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GLOSSARY OF TERMS

When the following terms and abbreviations appearn the text of this report, they have the meaningsdicated

below.
Term M eaning
ADITC Accumulated Deferred Investment Tax Credits.
AEGCo AEP Generating Company, an AEP electric utilitysdiary.

AEP or Parent
AEP Consolidated
AEP Credit

AEP East companies
AEP System or the System

AEP System Power Pool ol
AEP Power Pool

AEPSC

AEP West companies
AFUDC
ALJ

AOCI
APCo
ARO

CAA

co,

Cook Plant
CSPCo
CSW

CSW Operating Agreement

CTC

DETM
ECAR
EDFIT
ERCOT
FASB
Federal EPA
FERC

FIN 46

FIN 48

American Electric Power Company, Inc.

AEP and its majority owned consolidated subsidsagied consolidated affiliates.

AEP Credit, Inc., a subsidiary of AEP which facterscounts receivable and accr
utility revenues for affiliated domestic electritlity companies.

APCo, CSPCo, 1&M, KPCo and OPCo.

American Electric Power System, an integrated eteattility system, owned ai
operated by AEP’s electric utility subsidiaries.

Members are APCo, CSPCo, I&M, KPCo and OPCo. Thal Boares the generati
cost of generation and resultant wholesale sgfitem sales of the mem
companies.

American Electric Power Service Corporation, a ®ervsubsidiary providir
management and professional services to AEP asdlisidiaries.

PSO, SWEPCo, TCC and TNC.

Allowance for Funds Used During Construction.

Administrative Law Judge.

Accumulated Other Comprehensive Income (LosS).

Appalachian Power Company, an AEP electric utdipsidiary.

Asset Retirement Obligations.

Clean Air Act.

Carbon Dioxide.

Donald C. Cook Nuclear Plant, a two-unit, 2,110 MW¢lear plant owned by 1&M.

Columbus Southern Power Company, an AEP eleciitityigubsidiary.

Central and South West Corporation, a subsidiariE® (Effective January 21, 20!
the legal name of Central and South West Corparatias changed to Al
Utilities, Inc.).

Agreement, dated January 1, 1997, by and among BSYEPCo, TCC and TN
governing generating capacity allocation. AEPSG astthe agent.

Competition Transition Charge.

Duke Energy Trading and Marketing L.L.C., a riskmagement counterparty.

East Central Area Reliability Council.

Excess Deferred Federal Income Taxes.

Electric Reliability Council of Texas.

Financial Accounting Standards Board.

United States Environmental Protection Agency.

Federal Energy Regulatory Commission.

FASB Interpretation No. 46, “Consolidation of Vdia Interest Entities.”

FASB Interpretation No. 48, “Accounting for Uncenty in Income Taxesand FASE



GAAP
HPL
IGCC

IPP
IRS
IURC
&M
JMG
KGPCo
KPCo
KPSC
kv
KWH
LPSC
MISO
MTM
MW
MWH
NO,
Nonutility Money Poo
NRC
NSR
NYMEX
OATT
OCC
OPCo
OoTC
OVEC
PJM
PSO
PUCO
PUCT

Registrant Subsidiaries

REP

Risk Management Contracl

Rockport Plant

RSP
RTO
S&P
SEC
SECA
SFAS

SFAS 71

Staff Position FIN 48-1, "Definition dbettlemenin FASB Interpretation No. 48."

Accounting Principles Generally Accepted in the tddiStates of America.
Houston Pipeline Company, a former AEP subsidiary.

Integrated Gasification Combined Cycle, technoldaggst turns coal into a cleaner-

burning gas.

Independent Power Producer.

Internal Revenue Service.

Indiana Utility Regulatory Commission.

Indiana Michigan Power Company, an AEP electritytsubsidiary.

JMG Funding LP.

Kingsport Power Company, an AEP electric distribatsubsidiary.

Kentucky Power Company, an AEP electric utility sidiary.

Kentucky Public Service Commission.

Kilovolt.

Kilowatthour.

Louisiana Public Service Commission.

Midwest Independent Transmission System Operator.

Mark-to-Market.

Megawatt.

Megawatthour.

Nitrogen oxide

AEP System’s Nonutility Money Pool.

Nuclear Regulatory Commissic

New Source Review

New York Mercantile Exchang

Open Access Transmission Tariff.

Corporation Commission of the State of Oklahoma.

Ohio Power Company, an AEP electric utility sulesigli

Over the counter.

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

Pennsylvania - New Jersey - Maryland regional trassion organization.

Public Service Company of Oklahoma, an AEP elecitilty subsidiary.

Public Utilities Commission of Ohio.

Public Utility Commission of Texas.

AEP subsidiaries which are SEC registrants; AEGEBCo, CSPCo, 1&M, KPCi
OPCo, PSO, SWEPCo, TCC and TNC.

Texas Retail Electric Provider.

Trading and nontrading derivatives, including thdseivatives designated as cash i
and fair value hedges.

A generating plant, consisting of two 1,300 MW cbedd generating units ne
Rockport, Indiana owned by AEGCo and 1&M.

Rate Stabilization Plan.

Regional Transmission Organization.

Standard and Poor’s.

United States Securities and Exchange Commission.

Seams Elimination Cost Allocation.

Statement of Financial Accounting Standards isshgdthe Financial Accountir
Standards Board.

Statement of Financial Accounting Standards No.“Atcounting for the Effects
Certain Types of Regulation.”



SFAS 133
SFAS 158
SFAS 159

SIA
SO,
SPP
Sweeny

SWEPCo
TCC
TEM

Texas

Restructuring Legislation

TNC

Transmission Equalization
Agreement

True-up Proceeding

Utility Money Pool
VaR

Virginia SCC
WPCo

WVPSC

Statement of Financial Accounting Standards No., 1Z&counting for Derivativ
Instruments and Hedging Activities.”

Statement of Financial Accounting Standards No., I'&8nployers’ Accounting fo
Defined Benefit Pension and Other Postretiremeant$1

Statement of Financial Accounting Standards No., I9%e Fair Value Option f
Financial Assets and Financial Liabilities.”

System Integration Agreement.

Sulfur Dioxide.

Southwest Power Pool.

Sweeny Cogeneration Limited Partnership, ownerapetator of a four unit, 480 M
gas-fired generation facility, owned 50% by AEP.

Southwestern Electric Power Company, an AEP eteatiiity subsidiary.

AEP Texas Central Company, an AEP electric utginpsidiary.

SUEZ Energy Marketing NA, Inc. (formerly known asa€tebel Energy Marketir
Inc.).

Legislation enacted in 1999 to restructure thetateatility industry in Texas.

AEP Texas North Company, an AEP electric utilithsdiary.

Transmission Equalization Agreement by and amonG&RCSPCo, 1&M, KPCo ar
OPCo with AEPSC as agent, promoting the allocatibtihhe cost of ownersh
and operation of the transmission system in prapotb their demand ratios.

A filing made under the Texas Restructuring Legista to finalize the amount
stranded costs and other true-up items and theeegcof such amounts.

AEP System'’s Utility Money Pool.

Value at Risk, a method to quantify risk exposure.

Virginia State Corporation Commission.

Wheeling Power Company, an AEP electric distribusabsidiary.

Public Service Commission of West Virginia.




FORWARD-LOOKING INFORMATION

This report made by AEP and its Registrant Subsetiacontains forwartboking statements within the meaning
Section 21E of the Securities Exchange Act of 193though AEP and each of its Registrant Subsid&helieve the
their expectations are based on reasonable assunmsptiny such statements may be influenced byr&athat coul
cause actual outcomes and results to be matediddgrent from those projected. Among the factdrattcould caus
actual results to differ materially from those I ttorward-looking statements are:

» Electric load and customer growth.

» Weather conditions, including storms.

» Available sources, costs and transportation folsfaad the creditworthiness of fuel suppliers aaddporters.

» Availability of generating capacity and the perfamee of our generating plants.

» Our ability to recover regulatory assets and stednzbsts in connection with deregulation.

« Our ability to recover increases in fuel and otieergy costs through regulated or competitive etecites.

« Our ability to build or acquire generating capacitiien needed at acceptable prices and terms aretdoe!
those costs through applicable rate cases or campettes.

» New legislation, litigation and government reguatiincluding requirements for reduced emissionsudfur,
nitrogen, mercury, carbon, soot or particulate eraahd other substances.

« Timing and resolution of pending and future rateesa negotiations and other regulatory decisiordu@ing rate
or other recovery for new investments, transmissemice and environmental compliance).

» Resolution of litigation (including pending CleanrAAct enforcement actions and disputes arisingnfrihe
bankruptcy of Enron Corp. and related matters).

» Our ability to constrain operation and maintenacwss.

» The economic climate and growth in our serviceittayr and changes in market demand and demogr
patterns.

« Inflationary and interest rate trends.

« Our ability to develop and execute a strategy based view regarding prices of electricity, natugak and othe
energy-related commaodities.

« Changes in the creditworthiness of the countegmmvith whom we have contractual arrangementsuydiag
participants in the energy trading market.

« Actions of rating agencies, including changes artitings of debt.

» Volatility and changes in markets for electricittural gas and other energy-related commodities.

» Changes in utility regulation, including recentiggtion in Virginia, the potential for new legisilan in Ohio anc
membership in and integration into regional trarssmein organizations.

» Accounting pronouncements periodically issued loaanting standard-setting bodies.

» The performance of our pension and other postreére benefit plans.

» Prices for power that we generate and sell at veiadde

« Changes in technology, particularly with respeatéa, developing or alternative sources of genamati

» Other risks and unforeseen events, including wies,effects of terrorism (including increased s#gurosts)
embargoes and other catastrophic events.

The registrants expressly disclaim any obligatmopdate any forward-looking information.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS OF RESULTS OF O PERATIONS

EXECUTIVE OVERVIEW

Regulatory Activity

Our significant regulatory activities in 2007 apdated to include:

In March 2007, the Texas District Court judge reeerhis earlier preliminary decision and conclutthedsale ¢
assets method used by TCC to value its nucleat pteanded costs was appropriate.

In March 2007, various intervenors and the PUCTT fitad their recommendations in TCC’s and TNCEnerg
delivery base rate filings. Though the recommedativaried, the range of recommended increase &
million to $30 million for TCC and $1 million to ¥lmillion for TNC. In April 2007, TCC and TNC file
rebuttal testimony and continue to pursue $70 amlind $22 million, respectively, in annual bage nacrease
Hearings began in April 2007 and are scheduleditelade in May 2007.

In April 2007, the Virginia legislature approved emaiments recommended by the Governor to the l¢gisla
recently adopted, comprehensive bill providing tfoe reregulation of electric utilities generation/suppates
The effective date of the new amendments is JUROQY.

In March 2007, a Hearing Examiner (HE) in Virgingsued a report recommending a $76 million increa
APCo’s base rates and $45 million credit to the faetor for off-system sales marginrBPCo continues |
pursue an annual base rate increase of $225 mdlwha $27 million credit for offystem sales margins.
expect a ruling during 2007.

In April 2007, the FERC issued an order reversingntial favorable ALJ decision which had founcb tlxisting
PJM zonal rate design to be unjust and determinait should be replaced. In the April 2007 ordbe, FER(
ruled that the existing PJM rate design is justi@adonable. As a result of this order, our retastomers will b
asked to bear the full cost of the existing AEPt daansmission zone facilities. We presently rec
approximately 85% of these costs from retail cugiamThe FERC further ruled that the cost of nemilifees of
500 kV and above would be shared among all PJMcgzants.

In March 2007, the OCC staff and various intervendited testimony in PS@’ base rate case. 1
recommendations were base rate reductions tha¢daingm $18 million to $52 million. In April 200 SO filec
rebuttal testimony and continues to pursue an asgrén annual base rates of $48 million.

Beginning with the May 2007 billing cycle, CSPCala@PCo implemented rates filed with the PUCO urtide
4% provision of their RSPs to increase their anmealeration rates for 2007 by $24 million and $8iom,
respectively, to recover governmentathandated costs. These increases are subject todrefutil the PUC(
issues a final order in the matter. The hearirsgieduled to begin in late May 2007.

In March 2007, CSPCo filed an application under4be provision of the RSP to adjust the Power Adtait
Rider (PAR) which was authorized in 2005 by the RUJ@ connection with CSPCo's acquisition
Monongahela Power Company's certified territoryOhio. If approved, CSPCo's revenues would incrdxy
$22 million and $38 million for 2007 and 2008, restively.

In April 2007, CSPCo and OPCo filed a joint motigith the PUCO staff and other intervenors to widwdthe

proposed enhanced reliability plan.

Investment Activity

Our significant investment activities in 2007 apslated to include:

» We completed the 480 MW Darby Electric Generatitati&n acquisition in April 2007.

In April 2007, we signed a memorandum of understapavith Allegheny Energy Inc. to form a joint veint



company to build and own certain electric transimissssets within PJM with the initial focus onransmissio
line between AEP’s Amos power plant in West Virgirand Alleghenys proposed Kemptown power plan
Maryland. We expect to execute definitive agreeséott the joint venture with Allegheny Energy Irmy mid-
2007 and anticipate the joint venture will begitiaties in the second half of 2007.

RESULTS OF OPERATIONS
Our principal operating business segments and ttllkeited business activities are as follows:

Utility Operations
» Generation of electricity for sale to U.S. retaidavholesale customers.
» Electricity transmission and distribution in theSU.

MEMCO Operations
» Barging operations that annually transport apprexely 34 million tons of coal and dry bulk commaest
primarily on the Ohio, Illinois and Lower Missisgifrivers. Approximately 35% of the barging operas relates
to the transportation of coal, 28% relates to admical products, 21% relates to steel and 16%deslto other
commodities.

Generation and Marketing
» |IPPs, wind farms and marketing and risk managementities primarily in ERCOT.

The table below presents our consolidated InconferBéiscontinued Operations for the three montidee Marc!
31, 2007 and 2006 (Earnings and Weighted Averagaléu of Basic Shares Outstanding in millions). \Weassifie
prior year amounts to conform to the current yesggment presentation.

