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GLOSSARY OF TERMS

When the following terms and abbreviations appear in the text of this report, they have the meanings indicated below.

Term
AEGCo

AEP

AEP Credit
AEP Energy

AEP System

AEP Transmission
Holdco

AEPSC

AEPRO
AFUDC

AGR

AOCI
APCo

Appalachian Consumer

Rate Relief Funding

APSC
ASU

CAA
CLECO
CoO,

Cook Plant

CRES provider
CWIP

DCC Fuel

DHLC

EIS

ENEC

Energy Supply
ERCOT

ESP

Meaning

AEP Generating Company, an AEP electric utility subsidiary.

American Electric Power Company, Inc., an investor-owned electric public utility holding
company which includes American Electric Power Company, Inc. (Parent) and majority
owned consolidated subsidiaries and consolidated affiliates.

AEP Credit, Inc., a consolidated variable interest entity of AEP which securitizes accounts
receivable and accrued utility revenues for affiliated electric utility companies.

AEP Energy, Inc., a wholly-owned retail electric supplier for customers in Ohio, Illinois and
other deregulated electricity markets throughout the United States.

American Electric Power System, an electric system, owned and operated by AEP
subsidiaries.

AEP Transmission Holding Company, LLC, a wholly-owned subsidiary of AEP.

American Electric Power Service Corporation, an AEP service subsidiary providing
management and professional services to AEP and its subsidiaries.

AEP River Operations, LLC, a commercial barge operation sold in November 2015.
Allowance for Funds Used During Construction.

AEP Generation Resources Inc., a nonregulated AEP subsidiary in the Generation &
Marketing segment.

Accumulated Other Comprehensive Income.

Appalachian Power Company, an AEP electric utility subsidiary.

Appalachian Consumer Rate Relief Funding LLC, a wholly-owned subsidiary of APCo and a
consolidated variable interest entity formed for the purpose of issuing and servicing
securitization bonds related to the under-recovered ENEC deferral balance.

Arkansas Public Service Commission.

Accounting Standards Update.

Clean Air Act.

Central Louisiana Electric Company, a nonaffiliated utility company.

Carbon dioxide and other greenhouse gases.

Donald C. Cook Nuclear Plant, a two-unit, 2,191 MW nuclear plant owned by I&M.
Competitive Retail Electric Service providers under Ohio law that target retail customers by
offering alternative generation service.

Construction Work in Progress.

DCC Fuel IV LLC, DCC Fuel VI LLC, DCC Fuel VII LLC and DCC Fuel VIII LLC,
consolidated variable interest entities formed for the purpose of acquiring, owning and
leasing nuclear fuel to I&M.

Dolet Hills Lignite Company, LLC, a wholly-owned lignite mining subsidiary of SWEPCo.
Energy Insurance Services, Inc., a nonaffiliated captive insurance company and consolidated
variable interest entity of AEP.

Expanded Net Energy Charge.

AEP Energy Supply LLC, a nonregulated holding company for AEP’s competitive generation,
wholesale and retail businesses, and a wholly-owned subsidiary of AEP.

Electric Reliability Council of Texas regional transmission organization.

Electric Security Plans, a PUCO requirement for electric utilities to adjust their rates by filing
with the PUCO.

10
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Electric Transmission Texas, LLC, an equity interest joint venture between Parent and
Berkshire Hathaway Energy Company formed to own and operate electric transmission
facilities in ERCOT.
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Term

FAC

FASB
Federal EPA
FERC

FGD

FTR

GAAP
I1&M
IRS
IURC
KGPCo
KPCo
KPSC
KWh
LPSC
MISO
MMBtu
MPSC
MTM
MW
MWh
NO

X

Nonutility Money Pool

NSR

OCC

Ohio
Phase-in-Recovery
Funding

OPCo

OPEB

OTC

OVEC

Parent

PIRR

PIM

PM

PPA

PSO

PUCO

PUCT

Registrant Subsidiaries
Registrants

Meaning

Fuel Adjustment Clause.

Financial Accounting Standards Board.

United States Environmental Protection Agency.

Federal Energy Regulatory Commission.

Flue Gas Desulfurization or scrubbers.

Financial Transmission Right, a financial instrument that entitles the holder to receive
compensation for certain congestion-related transmission charges that arise when the power
grid is congested resulting in differences in locational prices.

Accounting Principles Generally Accepted in the United States of America.
Indiana Michigan Power Company, an AEP electric utility subsidiary.
Internal Revenue Service.

Indiana Utility Regulatory Commission.

Kingsport Power Company, an AEP electric utility subsidiary.

Kentucky Power Company, an AEP electric utility subsidiary.

Kentucky Public Service Commission.

Kilowatthour.

Louisiana Public Service Commission.

Midwest Independent Transmission System Operator.

Million British Thermal Units.

Michigan Public Service Commission.

Mark-to-Market.

Megawatt.

Megawatthour.

Nitrogen oxide.

Centralized funding mechanism AEP uses to meet the short-term cash requirements of certain

nonutility subsidiaries.

New Source Review.

Corporation Commission of the State of Oklahoma.

