC. Sharing under the TEA is based upon each company’s “member-load-ratio.” The
member-load-ratio is calculated monthly by dividing such company’s highest monthly peak demand for the last twelve
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months by the aggregate of the highest monthly peak demand for the last twelve months for all east zone operating
companies. The respective peak demands and member-load-ratios as of December 31, 2008 are set forth above in the
section titled ELECTRIC GENERATION — AEP Power Pool and CSW Operating Agreement.

The following table shows the net (credits) or charges allocated among the parties to the TEA during the years ended
December 31, 2006, 2007 and 2008:

2006 2007 2008
(in thousands)
APCo $(16,000)$(25,000)$(29,000)
CSPCo 46,000 51,900 55,000
I&M  (37,000) (34,600) (37,000)
KPCo  (2,000) (800) (2,000)
OPCo 9,000 8,500 13,000

Transmission Coordination Agreement: PSO, SWEPCo, TCC, TNC and AEPSC are parties to the TCA, which has
been approved by the FERC. Under the TCA, a coordinating committee is charged with the responsibility of (i)
overseeing the coordinated planning of the transmission facilities of the AEP West companies in the AEP West
transmission zone, including the performance of transmission planning studies, (ii) the interaction of such subsidiaries
with independent system operators and other regional bodies interested in transmission planning and (iii) compliance
with the terms of the OATT filed with the FERC and the rules of the FERC relating to such tariff. Pursuant to the
TCA, the AEP West companies have delegated to AEPSC responsibility for monitoring the reliability of their
transmission systems and administering the AEP OATT on their behalf. Prior to September 2005, the TCA also
provided for the allocation among the AEP West companies of revenues collected for transmission and ancillary
services provided under the AEP OATT. Since then, these allocations have been determined by the FERC-approved
OATT for the SPP (with respect to PSO and SWEPCo) and PUCT-approved protocols for ERCOT (with respect to
TCC and TNC).

The following table shows the net (credits) or charges allocated pursuant to the SPP OATT and ERCOT protocols as
described above during the years ended December 31, 2006, 2007 and 2008:

2006 2007 2008
(in thousands)
PSO $1,800 $500 $8,200
SWEPCo (1,900) (500) (8,200)
TCC 1,100 1,100 1,500
TNC (1,000)  (1,100) (1,500)

Transmission Services for Non-Affiliates: In addition to providing transmission services in connection with their own
power sales, AEP’s public utility subsidiaries through RTOs also provide transmission services for non-affiliated
companies. See Item 1 —Utility Operations — Electric Transmission and Distribution - Regional Transmission
Organizations, below. Transmission of electric power by AEP’s public utility subsidiaries is regulated by the FERC.

Coordination of East and West Zone Transmission: AEP’s System Transmission Integration Agreement provides for
the integration and coordination of the planning, operation and maintenance of the transmission facilities of AEP East
and AEP West companies. The System Transmission Integration Agreement functions as an umbrella agreement in
addition to the TEA and the TCA. The System Transmission Integration Agreement contains two service schedules
that govern:

e The allocation of transmission costs and revenues and
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e The allocation of third-party transmission costs and revenues and System dispatch costs.

The System Transmission Integration Agreement contemplates that additional service schedules may be added as
circumstances warrant.

Regional Transmission Organizations

The AEP East Companies are members of PJM (a FERC-approved RTO). SWEPCo and PSO are members of the
SPP (another FERC-approved RTO). RTOs operate, plan and control utility transmission assets in a manner designed
to provide open access to such assets in a way that prevents discrimination between participants owning transmission
assets and those that do not. The remaining AEP West companies (TCC and TNC) are members of ERCOT. See Note
4 to the consolidated financial statements, entitled Rate Matters, included in the 2008 Annual Reports under the
heading entitled Regional Transmission Rate Proceedings at the FERC for additional information regarding RTOs.

REGULATION
General

Except for transmission and/or retail generation sales in certain of its jurisdictions, AEP’s public utility subsidiaries’
retail rates and certain other matters are subject to traditional cost-based regulation by the state utility
commissions. See Item 1 — Utility Operations - Electric Restructuring and Customer Choice Legislation and Rates,
below. AEP’s subsidiaries are also subject to regulation by the FERC under the FPA with respect to wholesale power
and transmission service transactions as well as certain unbundled retail transmission rates mainly in Ohio. &M is
subject to regulation by the NRC under the Atomic Energy Act of 1954, as amended, with respect to the operation of
the Cook Plant. AEP and its public utility subsidiaries are also subject to the regulatory provisions of EPACT, much
of which is administered by the FERC. EPACT contains key provisions affecting the electric power industry such as
giving the FERC “backstop” transmission siting authority as well as increased utility merger oversight. The law also
provides incentives and funding for clean coal technologies and initiatives to voluntarily reduce greenhouse gases.

Rates

Historically, state utility commissions have established electric service rates on a cost-of-service basis, which is

designed to allow a utility an opportunity to recover its cost of providing service and to earn a reasonable return on its

investment used in providing that service. A utility’s cost of service generally reflects its operating expenses, including
operation and maintenance expense, depreciation expense and taxes. State utility commissions periodically adjust

rates pursuant to a review of (i) a utility’s adjusted revenues and expenses during a defined test period and (ii) such
utility’s level of investment. Absent a legal limitation, such as a law limiting the frequency of rate changes or capping
rates for a period of time, a state utility commission can review and change rates on its own initiative. Some states

may initiate reviews at the request of a utility, customer, governmental or other representative of a group of customers.

Such parties may, however, agree with one another not to request reviews of or changes to rates for a specified period

of time.

Public utilities have traditionally financed capital investments until the new asset was placed in service. Provided the
asset was found to be a prudent investment, it was then added to rate base and entitled to a return through rate
recovery. Given long lead times in construction, the high costs of plant and equipment and difficult capital markets,
we are actively pursuing strategies to accelerate rate recognition of investments and cash flow. AEP representatives
are leading the dialogue with our state commissioners and legislators on alternative ratemaking options to reduce
regulatory lag and enhance certainty in the process. These option