Three Months Ended March 31,

2007 2006
Earnings EPS (b) Earnings EPS (b)

Utility Operations $ 252 % 0.6z $ 365 % 0.9:
MEMCO Operations 15 0.04 21 0.0¢
Generation and Marketing @ - 4 0.01
All Other (a) 4 0.01 (12) (0.09)
Income Before Discontinued Operations $ 271 $ 0.6¢ $ 37¢ $ 0.9¢
Weighted Average Number of Basic Shares

Outstanding 397 394

(@) All Other includes:
» Parent companyg’ guarantee revenue received from affiliates, @stemcome and interest expense and
nonallocated costs.
» Other energy supply related businesses, includiag”laguemine Cogeneration Facility, which was solithe
fourth quarter of 2006.
(b) The earnings per share of any segment does notsera direct legal interest in the assets armilities
allocated to any one segment but rather represatiitect equity interest in AE®assets and liabilities as a wh

First Quarter of 2007 Compared to First Quarte2@i6

Income Before Discontinued Operations in 2007 desed $107 million compared to 2006 primarily dua ttecreas
in Utility Operations segment earnings of $112 imill The decrease in Utility Operations segmentiags primarily
relates to higher operation and maintenance expehggher regulatory amortization expense, loweniagssharing



payments from Centrica, lower dfftstem sales margins and the elimination of SEQ@&mees. These decreases v
partially offset by higher retail margins relatednew rates in the east region and favorable weathe

Average basic shares outstanding increased to 3®érnmin 2007 from 394 million in 2006 primarily g to the
issuance of shares under our incentive compensatidrdividend reinvestment plans. Actual sharestantling wer
398 million as of March 31, 2007.

Utility Operations

Our Utility Operations segment includes primarigulated revenues with direct and variable offisgtéxpenses a
net reported commodity trading operations. We belithat a discussion of the results from our Wtil@dperation
segment on a gross margin basis is most appropnabeder to further understand the key drivershedf segmer
Gross margin represents utility operating revenless the related direct cost of fuel, including suomption o
chemicals and emissions allowances, and purchaseelrp

Three Months Ended

March 31,
2007 2006

(in millions)
Revenues $ 3,03 $ 2,96¢
Fuel and Purchased Power 1,11¢ 1,12¢
Gross Margin 1,91« 1,84(
Depreciation and Amortization 38:¢ 34C
Other Operating Expenses 991 83¢
Operating Income 54C 664
Other Income, Net 18 41
Interest Charges and Preferred Stock Dividend Reouants 17¢ 154
Income Tax Expense 12€ 18¢€
Income Before Discontinued Operations $ 255 $ 36&

Summary of Selected Sales and Weather Data
For Utility Operations
For the Three Months Ended March 31, 2007 and 2006

2007 2006
(in millions of
Energy Summary KWH)
Retail:
Residential 14,13¢ 12,93¢
Commercial 9,35¢ 8,90¢
Industrial 13,56¢ 13,22:
Miscellaneous 614 61€
Total Retail 37,67 35,68
Wholesale 8,77¢ 10,84«
Texas Wires Delivery 5,831 5,54¢

Total KWHs 52,28¢ 52,07,




Cooling degree days and heating degree days amcsnebmmonly used in the utility industry as a swa of th
impact of weather on results of operations. In ganelegree day changes in our eastern region hdager effect c
results of operations than changes in our westggiom due to the relative size of the two regiond the associat
number of customers within each. Cooling degreesdad heating degree days in our service terrimryhe thre
months ended March 31, 2007 and 2006 were as fellow

2007 2006
Weather Summary (in degree days)
Eastern Region
Actual - Heating (a) 1,81¢ 1,45¢
Normal- Heating (b) 1,792 1,817
Actual - Cooling (c) 14 1
Normal- Cooling (b) 3 3
Western Region (d)
Actual - Heating (a) 90z 65¢
Normal- Heating (b) 95¢ 97z
Actual - Cooling (c) 56 43
Normal- Cooling (b) 18 17

(a) Eastern region and western region heatingeggedays are calculated on a 55 degree temperatsee b
(b) Normal Heating/Cooling represents the tt-year average of degree days.

(c) Eastern region and western region cooling ekeglays are calculated on a 65 degree temperatsee b
(d) Western region statistics represent PSO/SWEPComestbase only.

First Quarter of 2007 Compared to First Quarte2@i6

Reconciliation of First Quarter of 2006 to First Quarter of 2007
Income from Utility Operations Before DiscontinuedOperations

(in millions)
First Quarter of 2006 $ 36¢
Changes in Gross Margin:
Retail Margins 13¢
Off-system Sale (42)
Transmission Revenu: (29)
Other Revenue 5
Total Change in Gross Margin 74
Changes in Operating Expenses and Othe
Other Operation and Maintenar (111)
Gain on Dispositions of Assets, N 47)
Depreciation and Amortizatic (43
Carrying Costs Incom (22
Other Income, Ne 2
Interest and Other Charg (25)
Total Change in Operating Expenses and Othe (24¢)

Income Tax Expens 60



First Quarter of 2007 $ 252

Income from Utility Operations Before Discontinu@gerations decreased $112 million to $253 millior2007. Th
key driver of the decrease was a $246 million iasesin Operating Expenses and Other offset by anfiflibn
increase in Gross Margin and a $60 million decréasecome Tax Expense.

The major components of the net increase in GraagM were as follows:

« Retail Margins increased $139 million primarily doethe following:

» A $35 million increase related to new rates implatad in our Ohio jurisdictions as approved by the
PUCO in our RSPs and a $58 million increase reledatew rates implemented in other east jurisdigtio
of Kentucky, West Virginia and Virginia. See “APMrginia Base Rate Case” in Note 3 for discussibn o
the Virginia increase implemented subject to refund

» A $34 million increase related to increased regidéand commercial usage and customer growth.

« A $40 million increase in usage related to weatlAsrcompared to the prior year, our eastern regiwh
western region experienced 25% and 37% increasgsectively, in heating degree days.

These increases were partially offset by:

« A $27 million decrease in financial transmissioghts revenue, net of congestion, primarily dueetwefr
transmission constraints within the PJM market.

» Margins from Off-system Sales decreased $41 milfidmarily due to lower generation availability time east
due to planned outages for completion of envirortalenetrofits and higher retail load offset by heghmargins
from trading activities.

» Transmission Revenues decreased $29 million priynduie to the elimination of SECA revenues as ofilAh
2006. See the “Transmission Rate Proceedings &ERLC” section of Note 3.

Utility Operating Expenses and Other and Incomeegachanged between years as follows:

» Other Operation and Maintenance expenses incredsgtl million primarily due to increases in genemati
expenses related to plant outages and removal, abstsbution expenses associated with servidebiity and
storm restoration primarily in Oklahoma and expsressociated with employee benefits.

« Gain on Disposition of Assets, Net decreased $4lfomprimarily related to the earnings sharingesgment with
Centrica from the sale of our REPs in 2002. In 2006 received $70 million from Centrica for earrsrgharing
and in 2007 we received $20 million as the earngigsing agreement ended.

» Depreciation and Amortization expense increased rdion primarily due to increased Ohio regulat@gset
amortization related to recovery of IGCC precordian costs, increased Texas amortization of tloairstezed
transition assets, increased Virginia regulatorydiration related to environmental and reliabiligcovery and
higher depreciable property balances.

» Carrying Costs Income decreased $22 million becd@@ started recovering Texas stranded costs inl@ct
2006, resulting in lower Texas carrying costs ineam2007.

» Interest and Other Charges increased $25 milliamapily due to additional debt issued in the fountharter of
2006 partially offset by an increase in allowanmelforrowed funds used for construction.

» Income Tax Expense decreased $60 million due teceedse in pretax income.

MEMCO Operations

First Quarter of 2007 Compared to First Quarte2@i6

Income Before Discontinued Operations from our MEMOperations segment decreased from $21 millic0Db6 tc
$15 million in 2007. The decrease was primarilatedl to a return to normal winter river operatiogditions in 200



compared to milder and more favorable weather B62nd lower spot market rates due to decreasguhigademan
caused by lower backhaul imports.

Generation and Marketing

First Quarter of 2007 Compared to First Quarte2@i6

Loss Before Discontinued Operations from our Geimrand Marketing segment was $1 million in 200mpared t
income of $4 million in 2006. The decrease prinyardlates to planned and forced outages at ouru@ida plant ii
2007 that limited the availability of power undease.

All Other

First Quarter of 2007 Compared to First Quarte2@i6

Income Before Discontinued Operations from All Qtiecreased from a $12 million loss in 2006 to im&oof $¢
million in 2007. In 2006, we had aftéax losses of $8 million in 2006 from operationtloé Plaguemine Cogenerat
Facility which was sold in the fourth quarter ofo®0 In 2007, we had an aftex gain of $10 million on the sale
investment securities.

AEP System Income Taxes

Income Tax Expense decreased $59 million primaltig to a decrease in pretax book income.
FINANCIAL CONDITION
We measure our financial condition by the strerdtbur balance sheet and the liquidity providedhy cash flows.

Debt and Equity Capitalization

March 31, 2007 December 31, 2006
($ in millions)

Long-term Debt, including amounts due within

one year $ 13,90: 58.7% $ 13,69¢ 59.1%
Short-term Debt 17t 0.7 18 0.C
Total Debt 14,07 59.4 13,71¢ 59.1
Common Equity 9,54( 40.: 9,412 40.¢
Preferred Stock 61 0.2 61 0.2
Total Debt and Equity Capitalization $ 23,67¢ 100.(% $ 23,18¢ 100.(%

Our ratio of debt to total capital increased fro8n18%6 to 59.4% in 2007 due to our increased borrgsiin
Liguidity

Liquidity, or access to cash, is an important fadto determining our financial stability. We arenemitted tc
maintaining adequate liquidity.

Credit Facilities

We manage our liquidity by maintaining adequateeel financing commitments. At March 31, 2007, auailable
liquidity was approximately $3.1 billion as illuated in the table below:



Amount Maturity

(in millions)
Commercial Paper Backup:
Marck
Revolving Credit Facility $ 1,50( 2011
Revolving Credit Facility 1,50C April 2012
Total 3,00(¢
Cash and Cash Equivalents 25¢
Total Liquidity Sources 3,25¢
Less: AEP Commercial Paper Outstanding 15C
Letters of Credit Drawn 27
Net Available Liquidity $ 3,08:

In 2007, we amended the terms and extended theritgattiour two credit facilities by one year to ké& 2011 an
April 2012, respectively. The facilities are stnugd as two $1.5 billion credit facilities of whi§300 million may b
issued under each credit facility as letters oflicre

Debt Covenants and Borrowing Limitatior

Our revolving credit agreements contain certainec@ants and require us to maintain our percentagkelof to tote
capitalization at a level that does not exceed%?7.bhe method for calculating our outstanding deit other capit
is contractually defined. At March 31, 2007, thsntractuallydefined percentage was 54.5%. Nonperforman
these covenants could result in an event of defender these credit agreements. At March 31, 28@7omplied witl
all of the covenants contained in these creditegents. In addition, the acceleration of our paynodtigations, ¢
the obligations of certain of our major subsidigyiprior to maturity under any other agreemennstrument relatin
to debt outstanding in excess of $50 million, wocddise an event of default under these credit agrets and pern
the lenders to declare the outstanding amountshtaya

The two revolving credit facilities do not permitet lenders to refuse a draw on either facility ihaterial advers
change occurs.

Under a regulatory order, our utility subsidiariether than TCC, cannot incur additional indebtagnéthe issues
common equity would constitute less than 30% otdpital. In addition, this order restricts thossity subsidiaries
from issuing longerm debt unless that debt will be rated investnggade by at least one nationally recogn
statistical rating organization. At March 31, 20l applicable utility subsidiaries complied witiis order.

Utility Money Pool borrowings and external borroggnmay not exceed amounts authorized by regulatatgrs. A
March 31, 2007, we had not exceeded those authbiirnés.

Credit Ratings

AEP’s ratings have not been adjusted by any ratingageuring 2007 and AEP is currently on a stabléombkt by the
rating agencies. Our current credit ratings ar®ksns:

Moody’s S&P Fitch
AEP Short Term Debt pP-2 A-2 F-2
AEP Senior Unsecured Detk Baa2 BBB BBB

If we or any of our rated subsidiaries receive pgrade from any of the rating agencies listed aboue borrowing



costs could decrease. If we receive a downgradriircredit ratings by one of the rating agencisted above, o
borrowing costs could increase and access to bexddunds could be negatively affected.

Cash Flow
Managing our cash flows is a major factor in mamitey our liquidity strength.

Three Months Ended

March 31,
2007 2006

(in millions)
Cash and Cash Equivalents at Beginning of Period $ 301 $ 401
Net Cash Flows From Operating Activiti 351 58:
Net Cash Flows Used For Investing Activit (62¢) (750)
Net Cash Flows From Financing Activiti 23E 42
Net Decrease in Cash and Cash Equivalents (42) (125)
Cash and Cash Equivalents at End of Period $ 25¢ $ 27¢

Cash from operations, combined with a bank-spoilsogeeivables purchase agreement and seort-borrowings
provides working capital and allows us to meet p8tertterm cash needs. We use our corporate borrowingy zom
to meet the short-term borrowing needs of our slidises.The corporate borrowing program includes a Utiktgney
Pool, which funds the utility subsidiaries, and anhitility Money Pool, which funds the majority dig nonutility
subsidiaries. In addition, we also fund, as ditamtrowers, the shoterm debt requirements of other subsidiaries
are not participants in either money pool for regoly or operational reasons. As of March 31, 200% had cred
facilities totaling $3 billion to support our comms&l paper programThe maximum amount of commercial pe
outstanding during 2007 was $150 million. The weagkaverage interest rate of our commercial paper du2ib0:
was 5.43%. We generally use sh@mm borrowings to fund working capital needs, mmby acquisitions ar
construction until long-term funding is arrangedu&es of longerm funding include issuance of common stoc
long-term debt and saleaseback or leasing agreements. Utility Money Pootowings and external borrowings r
not exceed authorized limits under regulatory sd&ee the discussion below for further detail teglato th
components of our cash flows.

Operating Activities
Three Months Ended

March 31,
2007 2006

(in millions)
Net Income $ 271 $ 381
Less: Discontinued Operations, Net of Tax - (3)
Income Before Discontinued Operations 271 37¢
Noncash Items Included in Earnin 42( 323
Changes in Assets and Liabilities (340) (11€)
Net Cash Flows From Operating Activities $ 351 $ 58:

Net Cash Flows From Operating Activities decreaneé2D07 primarily due to lower fuel costs recove

Net Cash Flows From Operating Activities were $3&illion in 2007 consisting primarily olncome Befor:
Discontinued Operations of $271 million. Income &ef DiscontinuedOperations included noncash expense ii
primarily for depreciation, amortization, deferreskes and deferred investment tax credits. Othangbs in asse



and liabilities represent items that had a curpemiod cash flow impact, such as changes in workaygtal, as well ¢
items that represent future rights or obligatiomsdceive or pay cash, such as regulatory assetdiailities. The
current period activity in these asset and liab#itcounts relates to a number of items, none afiwivere significant.