Ohio Phase-in-Recovery Funding LLC, a wholly-owned subsidiary of OPCo and a
consolidated variable interest entity formed for the purpose of issuing and servicing
securitization bonds related to phase-in recovery property.

Ohio Power Company, an AEP electric utility subsidiary.

Other Postretirement Benefit Plans.

Over the counter.

Ohio Valley Electric Corporation, which is 43.47% owned by AEP.

American Electric Power Company, Inc., the equity owner of AEP subsidiaries within the
AEP consolidation.

Phase-In Recovery Rider.

Pennsylvania — New Jersey — Maryland regional transmission organization.
Particulate Matter.

Power Purchase and Sale Agreement.

Public Service Company of Oklahoma, an AEP electric utility subsidiary.

Public Utilities Commission of Ohio.

Public Utility Commission of Texas.

AEP subsidiaries which are SEC registrants: APCo, 1&M, OPCo, PSO and SWEPCo.
SEC registrants: AEP, APCo, 1&M, OPCo, PSO and SWEPCo.

12
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Risk Management Trading and nontrading derivatives, including those derivatives designated as cash flow and
Contracts fair value hedges.

A generation plant, consisting of two 1,310 MW coal-fired generating units near Rockport,
Indiana. AEGCo and I&M jointly-own Unit 1. In 1989, AEGCo and I&M entered into a

Rockport Plant sale-and-leaseback transaction with Wilmington Trust Company, an unrelated, unconsolidated
trustee for Rockport Plant, Unit 2.
RPM Reliability Pricing Model.

ii
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Term

RSR
RTO

Sabine

SEC

SEET

SNF

SO,

SPp

SSO

Stall Unit
SWEPCo
TCC
Texas
Restructuring
Legislation
TNC

TRA

Transition
Funding

Transource
Energy

Transource
Missouri
Turk Plant
Utility Money
Pool

VIE

Virginia SCC
WPCo
WVPSC

iii
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Meaning

Retail Stability Rider.

Regional Transmission Organization, responsible for moving electricity over large interstate areas.
Sabine Mining Company, a lignite mining company that is a consolidated variable interest entity
for AEP and SWEPCo.

U.S. Securities and Exchange Commission.

Significantly Excessive Earnings Test.

Spent Nuclear Fuel.

Sulfur dioxide.

Southwest Power Pool regional transmission organization.

Standard service offer.

J. Lamar Stall Unit at Arsenal Hill Plant, a 534 MW natural gas unit owned by SWEPCo.
Southwestern Electric Power Company, an AEP electric utility subsidiary.

AEP Texas Central Company, an AEP electric utility subsidiary.

Legislation enacted in 1999 to restructure the electric utility industry in Texas.

AEP Texas North Company, an AEP electric utility subsidiary.

Tennessee Regulatory Authority.

AEP Texas Central Transition Funding I LLC, AEP Texas Central Transition Funding II LL.C and
AEP Texas Central Transition Funding III LLC, wholly-owned subsidiaries of TCC and
consolidated variable interest entities formed for the purpose of issuing and servicing
securitization bonds related to Texas Restructuring Legislation.

Transource Energy, LLC, a consolidated variable interest entity formed for the purpose of
investing in utilities which develop, acquire, construct, own and operate transmission facilities in
accordance with FERC-approved rates.

A 100% wholly-owned subsidiary of Transource Energy.

John W. Turk, Jr. Plant, a 600 MW coal-fired plant in Arkansas that is 73% owned by SWEPCo.
Centralized funding mechanism AEP uses to meet the short-term cash requirements of certain
utility subsidiaries.

Variable Interest Entity.

Virginia State Corporation Commission.

Wheeling Power Company, an AEP electric utility subsidiary.

Public Service Commission of West Virginia.

14
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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. Many forward-looking statements appear in “Item 7 — Management’s Discussion and
Analysis of Financial Condition and Results of Operations” of the 2015 Annual Report, but there are others throughout
this document which may be identified by words such as “expect,” “anticipate,” “intend,” “plan,” “believe,” “will,” “should,” *
“would,” “project,” “continue” and similar expressions, and include statements reflecting future results or guidance and
statements of outlook. These matters are subject to risks and uncertainties that could cause actual results to differ
materially from those projected. Forward-looking statements in this document are presented as of the date of this
document. Except to the extent required by applicable law, management undertakes no obligation to update or revise
any forward-looking statement. Among the factors that could cause actual results to differ materially from those in
the forward-looking statements are:

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

Inflationary or deflationary interest rate trends.

Volatility in the financial markets, particularly developments affecting the availability or cost of capital to finance
new capital projects and refinance existing debt.

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, customer growth and the impact of competition, including competition for retail customers.

Weather conditions, including storms and drought conditions, and the ability to recover significant storm restoration
costs.

The cost of fuel and its transportation and the creditworthiness and performance of fuel suppliers and transporters.
Availability of necessary generation capacity and the performance of generation plants.

The ability to recover fuel and other energy costs through regulated or competitive electric rates.

The ability to build transmission lines and facilities (including the ability to obtain any necessary regulatory approvals
and permits) when needed at acceptable prices and terms and to recover those costs.