Net Cash Flows From Operating Activities were $%8ilion in 2006. We produced Income Before Discongc
Operations of $378 million. Income Before Discontd Operations included noncash expense items rlginfer
depreciation, amortization, deferred taxes andrdsdenvestment tax credits. In 2005, we initiateel proceedings i
Oklahoma, Texas, Virginia and Arkansas seekingveigoof our increased fuel costs. Undecovered fuel cos
decreased due to recovery of higher cost of fisgleeially natural gas. Other changes in assetéiailtities represer
items that had a current period cash flow impaathsas changes in working capital, as well as itdras represel
future rights or obligations to receive or pay ¢aslch as regulatory assets and liabilities. Thieeati period activit
in these asset and liability accounts relates naraber of items; the most significant are a $99ionilcash increas
from net Accounts Receivable/Accounts Payable dua lbower balance of Customer Accounts ReceivabMaach
31, 2006 and an increaseAccrued Taxes of $176 million. We did not makiederal income tax payment during
first quarter of 2006.

Investing Activities
Three Months Ended

March 31,
2007 2006

(in millions)
Construction Expenditures $ (907) $ (765)
Change in Other Temporary Cash Investments, Net (20) 27
(Purchases)/Sales of Investment Securities, Net 23€ (89)
Proceeds from Sales of Assets 68 111
Other (5) (34)
Net Cash Flows Used for Investing Activities $ (62¢) $ (750

Net Cash Flows Used For Investing Activities we62& million in 2007 primarily due to Constructioxgenditure
for our environmental, distribution and new generainvestment planin our normal course of business, we purc
investment securities including auction rate séi@sriand variable rate demand notes with cashabltaifor shortermr
investments. Also included in Purchases/Sales\adiment Securities, Net are purchases and sageofities withi
our nuclear trusts.

Net Cash Flows Used For Investing Activities wer®@ million in 2006 primarily due to Constructioxfenditures
Construction Expenditures increased due to ourenmiental investment plan.

We forecast approximately $2.6 billion of constiomtexpenditures for the remainder of 2007 plus7$atillion for
announced purchases of gasd generating units. Estimated construction exiiteres are subject to periodic rev
and modification and may vary based on the ongeiffigcts of regulatory constraints, environmentautations
business opportunities, market volatility, econorimends, weather, legal reviews and the abilityatoess capit:
These construction expenditures will be fundedugloresults of operations and financing activities.

Financing Activities
Three Months Ended
March 31,
2007 2006
(in millions)
Issuance of Common Stock $ 54 $ 5
Issuance/Retirement of Debt, Net 35k 12¢




Dividends Paid on Common Stock (15%) (14¢€)
Other (19) 54
Net Cash Flows From Financing Activities $ 23t $ 42

Net Cash Flows From Financing Activities in 2007&v&235 million primarily due to $150 million of eh-term
commercial paper borrowings under our credit féesi and issuing $250 million of debt securitiese Yaid comma
stock dividends of $155 million. See Note 9 foroaplete discussion of long-term debt issuancegetimments.

Net Cash Flows From Financing Activities in 2006rev&42 million. During the first quarter of 2006ewssued $=
million of obligations relating to pollution confrbonds and increased our shtatm commercial paper outstandi
The Other amount of $54 million in the above tabtanarily consists of $68 million received from aat supplie
related to a long-term coal purchase contract aeeimdMarch 2006.

In April 2007, OPCo issued $400 million of threear floating rate notes at an initial rate of 3468ue in 2010. Tt
proceeds from this issuance will contribute to iowestment in environmental equipment.

Our capital investment plans for 2007 will requadditional funding from the capital markets.

Off-balance Sheet Arrangements

Under a limited set of circumstances we enter aftdbalance sheet arrangements to accelerate cashbtiarite reduc
operational expenses and spread risk of loss o parties. Our current guidelines restrict the ofseff-balance she
financing entities or structures to traditional mgieng lease arrangements and sales of customeuscreceivab
that we enter in the normal course of business.sigmificant off-balance sheet arrangements afelksvs:

December
March 31, 31,
2007 2007
(in millions)
AEP Credit Accounts Receivable Purchase Commitm¢ $ 54¢ % 53€
Rockport Plant Unit 2 Future Minimum Lease Paymen 2,36/ 2,36/
Railcars Maximum Potential Loss From Lease Agredn 31 31

For complete information on each of these off-badasheet arrangements see the “Off-balance Shesthgements”
section of “Management’s Financial Discussion amélésis of Results of Operations” in the 2006 ArrRiport.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2006 Annual Report and has not changegifgigntly
from year-end other than the debt issuances disduss'‘Cash Flow” and “Financing Activities” above.

Other
Texas REPs

As part of the purchase-asaie agreement related to the sale of our Texas REF002, we retained the right to sk
in earnings with Centrica from the two REPs abovthrashold amount through 2006 if the Texas ratarke
developed increased earnings opportunities. Wevetes20 million and $70 million payments in 2007da2006
respectively, for our share in earnings. The paymenreceived in 2007 was the final payment underdarning
sharing agreement.

SIGNIFICANT FACTORS



We continue to be involved in various matters descr in the “Significant Factors” section of Managmnt's
Financial Discussion and Analysis of Results of @pens in our 2006 Annual Report. The 2006 AnnBabpor
should be read in conjunction with this report nder to understand significant factors without matechanges i
status since the issuance of our 2006 Annual Relpatrimay have a material impact on our futureltes operation:
cash flows and financial condition.

Electric Transmission Texas LLC Joint Venture

In January 2007, we signed a participation agreémvéh MidAmerican Energy Holdings Company (MidAnean)
to form a joint venture company, Electric TransnossTexas LLC (ETT), to fund, own and operate ele
transmission assets in ERCOT. ETT filed with theCHUNn January 2007 requesting regulatory appravalperate ¢
an electric transmission utility in Texas, to tri@mdrom TCC to ETT approximately $76 million ofitrsmission asse
currently under construction and to establish aledale transmission tariff for ETT. ETT also regedsapprov
from the PUCT of initial rates based on an 11.28%irn on equity. A procedural schedule has beabkstied in th
case, with a hearing scheduled for June. We expfcal order from the PUCT in the third quarter.

TCC also made a regulatory filing at the FERC ibraary 2007 regarding the transfer of certain tmr@esion asse
from TCC to ETT. In April, the FERC authorized tinansfer.

Upon receipt of all required regulatory approv@gP Utilities, Inc., a subsidiary of AEP, and MEHE@xas Transc
LLC, a subsidiary of MidAmerican, each will acquaeb0 percent equity ownership in ETAEP and MidAmerica
plan for ETT to invest in additional transmissiamjects in ERCOT. The joint venture partners aptte investmen
in excess of $1 billion of joint investment in TexBRCOT Transmission projects could be construisyeBTT during
the next several years. The joint venture is gudieid to be formed and begin operations in thenskbalf of 2007
subject to regulatory approval from the PUCT arelRERC.

In February 2007, ETT filed an informational progbsvith the PUCT that addresses the CompetitiveeReible
Energy Zone initiative of the Texas Legislature amé\pril ETT filed detailed testimony and exhibgspporting thi
proposal. The proposal outlines opportunities ttigonal significant investment in transmissiosets in Texas.

We believe Texas can provide a high degree of adgul certainty for transmission investment due the
predetermination of ERCO%$'need based on reliability requirements and sggmf Texas economic growth as wel
public policy that supports “green generatiomitiatives, which require substantial transmissamtess. In addition.
streamlined annual interim transmission cost ofviser review process is available in ERCOT, whiathuee:
regulatory lag. The use of a joint venture struetwill allow us to share the significant capitatjueements for tr
investments, and also allow us to participate imentcansmission projects than previously anticigate

AEP Interstate Project

In January 2006, we filed a proposal with the FE&@ PJM to build a new 765 kV 55@iHe transmission line fro
West Virginia to New Jersey. The 765 kV line isigasd to reduce PJM congestion costs by substnimaproving
westeast transfer capability by approximately 5,000 MMfing peak loading conditions and reducing trassiar
line losses by up to 280 MW. The project would asbance reliability of the Eastern transmissiad.grhe projecte
cost for the project, as oringally proposed to Pivapproximately $3 billion. The project is sulijgg PIJM and sta
approvals, and FERC approvals of incentive costwexy mechanisms. The projectedsirvice date assumes e
years for siting and construction. Due to PJM'sdneereview and evaluate the project in conjunctath othe
proposed projects, the projected in-service dateovg 2015. This assumes approval by the PJM Baardid-2007
followed by approval by the FERC on initial ratgstbe end of 2007.

We were the first entity to file with the Departniesf Energy (DOE) seeking to have the route of appsel



transmission project designated as a NationaldsteElectric Transmission Corridor (NIETC). The EjyePolicy Ac
of 2005 provides for NIETC designation for areapeziencing electric energy transmission capacitystaints c
congestion that adversely affects consumers. Inuau@006, the DOE issued théNdtional Interest Electr
Transmission Congestion Study.” In this study, D@Hicated that the middtlantic Coastal area, which the A
Interstate Project is designed to reinforce, is afnhe two most critical congestion areas in tagam. In April 2007
the DOE approved the militlantic Coastal area as a NIETC which includeséehgre proposed 765 kV transmiss
line.

In July 2006, pursuant to our request, the FER®@igea that the new line is included in PHWormal Region:
Transmission Expansion Plan to be finalized in 200 conditionally approved incentives include &ajeturn o
equity set at the high end of the “zone of reastmass”; b) the timely recovery of the cost of capital dgrithe
construction period; and (c) the ability to defedaecover costs incurred during the pre-constaciind presperating
period. Since the FERC has clarified that the mtojeialifies for these rate incentives, we expeqgirbpose rates tr
will capture the incentives in a future FERC ralied.

In April 2007, we signed a memorandum of understap@IOU) with Allegheny Energy Inc. to form a jaisenture
company to build and own certain electric transmisassets within PJM including the first half bétWest Virginia -
New Jersey line proposed by AEP in January 2006deUthe terms of the MOU, the joint venture conypaiil build
and own approximately 250 miles of 765kV transnoisdines from AEP's Amos station to the Marylanddao. The
MOU does not include any provisions for the remamdf the AEP Interstate Project proposal from diieny"
Kemptown station to New Jersey. We expect to exedefinitive agreements for the joint venture wittegheny
Energy Inc. by mid-2007 and anticipate the joirmtuee will begin activities in the second half &7 .

Texas Restructuring

TCC recovered its net recoverable stranded geparatists through a securitization financing ancefanding its ne
other truedp items through a CTC rate rider credit under 2BQ&ET orders. TCC appealed the PUCT stranded
true-up orders seeking relief in both state and fedmyatt on the grounds that certain aspects of tbersrare contra
to the Texas Restructuring Legislation, PUCT rulkimgs, federal law and fail to fully compensate T&LC its ne
stranded cost and other true-up items. The sigmfidems appealed by TCC are:

» The PUCT ruling that TCC did not comply with thatste and PUCT rules regarding the required auctidrb%
of its Texas jurisdictional installed capacity, wiiled to a significant disallowance of capacitgtaan trueup
revenues,

» The PUCT ruling that TCC acted in a manner that @msmercially unreasonable, because it failed terdene
minimum price at which it would reject bids for thale of its nuclear generating plant and it bushalat of the
money gas units with the sale of its coal unit,ckhlied to the disallowance of a significant portafiTCC’s ne
stranded generation plant cost, and

» The two federal matters regarding the allocationfésystem sales related to fuel recoveries and thenpat ta
normalization violation.

Municipal customers and other intervenors also algoethe PUCT true-up orders seeking to furtheuecedTCCs
true-up recoveries. On February 1, 2007, the Texas iBtisfiourt judge hearing the various appeals issadelte
containing his preliminary determinations. He gafigraffirmed the PUCT’s April 4, 2006 final trugp order for TC(
with two significant exceptions. The judge deteredrthat the PUCT erred when it determined T<C€lranded cao
using the sale of assets method instead of thesExX€est Over Market (ECOM) method to value TE€®Xiclear plan
The judge also determined that the PUCT erred vitheancluded it was required to use the carryingf cate specifie
in the trueup order. However, the District Court did not rthat the carrying cost rate was inappropriate. Hectec
that these matters should be remanded to the PWCdetiermine their specific impact on TCC’s futuraetup
revenues.



In March 2007, the District Court judge reversed barlier preliminary decision and concluded thie sd asse
method to value TCG' nuclear plant was appropriate. The District Couaige did not reconsider his prelimin
ruling that the PUCT erred when it concluded it weguired to use the carrying cost rate specifieithé truedp order
The District Court judge also determined the PU@prioperly reduced TCG’net stranded plant costs from the sa
its generating units through the commercial unreableness disallowance, which could have a materf@orable
effect on TCC. Management cannot predict the ulintaitcome of any future court appeals or any &utemande
PUCT proceeding. If the District Cousttarrying cost rate remand ruling is ultimatelyeilol on appeal and reman
to the PUCT for reconsideration, the PUCT coultezitconfirm the existing weighted average carryogt (WACC
rate or redetermine a new rate. If the PUCT chanigegate, it could result in a material adversangfe to TCC
recoverable carrying costs, results of operatioash flows and financial condition. TCC, the PUGI antervenor
appealed the District Court ruling to the CourtAgipeals. Management cannot predict what actioremyf the PUC
will take regarding the carrying costs.

If TCC ultimately succeeds in its appeals, it cob&ye a favorable effect on future results of of@ng, cash flow
and financial condition. If municipal customers aather intervenors succeed in their appeals, itlccdwave
substantial adverse effect on future results ofatpns, cash flows and financial condition.

SECA Revenue Subject to Refund

We ceased collecting through-aadt transmission service (T&O) revenues in accordawith FERC orders a
implemented SECA rates to mitigate the loss of Ti®@2enues from December 1, 2004 through March 306 2@hel
SECA rates expired. Intervenors objected to the SEdTes, raising various issues. In August 2006,AhJ issued &
initial decision, finding that the rate design tbe recovery of SECA charges was flawed and tleatgee portion of th
“lost revenues'reflected in the SECA rates was not recoverable AhJ found that the SECA rates charged \
unfair, unjust and discriminatory and that new cbamee filings and refunds should be made.

Since the implementation of SECA rates in Decen#t¥¥4, the AEP East companies recorded approxim&ly
million of gross SECA revenues, subject to refuide AEP East companies have reached settlemertiscetitair
customers related to approximately $70 million afcts revenues. The unsettled gross SECA revenued
approximately $150 million. If the AL§’initial decision is upheld in its entirety, it wid disallow $126 million of th
AEP East companiesinsettled gross SECA revenues. In the second hab@6, the AEP East companies provids
reserve of $37 million in net refunds.

In September 2006, AEP, together with Exelon ared Dlayton Power and Light Company, filed an extemgos
hearing brief and reply brief noting exceptionshte ALJ’s initial decision and asking the FERC to revensedecisio
in large part. Managemehelieves that the FERC should reject the initiaisien because it is contrary to prior relz
FERC decisions, which are presently subject toaghg. Furthermore, management believes the @\ffididings o
key issues are largely without merit. Although ngeraent believes they have meritorious argumentsagemer
cannot predict the ultimate outcome of any futuBERE proceedings or court appeals. If the FERC adibgt ALJS
decision, it will have an adverse effect on futresults of operations and cash flows.

Virginia Restructuring

In April 2004, Virginia enacted legislation thatterded the transition period for electricity restrwing, including
capped rates, through December 31, 2010. The &bigisl provides APCo with specified cost recoverpapunitie:
during the capped rate period, including two omidmundled general base rate changes and an oppyrfor timely
recovery, through a separate rate mechanism, t#icencremental environmental and reliability costcurred on ar
after July 1, 2004. Under the restructuring law,CdPcontinues to have an active fuel clause reconeghanism i
Virginia and continues to practice deferred fualamting. Also, under the restructuring law, AP@bedls increment
environmental generation costs and incremental Té&liability costs for future recovery, to the extesunich costs a
not being recovered when incurred, and amortizesrgon of such deferrals commensurate with recpver



In April 2007, the Virginia legislature adopted @ntprehensive law providing for the re-regulatioret#ctric utilities’
generation/supply rates. The amendments shortetrahsition period by two years (from 2010 to 20@8&gr whict
rates for retail generation/supply will return tdosm of costbased regulation. The legislation provides for, ag
other things, biennial rate reviews beginning ir020rate adjustment clauses for the recovery ofcthss of (e
transmission services and new transmission inveginig) Demand Side Management, load managemetteerg
efficiency programs, (c) renewable energy prograans, (d) environmental retrofit and new generatiorestment:
significant return on equity enhancements for lanyestments in new generation and a floor on tlusvad return o
equity based on the average earned return on esjwfiregional vertically integrated electric utilisieEffective Jul
1, 2007, utilities will retain a minimum of 25% tife margins from ofystem sales with the remaining margins 1
such sales credited against the fuel factor. Theslktion also allows APCo to continue to defer aredove
incremental environmental and reliability costsuimed through December 31, 2008. APCo expectsning form o
costbased ratemaking should improve its annual retaraquity and cash flow from operations when newmaiking
begins in 2009. However, with the return of costdmhregulation, APCe’ generation business will again meet
criteria for application of regulatory accountingingiples under SFAS 71. Results of operations &ndncia
condition could be adversely affected when APCepiired to reestablish certain net regulatory liabilities apahte
to its generation/supply business. The timing aathiags effect from such reapplication of SFAS @égulaton
accounting for APCo’s Virginia generation/supplysimess are uncertain at this time.

New Generation

In March 2005, CSPCo and OPCo filed a joint applbcawith the PUCO seeking authority to recovertsaslated t
building and operating a 629 MW IGCC power planingscleaneoal technology. The application proposed t
phases of cost recovery associated with the IG@@GtpPhase 1, recovery of $24 million in manastruction cos
during 2006; Phase 2, concurrent recovery of coostm{inancing costs; and Phase 3, recovery or refur
distribution rates of any difference between thekeigbased standard service offer price for generatihtiae cost ¢
operating and maintaining the plant, including tume on and return of the ultimate cost to congtihe plant
originally projected to be $1.2 billion, along wifbiel, consumables and replacement power costs. pfgose
recoveries in Phases 1 and 2 would be applied stgdia 4% limit on additional generation rate iases CSPCo a
OPCo could request under their RSPs.

In April 2006, the PUCO issued an order authoriz8§PCo and OPCo to implement Phase 1 of the cosveg
proposal. In June 2006, the PUCO issued anothar @pproving a tariff to recover Phase 1 po@struction cos
over no more than a twelmenth period effective July 1, 2006. Through Mag&® 2007, CSPCo and OPCo €
recorded presonstruction IGCC regulatory assets of $10 milleoxd each recovered $9 million of those costs. C!
and OPCo will recover the remaining amounts throdighe 30, 2007. The PUCO indicated that if CSP@bQ@RAC
have not commenced a continuous course of constnuct the IGCC plant within five years of the Juz@6 PUC(
order, all charges collected for prenstruction costs, associated with items that beaytilized in IGCC projects
other sites, must be refunded to Ohio ratepayetis interest. The PUCO deferred ruling on Phasesid 3acos
recovery until further hearings are held. A dateftwther rehearings has not been set.

In August 2006, the Industrial Energy Users, Ohams§limersCounsel, FirstEnergy Solutions and Ohio Energy @
filed four separate appeals of the PUCO’s ordahenIGCC proceeding. CSPCo and OPCo believe tleaPthCO%
authorization to begin collection of Phase 1 ra&gdawful. Management, however, cannot predictdbheome of thes
appeals. If the PUCQO’s order is found to be unlaw@SPCo and OPCo could be required to refund Phasst-
related recoveries.

In January 2006, APCo filed a petition with the WBPrequesting its approval of a Certificate of RuBlonvenienc
and Necessity to construct a 629 MW IGCC plant @eh)ato APCas existing Mountaineer Generating Statio
Mason County, WV. In January 2007, at APCo’s requiee WVPSC issued an order delaying the Commissio
deadline for issuing an order on the certificateDicember 2007. Through March 31, 2007, APCo defepre-



construction IGCC costs totaling $10 million. Ietplant is not built and these costs are not reate, future resul
of operations and cash flows would be adverseklctdd.

In December 2005, SWEPCo sought proposals for neakipg, intermediate and base load generation tonkiee
between 2008 and 2011. In May 2006, SWEPCo anndupless to construct new generation to satisfydin@mand
of its customers. SWEPCo will build up to 480 MWsirhplecycle natural gas combustion turbine peaking gdios
in Tontitown, Arkansas and will build a 480 MW coméd-cycle natural gas fired plant at its existing ArgleHill
Power Plant in Shreveport, Louisiana. SWEPCo alaaspto build a new 600 MW base load coal plantywhich
SWEPCO0’s investment will be 73%, in Hempstead CpuAtkansas by 2011 to meet the lomegm generation nee
of its customers. Preliminary cost estimates forERM@os share of the new facilities are approximatelyd $dillion
(this total excludes the related transmission itmest and AFUDC). These new facilities are subjectegulator
approvals from SWEPCs'three state commissions. The peaking generadiility in Tontitown, Arkansas has be
approved by all three state commissions and Undas@4 are projected to be online in July 2007 thedremainin
two units by 2008. Construction is expected to begi2007 on the intermediate and base load fesliipon approv
from the state regulatory commissions. Expenditueégted to construction of these facilities arpested to total $3¢
million in 2007.

In September 2005, PSO sought proposals for nekimegeneration to be online in 2008, and in DecenD0!
PSO sought proposals for base load generation tonbee in 2011. PSO received proposals and evedutios
proposals meeting the Request for Proposal critgitla oversight from a neutral third party. In MAr@006, PSt
announced plans to add 170 MW of peaking generatiots Riverside Station plant in Jenks, Oklahonteere PS¢
will construct and operate two 85 MW simpmgele natural gas combustion turbines. Also in Mag006, PSt
announced plans to add 170 MW of peaking generdtioils Southwestern Station plant in Anadarko, abkim:
where they will construct and operate two 85 MW m@ercycle natural gas combustion turbines. Comk
preliminary cost estimates for these additions agproximately $120 millionln April 2007, the OCC approvec
settlement agreement regarding these new peakitgy The settlement agreement provides for recowégypurchas
fee of $35 million to be paid by PSO to Lawton Cogmation, LLC (Lawton) and for all rights to Lawtan
cogeneration facility for permits, options and ewgring studies. PSO will record the purchase fea aegulator
asset and recover it through a rider over a tlypza-period with a carrying charge of 8.25% begignn Septemb:
2007. In addition, PSO will recover the traditioralsts associated with plant in service of these peaking unit:
Such costs will be recovered through the riderlwust recovery occurs through base rates or famates in
subsequent proceeding. PSO must file a rate cabanwighteen months of the beginning of recovarpuagh the ride
unless the OCC approves a formula-based rate misohémat provides for recovery of the peaking units

In July 2006, PSO announced plans to enter a yanture with Oklahoma Gas and Electric Company (G&JH&nc
Oklahoma Municipal Power Authority (OMPA) where OG&will construct and operate a new 950 MW clueglec
electricity generating unit near Red Rock, Oklaho30O will own 50% of the new unit. PSO, OG&E aniliEA
signed an agreement in February 2007 with Red RemWker Partners to begin the first phase of theept
Preliminary cost estimates for 100% of the newlitgcare approximately $1.8 billion, and the urstexpected to |
online no later than the first half of 2012. Thesaw facilities are subject to regulatory approvaint the OCC
Construction of all of these additions is expectedoegin in 2007. Expenditures related to consioacbf thes
facilities are expected to total $125 million in0Z0

In November 2006, CSPCo agreed to purchase Damxtriel Generating Station (Darby) from DPL EnergiC, a
subsidiary of The Dayton Power and Light Company,#102 million. CSPCo completed the purchase inl&007.
The Darby plant is located near Mount Sterling,ddund is a natural gas, simple cycle power plath wigeneratir
capacity of 480 MW. The purchase of Darby is aonemically efficient way to provide peaking geneatto ou
customers at a cost below that of building a nemmarable plant.

In January 2007, AEGCo agreed to purchase LawremgeBenerating Station (Lawrenceburg) from an iatll o
Public Service Enterprise Group (PSEG) for apprately $325 million and the assumption of liabilitiei



approximately $2 million. The transaction is exgecto close in May 2007. The Lawrenceburg plaribcated ir
Lawrenceburg, Indiana, adjacent to 1&\Tanners Creek Plant, and is a natural gas, cadloycle power plant wi
a generating capacity of 1,096 MW. AEGCo plansd the power to CSPCo through a FERB@proved purcha
power contract.

Litigation

In the ordinary course of business, we and ouridigiges are involved in employment, commercialyisnmenta
and regulatory litigation. Since it is difficult foredict the outcome of these proceedings, we dastate what tr
eventual outcome of these proceedings will be, loatwhe timing of the amount of any loss, fine englty may b¢
Management does, however, assess the probabillssffor such contingencies and accrues a lighit cases th:
have a probable likelihood of loss and the losswarhoan be estimated. For details on regulatorggedings and o
pending litigation see Note 4 - Rate Matters, N6te Commitments, Guarantees and Contingencies an
“Litigation” section of “Management’s Financial @igssion and Analysis of Results of Operations’the 2001
Annual Report. Additionally, see Note 3 - Rate Medtand Note 4 Eommitments, Guarantees and Contingel
included herein. Adverse results in these procgsdirave the potential to materially affect the ssof operation:
cash flows and financial condition of AEP and itbsidiaries.

See discussion of the “Environmental Litigation'thin the “Environmental Matters” section of “Sigicéint Factors.”

Environmental Matters

We are implementing a substantial capital investnpeagram and incurring additional operational sast compl
with new environmental control requirements. Therses of these requirements include:

« Requirements under the Clean Air Act (CAA) to reglgenissions of sulfur dioxide (S£), nitrogen oxide (N
« ), particulate matter (PM) and mercury from foésél-fired power plants; and

» Requirements under the Clean Water Act (CWA) taucedthe impacts of water intake structures on &
species at certain of our power plants.

In addition, we are engaged in litigation with respto certain environmental matters, have beeifiewdf potentia
responsibility for the cleaop of contaminated sites and incur costs for digpo$ spent nuclear fuel and fut
decommissioning of our nuclear units. We are alsmitoring possible future requirements to reduadaa dioxid¢
(CO , ) emissions to address concerns about global @inchainge. All of these matters are discussed |
“Environmental Matters” section of “Management’siéncial Discussion and Analysis of Results of Opena” in the
2006 Annual Report.

Environmental Litigation

New Source Review (NSR) Litigatioln 1999, the Federal EPA and a number of stated tibmplaints alleging tr
APCo, CSPCo, I&M, OPCo and other nonaffiliateditigi$ including the Tennessee Valley Authority, Bdana Powe
Company, Cincinnati Gas & Electric Company, Ohidsed Company, Southern Indiana Gas & Electric Camyj
lllinois Power Company, Tampa Electric Company,gifita Electric Power Company and Duke Energy, med
certain units at codired generating plants in violation of the NSR uggments of the CAA. A separate laws
initiated by certain special interest groups, hesnbconsolidated with the Federal EPA case. Sesndar complaint
were filed in 1999 and thereafter against nonati@d utilities including Allegheny Energy, Easté&eantucky Electrir
Cooperative, Public Service Enterprise Group, Sarfteoper, Wisconsin Electric Power Company, MirdRG
Energy and Niagara Mohawk. Several of these cases msolved through consent decrees. The allegedioation:s
at our power plants occurred over a tweydar period. A bench trial on the liability issugas held during 200
Briefing has concluded. In June 2006, the judggestahe liability decision pending the issuance afecision by tr
U.S. Supreme Court in the Duke Energy case.



Under the CAA, if a plant undertakes a major maaifion that directly results in an emissions inseggermittin
requirements might be triggered and the plant mayelguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec
components, or other repairs needed for the reljaaife and efficient operation of the plant.

Courts that considered whether the activitiessatadn these cases are routine maintenance, repagplacement, al
therefore are excluded from NSR, reached diffecentlusions. Similarly, courts that considered \ubkethe activitie
at issue increased emissions from the power plaaished different results. Appeals on these aneraisues we
filed in certain appellate courts, including a peti to appeal to the U.S. Supreme Court that wastgd in the Duk
Energy case. The Federal EPA issued a final ridé would exclude activities similar to those chadjed in thes
cases from NSR as “routine replacemeniis.March 2006, the Court of Appeals for the Didta¢ Columbia Circui
issued a decision vacating the rule. The Courtatkthie Federal EPA’request for rehearing, and the Federal EP/
other parties filed a petition for review by theSU.Supreme Court. In April 2007, the Supreme Cdertied th
petition for review. The Federal EPA also propoaedle that would define “emissions increasesa way that woul
exclude most of the challenged activities from NSR.