New legislation, litigation and government regulation, including oversight of nuclear generation, energy commodity
trading and new or heightened requirements for reduced emissions of sulfur, nitrogen, mercury, carbon, soot or
particulate matter and other substances that could impact the continued operation, cost recovery and/or profitability of
generation plants and related assets.

Evolving public perception of the risks associated with fuels used before, during and after the generation of
electricity, including nuclear fuel.

A reduction in the federal statutory tax rate could result in an accelerated return of deferred federal income taxes to
customers.

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.

The ability to constrain operation and maintenance costs.

The ability to develop and execute a strategy based on a view regarding prices of electricity and gas.

Prices and demand for power generated and sold at wholesale.

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

The ability to recover through rates or market prices any remaining unrecovered investment in generation units that
may be retired before the end of their previously projected useful lives.

Volatility and changes in markets for capacity and electricity, coal and other energy-related commodities, particularly
changes in the price of natural gas and capacity auction returns.

Changes in utility regulation and the allocation of costs within regional transmission organizations, including ERCOT,
PJM and SPP.

99 6l
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The market for generation in Ohio and PJM and the ability to recover investments in Ohio generation assets.

The ability to successfully and profitably manage competitive generation assets, including the evaluation of strategic
alternatives for these assets as some of the alternatives could result in a loss.

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

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

v
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The impact of volatility in the capital markets on the value of the investments held by the pension, other
postretirement benefit plans, captive insurance entity and nuclear decommissioning trust and the impact of such
volatility on future funding requirements.

Accounting pronouncements periodically issued by accounting standard-setting bodies.

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

The forward-looking statements of the Registrants speak only as of the date of this report or as of the date they are
made. The Registrants expressly disclaim any obligation to update any forward-looking information. For a more
detailed discussion of these factors, see “Risk Factors” in Part I of the 2015 Annual Report and in Part II of this report.

Investors should note that the Registrants announce material financial information in SEC filings, press releases and
public conference calls. Based on guidance from the SEC, the Registrants may use the Investors section of AEP’s
website (www.aep.com) to communicate with investors about the Registrants. It is possible that the financial and other
information posted there could be deemed to be material information. The information on AEP’s website is not part of

this report.

\%
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

EXECUTIVE OVERVIEW
Customer Demand

AEP’s weather-normalized retail sales volumes for the first quarter of 2016 decreased by 0.1% from the first quarter of
2015. AEP’s first quarter 2016 industrial sales increased 0.9% compared to the first quarter of 2015 primarily due to
increased sales to customers in oil and gas related sectors. Weather-normalized residential and commercial sales
decreased 1.6% and increased 0.7% in the first quarter of 2016, respectively, from the first quarter of 2015.

Ohio PPA Application

In December 2015, a contested stipulation agreement related to the PPA rider application was filed with the PUCO.
The stipulation agreement provided for a 10.38% return on common equity, for AGR, with the PPA rider term
extending through May 2024. The stipulation agreement included (a) an affiliate PPA between OPCo and AGR to be
included in the PPA rider, (b) OPCo’s OVEC contractual entitlement to be included in the PPA rider, (c) potential
additional contingent customer credits of up to $100 million to be included in the PPA rider over the final four years
of the PPA rider, (d) annual compliance reviews before the PUCO, (e) an agreement to retire, refuel or repower to
100% natural gas, Conesville Plant, Units 5 and 6 and Cardinal Plant, Unit 1 by 2029 and 2030, respectively, and (f) a
commitment by OPCo to submit an amended ESP filing by April 30, 2016 which would extend all ESP riders through
May 2024. Additionally, subject to cost recovery and PUCO approval, OPCo agreed to develop and implement, by
2021, a solar energy project(s) of at least 400 MW and a wind energy project(s) of at least 500 MW, with 100% of all
output to be received by OPCo. AEP affiliates could own up to 50% of these solar and wind projects. OPCo agreed to
file a carbon reduction plan with the PUCO by December 2016 that will focus on fuel diversification and carbon
emission reductions.

In March 2016, the PUCO modified and approved the stipulation agreement. The PPA is effective April 2016 through
May 2024, with quarterly PPA rider reconciliations to actual PPA costs compared to PJM market revenues, subject to
audit and review by the PUCO. PUCO modifications to the stipulation agreement included (a) a temporary
customer-specific rate impact cap of 5% through May 2018, (b) a directive that OPCo will not seek recovery from
customers for any costs associated with the retirement, refueling, co-firing or repowering of PPA units, (c) the
limitation that OPCo will not flow through any capacity performance penalties or bonuses through the PPA rider, (d)
the right for the PUCO to exclude costs associated with a forced outage lasting longer than 90 days, (e) the limitation
that OPCo will not flow through any net costs or revenues associated with AGR’s obligations or entitlements related to
Cardinal Plant, Units 2 and 3 and (f) the right for the PUCO to re-evaluate or modify the PPA rider if there is a change
to PJM’s tariffs or rules that prohibits the PPA units from being bid into PJM auctions.