On April 2, 2007, the U.S. Supreme Court reversedRourth Circuit Court of Appealslecision that had suppor
the statutory construction argument of Duke Enengigs NSR proceeding. In a unanimous decision,Gbert rulec
that the Federal EPA was not obligated to defin@jgmmodification”in two different CAA provisions in the sal
way. The Court also found that the Fourth Circuitterpretation of “major modificationds applying only to projec
that increased hourly emission rates amounted toaiidation of the relevant Federal EPA regulasipwhich unde
the CAA can only be challenged in the Court of Agdpewithin 60 days of the Federal EPA rulemakinge TU.S
Supreme Court did acknowledge, however, that Dukergy may argue on remand that the Federal EPAbber
inconsistent in its interpretations of the CAA dhd regulations and may not retroactively changge2is of accept:
practice.

In addition to providing guidance on certain of therits of the NSR proceedings brought against ARZ3IPCo, I1&N
and OPCo in U.S. District Court for the Southerstbet of Ohio, the U.S. Supreme Cosrissuance of a ruling in t
Duke Energy cases has an impact on the timing oN&R proceedings. First, the court in the casevfuch a trial ol
liability issues has been conducted has indicatethi@nt to issue a decision on liability. Secotiey bench trial ¢
remedy issues, if necessary, is likely to be scleeldio begin in the third quarter of 2007.

We are unable to estimate the loss or range ofrlelaged to any contingent liability, if any, weght have for civi
penalties under the CAA proceedings. We are alsdlerto predict the timing of resolution of thesattars due to tt
number of alleged violations and the significantiver of issues to be determined by the court. [fdeenot prevai
we believe we can recover any capital and operatogis of additional pollution control equipmenatthmay b
required through regulated rates and market pfmeslectricity. If we are unable to recover sudsts or if materi
penalties are imposed, it would adversely affeduri results of operations, cash flows and possibigncia
condition.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section“®fanagement Financial Discussion and Analysis of Resuli
Operations”in the 2006 Annual Report for a discussion of tlséineates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremer
benefits and the impact of new accounting pronoonecgs.

Adoption of New Accounting Pronouncements

FIN 48 clarifies the accounting for uncertaintyimcome taxes recognized in an enterpas@iancial statements



prescribing a recognition threshold (whether apagition is more likely than not to be sustainedhaut which, th
benefit of that position is not recognized in theahcial statements. It requires a measurementrdetation fol
recognized tax positions based on the largest atrafurenefit that is greater than 50 percent likeflyoeing realize
upon ultimate settlement. FIN 48 also provides gna on derecognition, classification, interest pedalties
accounting in interim periods, disclosure and titeots FIN 48 requires that the cumulative effe€tapplying thit
interpretation be reported and disclosed as arsad@nt to the opening balance of retained earrforghat fiscal yee
and presented separately. We adopted FIN 48 efted@nuary 1, 2007. The effect of this interpretaton ou
financial statements was an unfavorable adjustriergtained earnings of $17 million. See “FIN 48ctounting fo
Uncertainty in Income Taxes” and FASB Staff PositidN 484 "Definition of Settlement in FASB Interpretatidvo.
48" section of Note 2 and see Note 8 - Income $axe




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

As a major power producer and marketer of wholesketricity, coal and emission allowances, oulitytOperation:
segment is exposed to certain market risks. Thiske include commaodity price risk, interest ratkrand credit risl
In addition, we may be exposed to foreign curreexghange risk because occasionally we procure waiservice
and materials used in our energy business fromgiorguppliers. These risks represent the risk 6 that may impa
us due to changes in the underlying market priceates.

All Other includes gas operations which holds famvgas contracts that were not sold with the gaelpie an
storage assets. These contracts are primarily diabderivatives, along with physical contracts,iethwill gradually
liquidate and completely expire in 2011. Our ridjextive is to keep these positions generally risltral throug
maturity.

Our Generation and Marketing segment holds powkr santracts to commercial and industrial customeane
wholesale power trading and marketing contracteiwiERCOT.

We employ risk management contracts including majdorward purchase and sale contracts, exchautgeet an
options, over-the&ounter options, swaps and other derivative cotgréx offset price risk where appropriate.
engage in risk management of electricity, gas,,@al emissions and to a lesser degree other coit@sogassociate
with our energy business. As a result, we are stilte price risk. The amount of risk taken is detieed by th
commercial operations group in accordance withntfagket risk policy approved by the Finance Comrnaitbé ou
Board of Directors. Our market risk managementf stafependently monitors our risk policies, procetuand ris
levels and provides members of the Commercial Qe Risk Committee (CORC) various daily, weekhydéni
monthly reports regarding compliance with policie®sjts and procedures. The CORC consists of oasiBent -AEF
Utilities, Chief Financial Officer, Senior Vice Rident of Commercial Operations and Treasurer. \dmmmercie
activities exceed predetermined limits, we modif tpositions to reduce the risk to be within thaité unles
specifically approved by the CORC.

We actively participate in the Committee of ChiekROfficers (CCRO) to develop standard disclosusrisk
management activities around risk management adetrarhe CCRO adopted disclosure standards for
management contracts to improve clarity, understanand consistency of information reported. Wepsupthe worl
of the CCRO and embrace the disclosure standaplEalple to our business activities. The followitadples provid
information on our risk management activities.

Mark -to-Market Risk Management Contract Net Assets (Liabiliies)

The following two tables summarize the various m@rnarket (MTM) positions included on our condenselhiee
sheet as of March 31, 2007 and the reasons forgelsaim our total MTM value included on our condehbalanc
sheet as compared to December 31, 2006.

Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheet
March 31, 2007

(in millions)
Sub-Total PLUS: MTM
Generation MTM Risk of Cash Flow
Utility and Management and Fair

Operations Marketing All Other Contracts Value Hedges Total




Current Assets $ 31¢€ $ 3C$ 121 $ 47C $ 6% 47¢

Noncurrent Asset 21C 21 11C 341 1C 351
Total Assets 52¢ 51 231 811 16 827
Current Liabilities (22¢) (35) (220) (38%) (20) (403)
Noncurrent Liabilities (92 (8) (217 (217) )] (219)
Total Liabilities (320 (43) (237) (600) (22 (622)
Total MTM
Derivative

Contract Net Assets

(Liabilities) $ 20¢ $ 8 % 6% 211 % 6% 20¢E

MTM Risk Management Contract Net Assets (Liabilities)
Three Months Ended March 31, 2007

(in millions)
Generation
Utility and
Operations Marketing All Other Total

Total MTM Risk Management Contract Net
Assets (Liabilities) at December 31, 2006 $ 23€ $ 2 $ (5) $ 23¢
(Gain) Loss from Contracts Realized/Settled
During

the Period and Entered in a Prior Period (23 - - (23)

Fair Value of New Contracts at Inception
When Entered

During the Period (a) 1 3 - 4
Net Option Premiums Paid/(Received)
Unexercised or Unexpired Option Contracts
Entered During The Period - - - -
Changes in Fair Value Due to Valuation
Methodology

Changes on Forward Contracts - - - -
Changes in Fair Value Due to Market Fluctuatit

During

the Period (b) 5 3 (@H)] 7
Changes in Fair Value Allocated to Regulated
Jurisdictions (c) (10) - - (10)
Total MTM Risk Management Contract Net
Assets (Liabilities) at March 31, 2007 $ 20€ % 8 $ (6) 211
Net Cash Flow and Fair Value Hec Contracts (6)
Total MTM Risk Management Contract Net
Assets at March 31, 2007 $ 20k

(a) Reflects fair value on lonterm contracts which are typically with customdrattseek fixed pricing to limit the
risk against fluctuating energy prices. Incepti@ue is only recorded if observable market datalmawbtaine
for valuation inputs for the entire contract terfine contract prices are valued against market suagsociate
with the delivery location and delivery term.

(b) Market fluctuations are attributable to varioustéas such as supply/demand, weather, storage, etc.



(c) “Change in Fair Value Allocated to Regulated Judsons” relates to the net gains (losses) of those costtha
are not reflected on the Condensed Consolidata@r8¢mts of Income. These net gains (losses) aceded a
regulatory assets/liabilities for those subsidmtleat operate in regulated jurisdictions.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets (Liabilities)

The following table presents:

(external sources or modeled internally).

and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets (Liabilities)
Fair Value of Contracts as of March 31, 2007

The method of measuring fair value used in detengithe carrying amount of our total MTM assetiability

The maturity, by year, of our net assets/liab#ifito give an indication of when these MTM amoumils settle

(in millions)
Remaindet After
2007 2008 2009 2010 2011 2011 Total

Utility Operations:
Prices Actively Quoted - Exchange Traded
Contracts $ 14 $ 1% 2% -$ -9 -$ 17
Prices Provided by Other External Sources -

OTC Broker Quotes (a) 85 50 33 14 - - 182
Prices Based on Models and Other V aluatior
Methods (b) (18) (7) 9 17 4 5 1C
Total $ 81$ 44% 44% 31% 4 $ 5$ 20¢
Generation and Marketing:
Prices Actively Quoted - Exchange Traded
Contracts $ (5)%$ 4)$ 19 -$ -$ -$ (8)
Prices Provided by Other External Sources -

OTC Broker Quotes (a) (©)) 8 1 - - - 6
Prices Based on Models and Other Valuation
Methods (b) 3 6 (2) - - 2 1C
Total $ 5% 10% 19 - $ -$ 2% 8
All Other:
Prices Actively Quoted - Exchange Traded
Contracts $ 4% -$ -9 -9 -9 -9 4
Prices Provided by Other External Sources -

OTC Broker Quotes (a) 3 - - - - - ©)]
Prices Based on Models and Other Valuation
Methods (b) - Q) (4) (4) 2 - (7)
Total $ 1$ 1$ (G)ES (G)ES 29 - $ (6)
Total:
Prices Actively Quoted - Exchange Traded
Contracts $ 13 $ (3)% 3% -$ -9 -$ 13

Prices Provided by Other External Sources -



OTC Broker Quotes (a) 79 58 34 14 - - 18t
Prices Based on Models and Other V aluation

Methods (b) (15) 2 4 13 6 7 13
Total $ 77% 53% 4138 279 6% 7% 211
(a) Prices Provided by Other External Sources €@Foker Quotes reflects information obtained frower-the-

(b)

counter brokers (OTC), industry services, or midtiparty online platforms.

Prices Based on Models and Other Valuation Metl®dsed in the absence of pricing information frexterna
sources. Modeled information is derived using vidumamodels developed by the reporting entity, aetihc
when appropriate, option pricing theory, discountegh flow concepts, valuation adjustments, etd. raay
require projection of prices for underlying comntei beyond the period that prices are availaldenfthird-
party sources. In addition, where external pridmigrmation or market liquidity is limited, such luations ar
classified as modeled.

Contract values that are measured using modelsloation methods other than active quotes or OTdken
guotes (because of the lack of such data for divety quantities, locations and periods) incorperan the
model or other valuation methods, to the extensids, OTC broker quotes and active quotes fovdaks ir
years and at locations for which such quotes aadadole.

The determination of the point at which a markehaslonger liquid for placing it in the modeled egory in th
preceding table varies by market. The followingdateports an estimate of the maximum tenors (eshtmaturities
of the liquid portion of each energy market.

Maximum Tenor of the Liquid Portion of Risk Management Contracts
As of March 31, 2007

Commodity Transaction Class Market/Region Tenor
(in Months)
Natural Gas Futures NYMEX / Henry Hub 60
Physical Forwards Gulf Coast, Texas 19
Swaps Northeast, Mi-Continent, Gulf Coast, Texas 19
Exchange Option Volatility NYMEX / Henry Hub 12
Power Futures AEP East - PIM 33
Physical Forwards AEP East 45
Physical Forwards AEP West 33
Physical Forwards West Coast 33
Peak Power Volatility (Options)AEP East - Cinergy, PIM 12
Emissions Credits SO,, NO, 33
Coal Physical Forwards PRB, NYMEX, CSX 33

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens




Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may use varammsmodity instruments designated in qualifying cietv hedgt
strategies to mitigate the impact of these fluatunest on the future cash flows. We do not hedge@hmodity pric
risk.

We use interest rate derivative transactions toagarinterest rate risk related to existing varialle debt and
manage interest rate exposure on anticipated borgsvof fixed-rate debt. We do not hedge all inderate exposure.

We use forward contracts and collars as cash fledgls to lock in prices on certain transactionooemated il
foreign currencies where deemed necessary. Wetdwedge all foreign currency exposure.

The following table provides the detail on desiguateffective cash flow hedges included in AOCloom Condense
Consolidated Balance Sheets and the reasons fagebkan cash flow hedges from December 31, 200@ach 31
2007. The following table also indicates what portof designated, effective hedges are expectdxz taeclassifie
into net income in the next 12 months. Only confraesignated as cash flow hedges are recorde®@ @l AT herefore
economic hedge contracts which are not designasedffactive cash flow hedges are markednriarket and ai
included in the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity for Cash Flow Hedges
Three Months Ended March 31, 2007
(in millions)
Interest
Rate and
Foreign
Power Currency Total

Beginning Balance in AOCI, December 31,

2006 $ 17 $ (23) % (6)
Changes in Fair Value (15) - (15)
Reclassifications from AOCI to Net Income for

Cash Flow Hedges Settled (7) - (7)
Ending Balance in AOCI, March 31, 2007 $ (5) % (23) % (28)

After Tax Portion Expected to be Reclassified
to Earnings During Next 12 Months $ (10) $ 1) $ (11)

Credit Risk

We limit credit risk in our marketing and tradingtigities by assessing creditworthiness of potérmdaunterpartie
before entering into transactions with them andtiooimg to evaluate their creditworthiness aftemsactions ha
been initiated. Only after an entity meets ourrimé credit rating criteria will we extend unsealireredit. We us
Moody’s Investors Service, Standard & Pso&and qualitative and quantitative data to asdesgimancial health «
counterparties on an ongoing basis. We use oulysisalin conjunction with the rating agenciesformation, t
determine appropriate risk parameters. We alsanegash deposits, letters of credit and parernlita#f guarantees
security from counterparties depending upon creakdity in our normal course of business.