The PUCO order did not modify OPCo’s agreement to provide potential additional customer credits of up to $100
million during the final four years of the PPA rider, which are shown in the following table:

PJM Planning Year Potential Credit

June 2020 through May 2021 $10 million

June 2021 through May 2022  $20 million

June 2022 through May 2023  $30 million

June 2023 through May 2024 $40 million
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In accordance with accounting guidance for “Contingencies,” management will perform ongoing reviews of projected
PPA plant costs compared to related market prices for energy and capacity to determine if additional credits to
customers are probable. Management is unable to determine a range of potential losses that are reasonably possible of
occurring. Potential PPA credits could reduce future net income and cash flows and impact financial condition.

1
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In January 2016, a complaint was filed at the FERC against AGR and OPCo requesting that FERC review the PPA
under its standards for affiliate transactions. In March 2016, a group of merchant generation owners filed a complaint
at the FERC against PJM seeking revisions to the Minimum Offer Price Rule (MOPR) in PJM’s tariff. The complaint
against PJM requested the FERC act in advance of the May 2016 Base Residual Auction for the 2019/2020 delivery
year. If approved as proposed, the revised MOPR would apply to the PPA units and could affect bidding into PJM.

In April 2016, the FERC issued an order granting the January 2016 complaint filed against AGR and OPCo. The
FERC order rescinded the waivers of the FERC’s affiliate rules as to the affiliate PPA between AGR and OPCo. As a
result, AGR and OPCo are required to submit the affiliate PPA to the FERC for review in accordance with FERC’s
rules governing affiliate transactions. The affiliate PPA is not effective until the FERC review is completed and the
affiliate PPA is approved. Management is evaluating its alternatives in response to this order.

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.

Ohio Electric Security Plan Filings
2009 - 2011 ESP

In 2012, the PUCO issued an order in a separate proceeding which implemented a PIRR to recover OPCo’s deferred
fuel costs in rates beginning September 2012. In June 2015, the Supreme Court of Ohio issued a decision that
reversed, as requested by OPCo, the PUCO order on the carrying cost rate issue. In October 2015 this matter was
remanded back to the PUCO for reinstatement of the weighted average cost of capital (WACC) rate. A decision from
the PUCO is pending.

June 2012 - May 2015 Ohio ESP Including Capacity Charge

In August 2012, the PUCO issued an order which adopted and modified a new ESP that established base generation
rates through May 2015. In 2013, this ruling was generally upheld in PUCO rehearing orders.

In July 2012, the PUCO issued an order in a separate capacity proceeding which stated that OPCo must charge CRES
providers the RPM price and authorized OPCo to defer a portion of its incurred capacity costs not recovered from
CRES providers up to $188.88/MW day. The OPCo RPM price collected from CRES providers, which included
reserve margins, was approximately $34/MW day through May 2014 and $150/MW day from June 2014 through May
2015. In December 2012, various parties filed notices of appeal of the capacity costs decision with the Supreme Court
of Ohio.

As part of the August 2012 ESP order, the PUCO established a non-bypassable RSR, effective September 2012. The
RSR was collected from customers at $3.50/MWh through May 2014 and at $4.00/MWh for the period June 2014
through May 2015, with $1.00/MWh applied to the recovery of deferred capacity costs. In April and May 2013, OPCo
and various intervenors filed appeals with the Supreme Court of Ohio challenging portions of the PUCO’s ESP order,
including the RSR. In April 2015, the PUCO issued an order that approved, with modifications, OPCo’s July 2014
application to collect the unrecovered portion of the deferred capacity costs. In May 2015, the PUCO granted
intervenors requests for rehearing. As of March 31, 2016, OPCo’s net deferred capacity costs balance was $320
million, including debt carrying costs. Through March 31, 2016, OPCo has collected $266 million in deferred capacity
costs, and related carrying charges.

In 2013, the PUCO issued its Orders on Rehearing for the ESP which generally upheld its August 2012 order. The
PUCO clarified that a final reconciliation of revenues and expenses would be permitted for any over- or
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under-recovery on several riders including fuel. In addition, the PUCO addressed certain issues around the energy
auctions while other SSO issues related to the energy auctions were deferred to a separate docket related to the
competitive bid process (CBP). In 2013, OPCo and various intervenors filed appeals with the Supreme Court of Ohio
challenging portions of the PUCO’s ESP order.
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In November 2013, the PUCO issued an order approving OPCo’s competitive bid process with modifications. The
PUCO also approved the unbundling of the FAC into fixed and energy-related components and an intervenor proposal
to blend the $188.88/MW day capacity price in proportion to the percentage of energy planned to be auctioned.
Additionally, the PUCO ordered that intervenor concerns related to the recovery of the fixed fuel costs through
potentially both the FAC and the approved capacity charges be addressed in subsequent FAC proceedings.

In January 2014, the PUCO denied all rehearing requests and agreed to issue a supplemental request for an
independent auditor in the 2012 - 2013 FAC proceeding to separately examine the recovery of the fixed fuel costs,
including OVEC. In March 2014, the PUCO approved OPCo’s request to implement riders related to the unbundling of
the FAC. In October 2014, the independent auditor, selected by the PUCO, filed its report with the PUCO for the
period August 2012 through May 2015. If the PUCO ultimately concludes that a portion of the fixed fuel costs are

also recovered through OPCo’s $188.88/MW day capacity charge, the independent auditor has recommended a
methodology for calculating a refund of a portion of certain fixed fuel costs. The retail share of these fixed fuel costs

is approximately $90 million annually. A hearing related to this matter has not been scheduled. Management believes
that no over-recovery of costs has occurred and disagrees with the findings in the audit report.