We have risk management contracts with numeroustequarties. Since open risk management contraetsaue:
based on changes in market prices of the relatednamlities, our exposures change daily. As of M&th2007, ot
credit exposure net of credit collateral to sukestment grade counterparties was approximatel\?3. Expressed
terms of net MTM assets and net receivables. Adath 31, 2007, the following table approximates caunterpart



credit quality and exposure based on netting acrossmodities, instruments and legal entities whagglicable (ii
millions, except number of counterparties):

Exposure Number of  Net Exposure

Before Counterparties of
Credit Credit Net >10% of  Counterparties

Counterparty Credit Quality Collateral Collateral Exposure Net Exposure >10%
Investment Grade $ 665 $ 10z $ 562 1% 72
Split Rating 7 2 5 2 4
Noninvestment Grad 7 - 7 2 7
No External Ratings

Internal Investment Grade 15 - 15 3 11
Internal Noninvestment Grade 45 33 12 2 8
Total as of March 31, 2007 $ 73¢$ 137% 60z 10% 10z
Total as of December 31, 2006 $ 99¢ $ 161% 837 9% 16¢

Generation Plant Hedging Information

This table provides information on operating measuegarding the proportion of output of our geti@nafacilities
(based on economic availability projections) ecomatty hedged, including both contracts designaaedcash floy
hedges under SFAS 133 and contracts not desigaatedsh flow hedges. This information is forwkooking ant
provided on a prospective basis through DecembeP@19. This table is a point-time estimate, subject to chan
in market conditions and our decisions on how tnage operations and risk. “Estimated Plant Outpetigéd”
represents the portion of MWHSs of future generdporduction, taking into consideration scheduleahpbutages, fi
which we have sales commitments or estimated reopgint obligations to customers.

Generation Plant Hedging Information
Estimated Next Three Years
As of March 31, 2007

Remainder
2007 2008 2009
Estimated Plant Output Hedged 93% 89% 90%

VaR Associated with Risk Management Contracts

Commodity Price Risk

We use a risk measurement model, which calculatdgevat Risk (VaR) to measure our commodity prisk in the
risk management portfolio. The VaR is based onvidmganceeovariance method using historical prices to edi
volatilities and correlations and assumes a 95%id®emce level and a ongay holding period. Based on this V
analysis, at March 31, 2007, a near term typicahgle in commodity prices is not expected to haveterial effect o
our results of operations, cash flows or financ@idition.

The following table shows the end, high, averagelaw market risk as measured by VaR for the periadicated:
VaR Model

Three Months Ended Twelve Months Ended
March 31, 2007 December 31, 2006
(in millions) (in millions)



End High Average Low End High Average Low
$2 $6 $2 $1 $3 $10 $3 $1

The High VaR for 2006 occurred in malagust during a period of high gas and power viiatiThe following day
positions were flattened and the VaR was signifiyaneduced.

Interest Rate Risl

We utilize a VaR model to measure interest rateketaisk exposure. The interest rate VaR modeaised on a Mon
Carlo simulation with a 95% confidence level andreeyear holding period. The volatilities and corredas wer:
based on three years of daily prices. The riskodémtial loss in fair value attributable to our egpre to interest ratt
primarily related to londerm debt with fixed interest rates, was $873 wnilat March 31, 2007 and $870 millior
December 31, 2006. We would not expect to liquidateentire debt portfolio in a ongar holding period. Therefo
a near term change in interest rates should noemaly affect our results of operations, cash #oar financie
position.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

For the Three Months Ended March 31, 2007 and 2006
(in millions, except per-share amounts and sharesutstanding)

(Unaudited)
REVENUES
Utility Operations
Other
TOTAL
EXPENSES

Fuel and Other Consumables Used for Electric Géinera
Purchased Energy for Resale

Other Operation and Maintenance

Gain/Loss on Disposition of Assets, Net

Depreciation and Amortization

Taxes Other Than Income Taxes

TOTAL

OPERATING INCOME

Interest and Investment Income

Carrying Costs Income

Allowance For Equity Funds Used During Construction
Gain on Disposition of Equity Investments, Net

INTEREST AND OTHER CHARGES

Interest Expense
Preferred Stock Dividend Requirements of Subsidgari

TOTAL

INCOME BEFORE INCOME TAX EXPENSE, MINORITY
INTEREST EXPENSE AND EQUITY EARNINGS

Income Tax Expense

Minority Interest Expense

Equity Earnings of Unconsolidated Subsidiaries
INCOME BEFORE DISCONTINUED OPERATIONS
DISCONTINUED OPERATIONS, Net of Tax

NET INCOME

WEIGHTED AVERAGE NUMBER OF BASIC SHARES OUTSTANDING

2007 2006
$ 2,88¢ 2,98
288 12¢
3,16¢ 3,10¢
88¢ 961
24¢ 16¢€
93¢ 821
(23 (68)
391 34¢
18¢€ 191
2,624 2,41¢
54t 68¢
23 8
8 3C
8 6
. 3
18¢ 16¢
1 1
187 16¢
397 567
13C 18¢
1 -
5 -
271 37¢
- 3
$ 271 381
397,314,64  393,653,16




BASIC EARNINGS PER SHARE

Income Before Discontinued Operations $ 0.6¢ $ 0.9¢
Discontinued Operations, Net of Tax - 0.01
TOTAL BASIC EARNINGS PER SHARE $ 0.6¢ $ 0.97
WEIGHTED AVERAGE NUMBER OF DILUTED SHARES OUTSTANDI NG  398,552,11  395,580,10
DILUTED EARNINGS PER SHARE
Income Before Discontinued Operations $ 0.6¢ $ 0.9t
Discontinued Operations, Net of Tax - 0.01
TOTAL DILUTED EARNINGS PER SHARE $ 0.6¢ $ 0.9¢
CASH DIVIDENDS PAID PER SHARE $ 0.3¢ % 0.37

See Condensed Notes to Condensed Consolidatedckh&matements.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
March 31, 2007 and December 31, 2006
(in millions)
(Unaudited)

CURRENT ASSETS

Cash and Cash Equivalents
Other Temporary Cash Investments
Accounts Receivable:
Customers
Accrued Unbilled Revenues
Miscellaneous
Allowance for Uncollectible Accounts

Total Accounts Receivable

Fuel, Materials and Supplies

Risk Management Assets

Regulatory Asset for Under-Recovered Fuel Costs
Margin Deposits

Prepayments and Other

TOTAL

PROPERTY, PLANT AND EQUIPMENT

Electric:

Production

Transmission

Distribution
Other (including coal mining and nuclear fuel)
Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER NONCURRENT ASSETS

Regulatory Assets

Securitized Transition Assets

Spent Nuclear Fuel and Decommissioning Trusts
Goodwill

Long-term Risk Management Assets

Employee Benefits and Pension Assets

Deferred Charges and Other

TOTAL

Assets Held for Sale

2007 2006
25¢ 301
197 428
757 67¢
304 35(

59 44
(31) (30)
1,08¢ 1,04¢
942 91z
47€ 68C
22 38

88 12¢

90 71
3,16: 3,58¢
17,73¢ 16,78;
7,09¢ 7,01¢
11,53¢ 11,33¢
3,42¢ 3,40¢
2,90 3,47¢
42,69t 42,02:
(15,39)) (15,240)
27,30: 26,78:
2,38¢ 2,47
2,13¢ 2,15¢
1,26: 1,24¢
76 76
351 37¢
31€ 327
94E 91(
7,47( 7,574

44




TOTAL ASSETS $ 37,93¢ $ 37,98,

See Condensed Notes to Condensed Consolidatedckh&mtements.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED BALANCE SHEETS
LIABILITIES AND SHAREHOLDERS’ EQUITY
March 31, 2007 and December 31, 2006

(Unaudited)

CURRENT LIABILITIES

Accounts Payable

Short-term Debt

Long-term Debt Due Within One Year
Risk Management Liabilities
Customer Deposits

Accrued Taxes

Accrued Interest

Other

TOTAL

NONCURRENT LIABILITIES

Long-term Debt

Long-term Risk Management Liabilities

Deferred Income Taxes

Regulatory Liabilities and Deferred Investment Teredits
Asset Retirement Obligations

Employee Benefits and Pension Obligations

Deferred Gain on Sale and Leaseback - Rockport Rlai 2
Deferred Credits and Other

TOTAL
TOTAL LIABILITIES
Cumulative Preferred Stock Not Subject to Mandaiegemption

Commitments and Contingencies (Note 4)

COMMON SHAREHOLDERS’ EQUITY

Common Stock Par Value $6.50:

2007 2006
Shares Authorized 600,000,00 600,000,00
Shares Issued 419,667,96 418,174,72
(21,499,992 shares were held in treasury at Mat¢l2307 and December 3.
2006)
Paid-in Capital

Retained Earnings
Accumulated Other Comprehensive Income (Loss)

TOTAL

2007 2006
(in millions)
1,26 $ 1,36(
17t 18
1,377 1,26¢
40% 541
31t 33¢
75¢ 781
247 18¢€
77C 962
5,30¢ 5,45¢
12,52¢ 12,42¢
21¢ 26C
4,581 4,69(
2,75¢ 2,91(
1,03t 1,02
82¢ 82¢
14¢€ 14¢
93¢ 77t
23,021 23,05¢
28,33t 28,51«
61 61
2,72¢ 2,71¢
4,27( 4,221
2,79t 2,69¢
(259) (229)
9,54( 9,41z




TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 37,93t % 37,98

See Condensed Notes to Condensed Consolidatedckh&mtements.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006

(in millions)
(Unaudited)
2007 2006
OPERATING ACTIVITIES
Net Income $ 271 $ 381
Less: Discontinued Operations, Net of Tax - (3)
Income before Discontinued Operations 271 37¢
Adjustments for Noncash Items:
Depreciation and Amortization 391 34¢
Deferred Income Taxes 5 7
Deferred Investment Tax Credits (6) (7)
Carrying Costs Income (8 (30)
Mark-to-Market of Risk Management Contracts 22 9)
Amortization of Nuclear Fuel 16 14
Deferred Property Taxes (67) (82
Fuel Over/Under-Recovery, Net (62) 10s
Gain on Sales of Assets and Equity Investments, Net (23 (72)
Change in Other Noncurrent Assets 44 45
Change in Other Noncurrent Liabilities 16 1C
Changes in Certain Components of Working Capital:
Accounts Receivable, Net (29) 214
Fuel, Materials and Supplies )] (50)
Margin Deposits 33 5C
Accounts Payable (31 (115
Accrued Taxes 32 17¢€
Customer Deposits (23 (157)
Other Current Assets (40 19
Other Current Liabilities (187) (260)
Net Cash Flows From Operating Activities 351 582
INVESTING ACTIVITIES
Construction Expenditures (907) (765)
Change in Other Temporary Cash Investments, Net (20 27
Purchases of Investment Securities (3,699 (2,469
Sales of Investment Securities 3,92¢ 2,38(
Proceeds from Sales of Assets 68 111
Other (5) (34)
Net Cash Flows Used For Investing Activities (62€) (750)
FINANCING ACTIVITIES
Issuance of Common Stock 54 5
Change in Short-term Debt, Net 157 21¢€

Issuance of Long-term Debt 247 55



Retirement of Long-term Debt
Dividends Paid on Common Stock
Other

Net Cash Flows From Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period $

SUPPLEMENTARY INFORMATION
Cash Paid for Interest, Net of Capitalized Amounts $
Net Cash Paid for Income Tax
Noncash Acquisitions Under Capital Lea
Construction Expenditures Included in Accounts Béyat March 31,

See Condensed Notes to Condensed Consolidatedckh&matements.

(49) (142)
(15) (14€)
(19) 54
23E 42
(42) (125)
301 401
25¢ 27€
152 15¢

66 13

11 20
328 24¢




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDERS’

EQUITY AND

COMPREHENSIVE INCOME (LOSS)
For the Three Months Ended March 31, 2007 and 2006

DECEMBER 31, 2005
Issuance of Common Stock
Common Stock Dividends
Other

TOTAL

COMPREHENSIVE INCOME
Other Comprehensive Income, Net of Tay
Cash Flow Hedges, Net of Tax of $19

Securities Available for Sale, Net of Ta:
of $10
NET INCOME
TOTAL COMPREHENSIVE INCOME
MARCH 31, 2006

DECEMBER 31, 2006

FIN 48 Adoption, Net of Tax
Issuance of Common Stock
Common Stock Dividends
Other

TOTAL

COMPREHENSIVE INCOME
Other Comprehensive Loss, Net of Tax:
Cash Flow Hedges, Net of Tax of $12
Securities Available for Sale, Net of Ta:
of $4
NET INCOME
TOTAL COMPREHENSIVE INCOME

MARCH 31, 2007

(in millions)
(Unaudited)

Common Stock

Accumulated

Paid-in Retained Comprehensive
Shares Amount Capital Earnings Income (Loss) Total

415 $ 269¢$ 4131$ 228 $ (270$ 9,08¢
1 4 5

(14¢€) (14€)

2 2

8,94¢

35 35

19 19

381 381

43E

415 $ 2,70 $ 4,131$ 2,52( $ 27 $ 9,38/
41€ $ 2,71€$ 4,221$ 2,69 $ (229 $ 9,41:
(17) (17)

2 10 44 54
(155) (155)

5 5

9,29¢

(22) (22)

(8) (8)

271 o

241

420% 2,726 $ 427($ 279 $ (255 $  9,54(

See Condensed Notes to Condensed Consolidataddial Statement:
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING MATTERS

General

The accompanying unaudited condensed consolidataddial statements and footnotes were prepar@déordanc
with accounting principles generally accepted im tbnited States of America (GAAP) for interim fircaadl
information and with the instructions to Form 10aQd Article 10 of Regulation X-of the SEC. Accordingly, they
not include all the information and footnotes reqdiby GAAP for complete financial statements.

In the opinion of management, the unaudited intdnrancial statements reflect all normal and relagriaccruals ar
adjustments necessary for a fair presentation ofresults of operations, financial position andhcélews for the
interim periods. The results of operations for ttmee months ended March 31, 2007 are not neclyssaticative o
results that may be expected for the year endingedéer 31, 2007. The accompanying condensed cdata
financial statements are unaudited and should ad e conjunction with the audited 2006 consolidat@ancia
statements and notes thereto, which are includedrrinnual Report on Form 1IKfor the year ended December
2006 as filed with the SEC on February 28, 2007.

Components of Accumulated Other Comprehensive Ineofhoss) (AOCI)

AOCI is included on the Condensed Consolidated ieaaSheets in the common shareholdetglity section. Tr
following table provides the components that cansgithe balance sheet amount in AOCI:

December
March 31, 31,
2007 2006
Components (in millions)
Securities Available for Sale, Net of Tax $ 10 $ 18
Cash Flow Hedges, Net of Tax (28) (6)
SFAS 158 Adoption, Net of Tax (235) (235)
Total $ (25%) $ (229)

At March 31, 2007, we expect to reclassify appratigly $11 million of net losses from cash flow hesign AOCI tc
Net Income during the next twelve months at theettime hedged transactions affect Net Income. Theabamount
that are reclassified from AOCI to Net Income cé#fedas a result of market fluctuations.

At March 31, 2007, thirty-ninenonths is the maximum length of time that our exgpego variability in future ca:
flows is hedged with contracts designated as dashHedges.

Earnings Per Share (EPS

The following table presents our basic and diluteleS calculations included on our Condensed Corstel
Statements of Income:

Three Months Ended March 31,
2007 2006
(in millions, except per share data)
$/share $/share




Earnings Applicable to Common
Stock $ 271 $ 381

Average Number of Basic Shares

Outstanding 397.2 % 0.6¢ 393.7 $ 0.97
Average Dilutive Effect of:
Performance Share Units 0.€ - 14 (0.01)
Stock Options 0.t - 0.2 -
Restricted Stock Units 0.1 - 0.1 -
Restricted Shares 0.1 - 0.1 -
Average Number of Diluted Shares
Outstanding 398.¢ $ 0.6¢ 395.¢ $ 0.9¢

The assumed conversion of our shbased compensation does not affect net earningpuigroses of calculatil
diluted earnings per share as of March 31, 2007.

Options to purchase 0.1 million and 0.4 million @saof common stock were outstanding at March 8Q72nd 200l
respectively, but were not included in the compateof diluted earnings per share because the rgtexercise price
were greater than the quarter-end market priceedtommon shares and, therefore, the effect wailhtidilutive.

Supplementary Informatior
Three Months Ended

March 31,
2007 2006
Related Party Transactions (in millions)
AEP Consolidated Purchased Energy:
Ohio Valley Electric Corporation (43.47% Owned) $ 49 $ 55
Sweeny Cogeneration Limited Partnership (50% Owi 30 34
AEP Consolidated Other Revenues - Barging and Othe
Transportation Services - Ohio Valley Electric
Corporation (43.47% Owned) 9 7

Reclassifications
Certain prior period financial statement items hlbgen reclassified to conform to current periodsengation.

On our 2006 Condensed Consolidated Statement oihlacwe reclassified regulatory credits relatedeigulaton
asset cost deferral on ARO from Depreciation andAation to Other Operation and Maintenance fsatfthe AR(
accretion expense. These reclassifications totledtillion for the three months ended March 31,8200

In our segment information, we reclassified twossdiary companies, AEP Texas Commercial & IndubRietail GP
LLC and AEP Texas Commercial & Industrial Retail, fRom the Utility Operations segment to the Geheraanc
Marketing segment. Combined revenues for these anrap totaled $5 million for the three months enlfeaich 31
2006. As a result, on our 2006 Condensed Consetid&tatement of Income, we reclassified these tmgeifron
Utility Operations to Other.

These revisions had no impact on our previouslpntep results of operations, cash flows or chamgafareholders’
equity.

2. NEW ACCOUNTING PRONOUNCEMENTS




Upon issuance of exposure drafts or final pronoomesds, we thoroughly review the new accountingdiigre t
determine the relevance, if any, to our busineks. fdllowing represents a summary of new pronoumrgsissued
implemented in 2007 and standards issued but qdemented that we have determined relate to ouratipas.

SFAS 157“Fair Value Measurements” (SFAS 157)

In September 2006, the FASB issued SFAS 157, entiaegisting guidance for fair value measuremerdassets ar
liabilities and instruments measured at fair vaheg are classified in shareholdeesjuity. The statement defines
value, establishes a fair value measurement framearad expands fair value disclosures. It emphadizat fair valu
is marketbased with the highest measurement hierarchy beeet prices in active markets. The standard ree
fair value measurements be disclosed by hierarelwglland an entity include its own credit standingthe
measurement of its liabilities and modifies thes@ction price presumption.

SFAS 157 is effective for interim and annual pesiaadl fiscal years beginning after November 15, 200 expec
that the adoption of this standard will impact MMdluations of certain contracts, but we are unablguantify th
effect. Although the statement is applied prospetti upon adoption, the effect of certain transawtiis applie
retrospectively as of the beginning of the fiscaly of application, with a cumulative effect adjsnt to th
appropriate balance sheet items. We will adopt SEBEeffective January 1, 2008.

SFAS 159“The Fair Value Option for Financial Assets and Fiancial Liabilities” (SFAS 159)

In February 2007, the FASB issued SFAS 159, pangitntities to choose to measure many financstuments ar
certain other items at fair value. The standard alstablishes presentation and disclosure requiresnaesigned -
facilitate comparison between entities that chodderent measurement attributes for similar typdésassets ar
liabilities.

SFAS 159 is effective for annual periods in fisgaérs beginning after November 15, 2007. If the falue option i
elected, the effect of the first remeasuremenatovalue is reported as a cumulative effect adpesit to the openir
balance of retained earnings. If we elect the ¥alue option promulgated by this standard, the atébns of certai
assets and liabilities may be impacted. The statemepplied prospectively upon adoption. We wadbpt SFAS 1&
effective January 1, 2008.

FIN 48 “Accounting for Uncertainty in Income Taxes”and FASB Staff Position FIN 48t "Definition of
Settlement in FASB Interpretation No. 48

In July 2006, the FASB issued FASB Interpretatian K8 “Accounting for Uncertainty in Income Taxesid in Ma
2007, the FASB issued FASB Staff Position FIN 48&finition of Settlemenin FASB Interpretation No. 48 FIN
48 clarifies the accounting for uncertainty in ino® taxes recognized in an enterpsgséhancial statements
prescribing a recognition threshold (whether apagition is more likely than not to be sustainedhwaut which, th
benefit of that position is not recognized in theahcial statements. It requires a measurementrdetation fol
recognized tax positions based on the largest atrafurenefit that is greater than 50 percent likeflyoeing realize
upon ultimate settlement. FIN 48 also provides gna on derecognition, classification, interest pedalties
accounting in interim periods, disclosure and titéors

FIN 48 requires that the cumulative effect of applythis interpretation be reported and disclosedraadjustment
the opening balance of retained earnings for tisabf year and presented separately. We adopteddBIffective
January 1, 2007, with an unfavorable adjustmengtimined earnings of $17 million.

Future Accounting Changes

The FASB’s standardetting process is ongoing and until new standaade been finalized and issued by FASB



cannot determine the impact on the reporting of @perations and financial position that may refain any suc
future changes. The FASB is currently working orvesal projects including business combinations,enex
recognition, liabilities and equity, derivativesdiosures, emission allowances, earnings per sladealations, lease
insurance, subsequent events and related tax imp&let also expect to see more FASB projects asudt & its desir
to converge International Accounting Standards VB#WAP. The ultimate pronouncements resulting frdrase an
future projects could have an impact on our futesailts of operations and financial position.

3. RATE MATTERS

As discussed in our 2006 Annual Report, our suas&B are involved in rate and regulatory procegslet the FER
and their state commissions. The Rate Matterswitkén our 2006 Annual Report should be read injeoction witk
this report to gain a complete understanding ofenmt rate matters still pending that could impaesults o
operations, cash flows and possibly financial coodi The following discusses ratemaking developis&n 2007 an
updates the 2006 Annual Report.

Ohio Rate Matters

Ohio Restructuring and Rate Stabilization Plans

In January 2007, CSPCo and OPCo filed with the PW@@er the 4% provision of their RSPs to incre&s& annue
generation rates for 2007 by $24 million and $8liaril respectively, to recover governmentaiandated cost
Pursuant to the RSPs, CSPCo and OPCo implementsd tiroposed increases effective with the beginafripe
May 2007 billing cycle. These increases are sulieeefund until the PUCO issues a final orderhia tmatter. Th
hearing is scheduled to begin in late May 2007.

In March 2007, CSPCo filed an application under4pe provision of the RSP to adjust the Power Adtjars Ridel
(PAR) which was authorized in 2005 by the PUCO anmreection with CSPCo's acquisition of Monongahetavé&
Company's certified territory in Ohio. The PAR istanded to recover the difference between CSP@oiet
generation service rates and the cost of powerigztjto serve the former Monongahela Power loa@ FAR was s
for an initial 17month period of January 2006 through May 2007. filmg would adjust the PAR for the ninete
month period of June 2007 through December 2008.filihg reflects a true up for estimated undecoveries durin
the initial period, $8 million as of March 31, 2Q0% well as the power acquisition costs for theouging nineteen-
month period. If approved, CSPCo's revenues wautdease by $22 million and $38 million for 2007 &2(@D8
respectively.

In March 2007, CSPCo and OPCo filed a settlementeamgent at the PUCO resolving the Ohio Supreme tG
remand of the PUCQ’'RSP order. The Supreme Court indicated concdmtiae absence of a competitive bid pro
as an alternative to the generation rates set ®RtBP. In response, the settling parties agredthte CSPCo al
OPCo take bids for Renewable Energy Certificatdsd®). CSPCo and OPCo will give customers the ogbqoay
generation rate premium that would encourage tiveldpment of renewable energy sources by reimbgir€i8PCi
and OPCo for the cost of the RECs and the admatigér costs of the program. This settlement agre¢mes
supported by the Office of Consumers' CounselGh® Partners for Affordable Energy, the Ohio Eye@youp an
the PUCO staff. In May 2007, the PUCO adopted #téesnent agreement in its entirety.

CSPCo and OPCo are involved in discussions witiouarstakeholders in Ohio about potential legistatio addres
the period following the expiration of the RSPs@e&cember 31, 2008. At this time, management is len@bpredic
whether CSPCo and OPCo will transition to marketipg, as permitted by the current Ohio restrucigiriegislatior
extend their RSP rates, with or without modificatior become subject to a legislative reinstateroésbme form ¢
cost-based regulation for their generation suppbiriess on January 1, 2009 when the RSP period ends

Customer Choice Deferrals



As provided in the restructuring settlement agragnagproved by the PUCO in 2000, CSPCo and OP Gdlesiel
regulatory assets for customer choice implemematasts and related carrying costs in excess ohifion each fo
recovery in the next general base rate filing whiblanges distribution rates after December 31, 200DPCo an
December 31, 2008 for CSPCo. Pursuant to the R8Bsvery of these amounts for OPCo was furtherrdedeunti
the nextbase rate filing to change distribution rates atfiter end of the RSP period of December 31, 2008ouigt
March 31, 2007, CSPCo and OPCo incurred $50 mikind $51 million, respectively, of such costs astalgishe
regulatory assets of $25 million each for such£dSSPCo and OPCo have not recognized $5 milliah$&nmillion
respectively, of equity carrying costs, which aeeagnizable when collected. Management believeastiieadeferre
customer choice implementation costs were prudemtiyrred to implement customer choice in Ohio arel probabl
of recovery in future distribution rates.

IGCC Plant

In March 2005, CSPCo and OPCo filed a joint appilicawith the PUCO seeking authority to recovertsaslated t
building and operating a 629 MW IGCC power planingscleaneoal technology. The application proposed t
phases of cost recovery associated with the IG@@tpPhase 1, recovery of $24 million in manstruction cos
during 2006; Phase 2, concurrent recovery of coostm{inancing costs; and Phase 3, recovery or refur
distribution rates of any difference between thekegbased standard service offer price for generatimhtiae cost (
operating and maintaining the plant, including &ume on and return of the ultimate cost to congtrhe plant
originally projected to be $1.2 billion, along wifhel, consumables and replacement power costs.pfFtygose
recoveries in Phases 1 and 2 would be applied stgdia 4% limit on additional generation rate iases CSPCo a
OPCo could request under their RSPs.

In April 2006, the PUCO issued an order authoriz€§PCo and OPCo to implement Phase 1 of the cosveg
proposal. In June 2006, the PUCO issued another @pproving a tariff to recover Phase 1 poastruction cos
over no more than a twelveenth period effective July 1, 2006. Through Mag&® 2007, CSPCo and OPCo €
recorded presonstruction IGCC regulatory assets of $10 milliowd each recovered $9 million of those costs. C!
and OPCo will recover the remaining amounts throdighe 30, 2007. The PUCO indicated that if CSP@bQ@RC«
have not commenced a continuous course of constnuet the IGCC plant within five years of the JU2@06 PUC(
order, all charges collected for prenstruction costs, associated with items that bwwtilized in IGCC projects
other sites, must be refunded to Ohio ratepayetls interest. The PUCO deferred ruling on Phasesid 3 cos
recovery until further hearings are held. A dateftwther rehearings has not been set.

In August 2006, the Industrial Energy Users, Oham§limersCounsel, FirstEnergy Solutions and Ohio Energy @
filed four separate appeals of the PUCQO’s ordethimn IGCC proceeding. Management believes that th€®s
authorization to begin collection of Phase 1 radawful. Management, however, cannot predictdbeome of thes
appeals. If the PUCQO'’s order is found to be unlaw@SPCo and OPCo could be required to refund Phasst-
related recoveries.

Distribution Reliability Plan

In January 2006, CSPCo and OPCo initiated a pracgext the PUCO seeking a new distribution raterrid func
enhanced distribution reliability programs. In foerth quarter of 2006, as directed by the PUCORC& and OPC
filed a proposed enhanced reliability plan. Thenptantemplated CSPCo and OPCo recovering approsiyndp¢
million and $43 million, respectively, in additidndistribution revenue during an eighteen monthiquebeginnin
July 2007. In January 2007, the OCC filed testimonmiiich argued that CSPCo and OPCo should be et
improve distribution service reliability with fundom their existing rates.