In April 2016, the Supreme Court of Ohio issued two opinions related to the deferral of OPCo’s capacity charges. The
Supreme Court of Ohio ruled that the PUCO must reconsider an energy credit that was used to determine OPCo’s
authorized capacity deferral threshold of $188.88/MW day during the August 2012 through May 2015 period. The
PUCO reduced OPCo’s authorized capacity deferral threshold to $188.88/MW day largely due to an offset for an
energy credit of $147.41/MW day. The Supreme Court of Ohio directed the PUCO to substantively address OPCo’s
arguments that the $147.41/MW day credit was overstated by approximately $100.00/MW day due to various
inaccuracies affecting input data and assumptions.

The Supreme Court of Ohio also rejected a portion of OPCo’s RSR revenues collected during the period September
2012 through May 2015 and directed the PUCO to apply these RSR revenues against OPCo’s deferred capacity costs.
The Supreme Court of Ohio was not able to determine the amount of the reduction to OPCo’s deferred capacity costs
and remanded the issue to the PUCO to determine the appropriate reduction.

Due to the interrelated nature of these two Supreme Court of Ohio opinions that directly relate to OPCo’s deferred
capacity costs, management believes that the PUCO will rule upon both issues together. Further, management believes
that the net impact of these issues will largely offset and will not result in a material future reduction of OPCo’s net
income.

Additionally, the Supreme Court of Ohio agreed with OPCo’s cross-appeal assertion that the 12% threshold was not
based on a comparison of OPCo’s return on equity to the returns during the same period of comparable publicly traded
companies, including utilities, that face comparable business and financial risk. The Supreme Court of Ohio reversed
the 12% threshold and remanded this issue to the PUCO.

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 Fleet Alternatives

AEDP is evaluating strategic alternatives for AGR’s merchant generation fleet, included in the Generation & Marketing
segment, as well as AEGCo’s Lawrenceburg Plant, all of which operate in PJM. Potential alternatives may include,
but are not limited to, continued ownership of the merchant generation fleet or a sale of the merchant generation fleet.
Management has not made a decision regarding the potential alternatives, nor have they set a specific time frame for a
decision. These alternatives could result in a loss which could reduce future net income and cash flows and impact
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Merchant Portion of Turk Plant

SWEPCo constructed the Turk Plant, a base load 600 MW pulverized coal ultra-supercritical generating unit in
Arkansas, which was placed into service in December 2012 and is included in the Vertically Integrated Utilities
segment. SWEPCo owns 73% (440 MW) of the Turk Plant and operates the facility.

The APSC granted approval for SWEPCo to build the Turk Plant by issuing a Certificate of Environmental
Compatibility and Public Need (CECPN) for the SWEPCo Arkansas jurisdictional share of the Turk Plant
(approximately 20%). Following an appeal by certain intervenors, the Arkansas Supreme Court issued a decision that
reversed the APSC’s grant of the CECPN. In June 2010, in response to an Arkansas Supreme Court decision, the
APSC issued an order which reversed and set aside the previously granted CECPN. This share of the Turk Plant
output is currently not subject to cost-based rate recovery and is being sold into the wholesale market. Approximately
80% of the Turk Plant investment is recovered under cost-based rate recovery in Texas, Louisiana, and through
SWEPCo’s wholesale customers under FERC-based rates.

If SWEPCo cannot ultimately recover its investment and expenses related to the Turk Plant, it could reduce future net
income and cash flows and impact financial condition.

2012 Louisiana Formula Rate Filing

In 2012, SWEPCo initiated a proceeding to establish new formula base rates in Louisiana, including recovery of the
Louisiana jurisdictional share of the Turk Plant. In February 2013, a settlement was approved by the LPSC that
increased SWEPCo’s Louisiana total rates by approximately $2 million annually, effective March 2013. The March
2013 base rates are based upon a 10% return on common equity and cost recovery of the Louisiana jurisdictional share
of the Turk Plant and Stall Unit, subject to refund. The settlement also provided that the LPSC would review base
rates in 2014 and 2015 and that SWEPCo would recover non-fuel Turk Plant costs and a full weighted-average cost of
capital return on the prudently incurred Turk Plant investment in jurisdictional rate base, effective January 2013. In
December 2014, the LPSC approved a settlement agreement related to the staff review of the cost of service. The
settlement agreement reduced the requested revenue increase by $3 million, primarily due to the timing of both the
allowed recovery of certain existing regulatory assets and the establishment of a regulatory asset for certain previously
expensed costs. A hearing at the LPSC related to the Turk Plant prudence review is scheduled for November 2016. If
the LPSC orders refunds based upon the pending prudence review of the Turk Plant investment, it could reduce future
net income and cash flows and impact financial condition. See the “2012 Louisiana Formula Rate Filing” section of
Note 4.

Welsh Plant - Environmental Impact

Management currently estimates that the investment necessary to meet proposed environmental regulations through
2025 for Welsh Plant, Units 1 and 3 could cost approximately $900 million, excluding AFUDC. As part of this
investment, SWEPCo is currently constructing environmental control projects to meet Mercury and Air Toxics
Standards for Welsh Plant, Units 1 and 3 at a cost of approximately $400 million, excluding AFUDC. As of March 31,
2016, SWEPCo had incurred costs of $372 million, including AFUDC, and had remaining contractual construction
obligations of $28 million related to these projects. In March 2016, SWEPCo filed a request with the APSC to
recover $69 million in environmental costs related to the Arkansas retail jurisdictional share of Welsh Plant, Units 1
and 3. SWEPCo began recovering the Arkansas jurisdictional share of these costs in March 2016, subject to review in
the next filed base rate proceeding. SWEPCo will seek recovery of the remaining project costs from customers at the
state commissions and the FERC. See “Mercury and Other Hazardous Air Pollutants (HAPs) Regulation” and “Climate
Change, CO, Regulation and Energy Policy” sections of “Environmental Issues” below. Management continues to
evaluate the impact of environmental rules and related project cost estimates.
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As of March 31, 2016, the net book value of Welsh Plant, Units 1 and 3 was $606 million, before cost of removal,
including materials and supplies inventory and CWIP. As of March 31, 2016, the net book value of Welsh Plant, Unit
2 was $84 million, before cost of removal, including materials and supplies inventory and CWIP. Welsh Plant, Unit 2
was considered probable of abandonment and was retired in April 2016.

If any of these costs are not recoverable, including retirement-related costs for Welsh Plant, Unit 2, it could reduce
future net income and cash flows and impact financial condition.

2015 Oklahoma Base Rate Case

In July 2015, PSO filed a request with the OCC to increase annual revenues by $137 million to recover costs
associated with its environmental compliance plan and to recover investments and other costs that have increased
since the last base rate case. The annual increase consists of (a) a base rate increase of $89 million, which includes $48
million in increased depreciation expense, (b) a rider or base rate increase of $44 million to recover costs for
environmental controls and (c) a request to include environmental consumable costs in the FAC, estimated to be $4
million annually. The rate increase includes a proposed return on common equity of 10.5% effective in January 2016.
The proposed $44 million increase related to environmental investments was effective in March 2016, after the
Northeastern Plant, Unit 3 environmental controls were placed in service.

In addition, the filing also notified the OCC that the incremental replacement capacity and energy costs, including the
first year effects of new PPAs, estimated to be $35 million, will be incurred related to the environmental compliance
plan due to the closure of Northeastern Plant, Unit 4, which would be recovered through the FAC.

In October 2015, testimony was filed by OCC staff and intervenors with recommendations that included increases to
base rates and/or the proposed environmental rider ranging from $10 million to $31 million, based upon returns on
common equity ranging from 8.75% to 9.3%, and increases to depreciation expense ranging from $23 million to $46
million. Additionally, recommendations by certain intervenors included (a) no recovery of PSO’s investment in
Northeastern Plant, Unit 3 environmental controls, (b) no recovery of the plant balances at the time the units are
retired in 2016 and 2026, (c) denial of returns on the book values after the retirement dates, or to be set at only the cost
of debt, and (d) the disallowance of the capacity costs associated with the PPAs. Additionally, some intervenors
recommended no change in depreciation rates for Northeastern Plant, Units 3 and 4. These units are currently being
depreciated through 2040. Hearings at the OCC were held in December 2015. In January 2016, PSO implemented an
interim annual base rate increase of $75 million, subject to refund pending a final order from the OCC. An order from
the OCC is anticipated by the end of the third quarter of 2016. If any of these costs are not recoverable, it could reduce
future net income and cash flows and impact financial condition. See the “2015 Oklahoma Base Rate Case” section of
Note 4.

2016 West Virginia Expanded Net Energy Charge Filing

In March 2016, APCo and WPCo filed their combined annual ENEC filing with the WVPSC which requested an
increase in ENEC rates of $108 million to be effective July 2016. The increase primarily relates to recovery of the
December 2015 under-recovered ENEC deferral balance and the recovery of costs associated with the continuation
and expansion of certain transmission and generation construction projects. If any of these costs are not recoverable, it
could reduce future net income and cash flows and impact financial condition.

TCC and TNC Distribution Cost Recovery Factor (DCRF) Filings

In April 2016, TCC and TNC filed separate requests with the PUCT for approval of DCREF riders to allow recovery of
eligible net distribution investments. TCC’s and TNC’s requests included revenue requirements of $54 million and $16
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million, respectively, both to be effective September 2016. Amounts approved would be subject to refund based upon
a prudence review of the investments in TCC’s and TNC’s next base rate cases.

If any of these costs are not recoverable, it could reduce TCC and TNC’s respective future net income and cash flows
and impact financial condition.

5
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Kingsport Base Rate Case

In January 2016, KGPCo filed a request with the TRA to increase base rates by $12 million annually based upon a
proposed return on common equity of 10.66%. New rates are expected to be implemented in the third quarter of 2016.
A hearing at the TRA is scheduled for August 2016. If KGPCo does not recover its costs, it could reduce future net
income and cash flows and impact financial condition.

Virginia Legislation Affecting Biennial Reviews

In February 2015, amendments to Virginia law governing the regulation of investor-owned electric utilities were
enacted. Under the amended Virginia law, APCo’s existing generation and distribution base rates are frozen until after
the Virginia SCC rules on APCo’s next biennial review, which APCo will file in March 2020 for the 2018 and 2019
test years. These amendments also preclude the Virginia SCC from performing biennial reviews of APCo’s earnings
for the years 2014 through 2017. APCo’s financial statements adequately address the impact of these amendments. The
amendments provide that APCo will absorb its Virginia jurisdictional share of incremental generation and distribution
costs incurred during 2014 through 2017 that are associated with severe weather events and/or natural disasters and
costs associated with potential asset impairments related to new carbon emission guidelines issued by the Federal

EPA.

In February 2016, certain APCo industrial customers filed a petition with the Virginia SCC requesting the issuance of
a declaratory order that finds the amendments to Virginia law suspending biennial reviews unconstitutional and,
accordingly, directs APCo to make biennial review filings beginning in 2016. In February 2016, APCo filed a motion
to stay the Virginia SCC’s consideration of the petition due to a pending appeal at the Supreme Court of Virginia by
industrial customers of a non-related utility regarding the constitutionality of the amendments. APCo and other parties
have filed their responses to the petition. Oral arguments at the Virginia SCC were held in March 2016. Management
is unable to predict the outcome of these challenges. If the biennial review process is reinstated in advance of March
2020, it could reduce future net income and cash flows and impact financial condition.

PJM Capacity Market

AGR is required to offer all of its available generation capacity in the PIM RPM auction, which is conducted three
years in advance of the delivery year.

Through May 2015, AGR provided generation capacity to OPCo for both switched and non-switched OPCo
generation customers. For switched customers, OPCo paid AGR $188.88/MW day for capacity. For non-switched
OPCo generation customers, OPCo paid AGR its blended tariff rate for capacity consisting of $188.88/MW day for
auctioned load and the non-fuel generation portion of its base rate for non-auctioned load. As of June 2015, AGR’s
generation resources are compensated through the PJM capacity auction. Shown below are the RPM results through
the June 2017 through May 2018 period:

PIM

Auction

Price

(per

MW

day)
June 2014 through May 2015 $125.99
June 2015 through May 2016 136.00
June 2016 through May 2017 59.37
June 2017 through May 2018 120.00

PJM Auction Period

28



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

In June 2015, FERC approved PIM’s proposal to create a new Capacity Performance (CP) product, intended to
improve generator performance and reliability during emergency events by allowing higher offers into the RPM
auction and imposing greater charges for non-performance during emergency events. PIM will procure approximately
80% CP and 20% Base Capacity for the June 2018 through May 2019 and June 2019 through May 2020 periods,
while transitioning to 100% CP with the June 2020 through May 2021 period. FERC also approved transition
incremental auctions to procure CP for the June 2016 through May 2017 and June 2017 through May 2018 periods.
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In the third quarter of 2015, PJM conducted the two transition auctions. The transition auctions allowed generators,
including AGR, to re-offer cleared capacity that qualifies as CP. Shown below are the results of the two transition
auctions:

Capacity

Performance

Transition

Incremental

Auction

Price

(per MW

day)
June 2016 through May 2017 $ 134.00
June 2017 through May 2018 151.50

PJM Auction Period

AGR cleared 7,169 MW at $134/MW-day for the June 2016 through May 2017 period, replacing the original auction
clearing price of $59.37/MW-day. AGR cleared 6,495 MW for the June 2017 through May 2018 period at
$151.50/MW-day, replacing the original auction clearing price of $120/MW-day.

In August 2015, PJM held its first base residual auction implementing CP rules for the June 2018 through May 2019
period. PJM cleared approximately 81% of the capacity for the June 2018 through May 2019 period as CP and 19% as
Base Capacity. AGR cleared 7,209 MW at the CP auction price of $164.77/MW-day. Shown below are the results for
the June 2018 through May 2019 period:

Capacity Base

Performance Capacity

PJM Auction Period AL}CthIl Al?.CthIl
Price Price
(per MW (per MW
day) day)

June 2018 through May 2019 $ 164.77 $150.00

The FERC order exempted Fixed Resource Requirement entities, including APCo, 1&M, KPCo and WPCo, from the
CP rules through the delivery period ending May 2019. In July 2015, AEP filed a request seeking rehearing of the
FERC order approving CP. AEP is awaiting an order on its request for rehearing and will continue to advocate for
further improvements to the CP rules and the capacity market as a whole through the PJM stakeholder process.

LITIGATION

In the ordinary course of business, AEP is involved in employment, commercial, environmental and regulatory
litigation. Since it is difficult to predict the outcome of these proceedings, management cannot predict the eventual
resolution, timing or amount of any loss, fine or penalty. Management assesses the probability of loss for each
contingency and accrues a liability for cases that have a probable likelihood of loss if the loss can be estimated. For
details on the regulatory proceedings and pending litigation see Note 4 - Rate Matters, Note 6 - Commitments,
Guarantees and Contingencies and the “Litigation” section of “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” in the 2015 Annual Report. Additionally, see Note 4 - Rate Matters and Note 5 -
Commitments, Guarantees and Contingencies included herein. Adverse results in these proceedings have the potential
to reduce future net income and cash flows and impact financial condition.

Rockport Plant Litigation
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In July 2013, the Wilmington Trust Company filed a complaint in U.S. District Court for the Southern District of New
York against AEGCo and 1&M alleging that it will be unlawfully burdened by the terms of the modified NSR consent
decree after the Rockport Plant, Unit 2 lease expiration in December 2022. The terms of the consent decree allow the
installation of environmental emission control equipment, repowering or retirement of the unit. The plaintiff further
alleges that the defendants’ actions constitute breach of the lease and participation agreement. The plaintiff seeks a
judgment declaring that the defendants breached the lease, must satisfy obligations related to installation of emission
control equipment and indemnify the plaintiff. The New York court granted a motion to transfer this case to the U.S.
District Court for the Southern District of Ohio. In October 2013, a motion to dismiss the case was filed on behalf of
AEGCo and I&M. In January 2015, the court issued an opinion and order granting the motion in part and denying the
motion in part. The court dismissed certain of the plaintiff’s claims. Several claims remained, including the claim for
breach of the participation agreement and a claim alleging breach of an implied covenant of good faith and fair
dealing.

7
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In June 2015, AEGCo and I1&M filed a motion for partial judgment on the claims seeking dismissal of the breach of
participation agreement claim as well as any claim for indemnification of costs associated with this case. The plaintiff
subsequently filed an amended complaint to add another claim under the lease and also filed a motion for partial
summary judgment. In November 2015, AEGCo and &M filed a motion to strike the plaintiff’s motion for partial
judgment and filed a motion to dismiss the case for failure to state a claim. In March 2016, the court entered an
opinion and order in favor of AEGCo and 1&M, dismissing certain of the plaintiffs’ claims for breach of contract and
dismissing claims for breach of implied covenant of good faith and fair dealing, and further dismissing plaintiffs’ claim
for indemnification of costs. By the same order, the court permitted plaintiffs to move forward with their claim that
AEGCo and I&M failed to exercise prudent utility practices in the maintenance and operation of Rockport Plant, Unit
2. In April 2016, the plaintiffs filed a notice of voluntary dismissal of the other remaining claims with prejudice and
the court subsequently entered a final judgment. Management is unable to determine a range of potential losses that
are reasonably possible of occurring.

ENVIRONMENTAL ISSUES

AEP is implementing a substantial capital investment program and incurring additional operational costs to comply
with environmental control requirements. Additional investments and operational changes will need to be made in
response to existing and anticipated requirements such as CAA requirements to reduce emissions of SO,, NO,, PM,
CO, and hazardous air pollutants (HAPs) from fossil fuel-fired power plants, rules governing the beneficial use and
disposal of coal combustion products, clean water rules and renewal permits for certain water discharges.

AEP is engaged in litigation about environmental issues, was notified of potential responsibility for the clean-up of
contaminated sites and incurred costs for disposal of SNF and future decommissioning of the nuclear units. AEP,
along with various industry groups, affected states and other parties challenged some of the Federal EPA requirements
in court. Management is also engaged in the development of possible future requirements including the items
discussed below and state plans to reduce CO, emissions to address concerns about global climate

change. Management believes that further analysis and better coordination of these environmental requirements
would facilitate planning and lower overall compliance costs while achieving the same environmental goals.

See a complete discussion of these matters in the “Environmental Issues” section of “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in the 2015 Annual Report. AEP will seek recovery of
expenditures for pollution control technologies and associated costs from customers through rates in regulated
jurisdictions. Environmental rules could result in accelerated depreciation, impairment of assets or regulatory
disallowances. If AEP is unable to recover the costs of environmental compliance, it would reduce future net income
and cash flows and impact financial condition.

Environmental Controls Impact on the Generating Fleet

The rules and proposed environmental controls discussed in the next several sections will have a material impact on
the generating units in the AEP System. Management continues to evaluate the impact of these rules, project scope
and technology available to achieve compliance. As of March 31, 2016, the AEP System had a total generating
capacity of approximately 32,000 MWs, of which approximately 18,000 MWs are coal-fired. Management continues
to refine the cost estimates of complying with these rules and other impacts of the environmental proposals on the
fossil generating facilities. Based upon management estimates, AEP’s investment to meet these proposed requirements
ranges from approximately $3.2 billion to $3.8 billion through 2025. These amounts include investments to convert
some of the coal generation to natural gas.

The cost estimates will change depending on the timing of implementation and whether the Federal EPA provides
flexibility in the final rules. The cost estimates will also change based on: (a) the states’ implementation of these
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regulatory programs, including the potential for state implementation plans (SIPs) or federal implementation plans
(FIPs) that impose more stringent standards, (b) additional rulemaking activities in response to court decisions, (c) the
actual performance of the pollution control technologies installed on the units, (d) changes in costs for new pollution
controls, (e) new generating technology developments, (f) total MWs of capacity retired and replaced, including the
type and amount of such replacement capacity and (g) other factors. In addition, management is continuing to
evaluate the economic feasibility of environmental investments on both regulated and nonregulated plants.
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In May 