In April 2007, CSPCo and OPCo filed a joint motianth the PUCO staff, the Ohio ConsumefSbunsel, th
Appalachian People’ Action Coalition, the Ohio Partners for AffordabEnergy and the Ohio Manufactui



Association to withdraw the proposed enhancedbilia plan.
Ormet

Effective January 1, 2007, CSPCo and OPCo begaart@ Ormet, a major industrial customer with a B2¥ load
under a PUCO encouraged settlement agreement. efitiensent agreement between CSPCo and OPCo, Oits
employeesunion and certain other interested parties wasoyepr by the PUCO in November 2006. The settle
agreement provides for the recovery in 2007 and20CSPCo and OPCo of the difference between $43/VH
to be paid by Ormet for power and a PUCO approvartket price, if higher. The recovery will be accdisiped by th
amortization of a $57 million ($15 million for CSBGnd $42 million for OPCo) Ohio franchise tax phasi
regulatory liability recorded in 2005 and, if thiat not sufficient, an increase in RSP generatidesrainder tr
additional 4% provision of the RSPs. The $43 per Myfice to be paid by Ormet for generation serviseabove th
industrial RSP generation tariff but below curremrket prices. In December 2006, CSPCo and OPCmiteld ¢
market price of $47.69 per MWH for 2007, which ending PUCO approval. If the PUCO approves a lawarke
price, it could have an adverse effect on restltsperations and cash flows. If CSPCo and OPCcesirey Ormet loe
after 2008 without any special provisions, theyldoexperience incremental costs to acquire additi@apacity t
meet their reserve requirements and/or forgospftem sales margins, which could have an advdiset en future
results of operations and cash flows.

Texas Rate Matters

TCC TEXAS RESTRUCTURING
Texas District Court Appeal Proceedings

TCC recovered its net recoverable stranded geparabsts through a securitization financing ancefanding its ne
other truedp items through a CTC rate rider credit under 2BOQ&ET orders. TCC appealed the PUCT stranded
true-up orders seeking relief in both state and fedmyatt on the grounds that certain aspects of tbersrare contra
to the Texas Restructuring Legislation, PUCT rulkimgs, federal law and fail to fully compensate T&LC its ne
stranded cost and other true-up items. The sigmfidems appealed by TCC are:

« The PUCT ruling that TCC did not comply with thatste and PUCT rules regarding the required auctidrb%
of its Texas jurisdictional installed capacity, wiiled to a significant disallowance of capacitgtaan trueup
revenues,

» The PUCT ruling that TCC acted in a manner that @msmercially unreasonable, because it failed terdene
minimum price at which it would reject bids for thale of its nuclear generating plant and it bushalat of the
money gas units with the sale of its coal unit,ckhlied to the disallowance of a significant portafiTCC’s ne
stranded generation plant cost, and

» The two federal matters regarding the allocationfésystem sales related to fuel recoveries and thenpat ta
normalization violation. See “ TCC and TNC Deferriedel” and “TCC Deferred Investment Tax Credits
Excess Deferred Federal Income Taxes” sectionswbelo

Municipal customers and other intervenors also algoethe PUCT true-up orders seeking to furtheuecedTCCk
true-up recoveries. On February 1, 2007, the Texas iBtisfourt judge hearing the various appeals issaudelte
containing his preliminary determinations. He gafigraffirmed the PUCT’s April 4, 2006 final trugp order for TC(
with two significant exceptions. The judge deteredrthat the PUCT erred when it determined T<C§lranded cao
using the sale of assets method instead of thesExX€est Over Market (ECOM) method to value TE€®Xiclear plan
The judge also determined that the PUCT erred vitheancluded it was required to use the carryingf cate specifie
in the trueup order. However, the District Court did not rtihat the carrying cost rate was inappropriate. jUkge
directed that these matters should be remanddetBWCT to determine the specific impact on TCQtsifle trueup
revenues.



In March 2007, the District Court judge reversed barlier preliminary decision and concluded thie sd assef
method to value TCG' nuclear plant was appropriate. The District Cguaige did not reconsider his prelimin
ruling that the PUCT erred when it concluded it weguired to use the carrying cost rate specifieithé truedp order
The District Court judge also determined the PU@prioperly reduced TCG’net stranded plant costs from the sa
its generating units through the commercial unreableness disallowance, which could have a materf@orable
effect on TCC. Management cannot predict the ulintaitcome of any future court appeals or any &utemande
PUCT proceeding. If the District Cousttarrying cost rate remand ruling is ultimatelyeilol on appeal and reman
to the PUCT for reconsideration, the PUCT coultezitconfirm the existing weighted average carryogt (WACC
rate or redetermine a new rate. If the PUCT chanigegate, it could result in a material adversangfe to TCC
recoverable carrying costs, results of operatioash flows and financial condition. TCC, the PUGI antervenor
appealed the District Court ruling to the CourtAgipeals. Management cannot predict what actioremyf the PUC
will take regarding the carrying costs.

If TCC ultimately succeeds in its appeals, it cob&ye a favorable effect on future results of op@ng, cash flow
and financial condition. If municipal customers aather intervenors succeed in their appeals, itldcdave
substantial adverse effect on future results ofatpns, cash flows and financial condition.

OTHER TEXAS RESTRUCTURING MATTERS
TCC Deferred Investment Tax Credits and Excess Defd Federal Income Taxes

In TCC’s 2006 truetp and securitization orders, the PUCT reducedregtilatory assets and the amount t
securitized by $51 million related to the preseaitie of ADITC and by $10 million related to EDFI$saciated wit
TCC'’s generation assets for a total reduction df $élion.

TCC filed a request for a private letter rulinglwibe IRS in June 2005 regarding the permissihilitger the IRS rule
and regulations of the ADITC and EDFIT reductioogrsed by the PUCT. The IRS issued its privatedettling ir
May 2006, which stated that the PUCT’s flowough to customers of the present value of thdTADand EDFI’
benefits would result in a normalization violatidra address the matter and avoid a normalizatiolation, the PUC
agreed to allow TCC to defer an amount of the C&foind totaling $103 million ($61 million in presewdlue o
ADITC and EDFIT associated with TCE€’'generation assets plus $42 million of relatedyaay costs) pendir
resolution of the normalization issuelf it is ultimately determined that a refund to tareers through the truags
process of the ADITC and EDFIT, discussed aboveoisa normalization violation, then TCC will beqtered tc
refund the $103 million, plus additional carryingsts. However, if such refund of ADITC and EDFITuiéimately
determined to cause a normalization violation, T&flcipates it will be permitted to retain the $&dllion presen
value of ADITC and EDFIT plus carrying costs, faalbly impacting future results of operations.

If a normalization violation occurs, it could ressil TCC’s repayment to the IRS of ADITC on all propertygluding
transmission and distribution property, which apgrates $104 million as of March 31, 2007, and sslof TCC§
right to claim accelerated tax depreciation in fattax returns. Tax counsel advised managemenathatmalizatio
violation should not occur until all remedies undaw have been exhausted and the tax benefitsedwened t
ratepayers under a nonappealable order. Managentents to continue its efforts to avoid a norneian violatior
that would adversely affect future results of ofieres and cash flows.

TCC and TNC Deferred Fuel

The TCC deferred fuel over-recovery regulatory iligbis a component of the other trug items net regulato
liability refunded through the CTC rate rider citedin 2002, TCC and TNC filed with the PUCT seektogreconcil
fuel costs and establish their final deferred fo@lances. In its final fuel reconciliation ordetise PUCT ordered
reduction in TCC’s and TNG’ recoverable fuel costs for, among other thins, reallocation of additional AL



System off-system sales margins under a FERC-apdr@IA. Both TCC and TNC appealed the PUCTUling:
regarding a number of issues in the fuel orderstate court and challenged the jurisdiction of B@CT over th
allocation of off-system sales margin allocatiomghe federal court. Intervenors also appealedPti€T’s rulings it
state court.

In 2006, the Federal District Court issued ordeesinding the PUCT from enforcing the affstem sales reallocati
portion of its ruling in the final TNC and TCC fuedconciliation proceedings. The Federal courtduie both case
that the FERC, not the PUCT, has jurisdiction ater allocation. The PUCT appealed both FederalribisCour
decisions to the United States Court of AppealsTINC'’s case, the Court of Appeals affirmed the DestCourt’s
decision. The PUCT has indicated they will appéé tuling to the United States Supreme Court. Ti@8 filed
Motion for Summary Affirmance based on the outcahthe TNC appeal. For TCC, the PUCT has conceldedssu
concerning the allocation of offystem sales margins to AEP West companies undeslih as governed by the TI
case. However, the PUCT continues to challengalibeation of those margins among AEP West comganiale
the CSW Operating Agreement. If the PU€appeals are ultimately unsuccessful, TCC and &dl@d record incorr
of $16 million and $8 million, respectively, reldt¢o the reversal of the previously recorded fuedregecoven
regulatory liabilities.

If the PUCT is unsuccessful in the federal coustay, it or another interested party may file a glaint at the FER
to address the allocation issue. If a complainhat-ERC results in the PUGTdecisions being adopted by the FE
there could be an adverse effect on results ofatipes and cash flows. An unfavorable FERC rulirymesult in

retroactive reallocation of oystem sales margins from AEP East companies to WESt companies under the t
existing SIA allocation method. If the adjustmewtsre applied retroactively, the AEP East compamag be unab
to recover the amounts reallocated to the West aomep from their customers due to past frozen raest inactiv
fuel clauses and fuel clauses that do not incluflesystem sales credits. Although management canmaligbrthe
ultimate outcome of this federal litigation, managat believes that its allocations were in accocdanith the the
existing FERC-approved SIA and that it should naténto allocate additional offystem sales margins to the W
companies including TCC and TNC.

In January 2007, TCC began refunding as part ofXh€ rate rider credit described above, $149 nmillad its $16!
million over+ecovered deferred fuel regulatory liability. Thamaining $16 million refund related to the favos
Federal District Court order has been deferred ipgnithe outcome of the federal court appeal andldvba subject t
refund only upon a successful appeal by the PUCT.

Excess Earnings

In 2005, the Texas Court of Appeals issued a damtifhding the PUCTS prior order from the unbundled cos
service case requiring TCC to refund excess easmngr to and outside of the trug-process was unlawful under
Texas Restructuring Legislation. TCC refunded $35an of excess earnings, including interest, dfigh $30 millior
went to the affiliated REP. In November 2005, théCH filed a petition for review with the Supreme Coof Texa
seeking reversal of the Texas Court of Appedégision. The Supreme Court of Texas requestedirigjevhich ha
been provided, but it has not decided whether lithvéiar the casdf the Court of Appeals decision is upheld and
refund mechanism is found to be unlawful, the immac TCC would then depend on: (a) how and if TE@@rdere
by the PUCT to refund the excess earnings thronglrtieup process to ultimate customers and (b) whethés Wl
be able to recover the amounts previously refuidede REPs including the REP TCC sold to Centit@anagemer
is unable to predict the ultimate outcome of thiigdtion and its effect on future results of ogiEmas and cash flows.

OTHER TEXAS RATE MATTERS
TCC and TNC Energy Delivery Base Rate Filings

TCC and TNC each filed a base rate case seekingctease transmission and distribution energy dgjiservice



(wires) base rates in Texas. TCC and TNC requek8ddmillion and $25 million in annual increasesspectively
Both requests include a return on common equitgP5% and the impact of the expiration of the C8\tfge
savings rate credits. In March 2007, various irdaors and the PUCT staff filed their recommendatidrnough th
recommendations varied, the range of recommendgdane was $8 million to $30 million for TCC andillion to
$14 million for TNC. The recommended return on camnnequity ranged from 9.00% to 9.75%. In April 200TC
and TNC filed rebuttal testimony reducing the resied annual increases to $70 million for TCC an2 &@lion for
TNC including a reduced requested return on commequity of 10.75%. Hearings began in April 2007 aare
scheduled to conclude in May 2007 Management expects the new base wires rates toneeetiective, subject
refund, in the second quarter of 2007 with a denisirom the PUCT expected in the third quarter 602
Management is unable to predict the ultimate effg#cthis filing on future results of operations,sbhaflows an
financial condition.

SWEPCo Fuel Reconciliatiol- Texas

In June 2006, SWEPCo filed a fuel reconciliationgaeding with the PUCT for its Texas retail openagi SWEPC
sought, in the proceedings, to include undgmveries related to the reconciliation periodsd0 million. In Januai
2007, intervenors filed testimony recommending tB&EPCo$ reconcilable fuel costs be reduced. The intem
recommendations ranged from a $10 million to $2&8ioni reduction. In February 2007, the PUCT staféd
testimony recommending that SWEPE€woéconcilable fuel costs be reduced by $10 mill®BWEPCo does not ag|
with the intervenor’s or staf’ recommendations and filed rebuttal testimony ebrbary 2007. Hearings have b
held and briefs have been filed. Results of opematcould be adversely affected by $28 million plasying costs
the PUCT adopts all of the intervenor and staforemendations. Management is unable to predict @hgome of thi
proceeding or its effect on future results of ofiers and cash flows.

Virginia Rate Matters

Virginia Restructuring

In April 2004, Virginia enacted legislation thatterded the transition period for electricity restruwing, including
capped rates, through December 31, 2010. The digislprovides APCo with specified cost recoverpapunitie:
during the capped rate period, including two omidoundled general base rate changes and an opjgrfor timely
recovery, through a separate rate mechanism, t#icencremental environmental and reliability costcurred on ar
after July 1, 2004. Under the restructuring law,CaRcontinues to have an active fuel clause recoregghanism i
Virginia and continues to practice deferred fuelamting. Also, under the restructuring law, AP@deds increment
environmental generation costs and incrementasingsion and distribution reliability costs fordu recovery, to tt
extent such costs are not being recovered whemrgttuand amortizes a portion of such deferralsroensurate wit
recovery.

In April 2007, the Virginia legislature adopted @ntgprehensive law providing for the re-regulatioret#ctric utilities’
generation/supply rates. The amendments shortetrahsition period by two years (from 2010 to 20@&gr whict
rates for retail generation/supply will return tdosim of costbased regulation. The legislation provides for, ag
other things, biennial rate reviews beginning ir020rate adjustment clauses for the recovery ofctbss of (e
transmission services and new transmission inved{ni®) Demand Side Management, load managemethteiaerg
efficiency programs, (c) renewable energy prograansl (d) environmental retrofit and new generatiorestment:
significant return on equity enhancements for lamgeestments in new generation and, subject to iNi@gSCC
approval, certain environmental retrofits, ando@iflon the allowed return on equity based on tlezaaye earned rett
on equities’of regional vertically integrated electric utilsieEffective July 1, 2007, the amendments allowties tc
retain a minimum of 25% of the margins from effstem sales with the remaining margins from swadésscredite
against fuel factor expenses. The legislation aflows APCo to continue to defer and recover in@eta
environmental and reliability costs incurred thrbugecember 31, 2008. APCo expects this new forroostbase!
ratemaking should improve its annual return on tygamd cash flow from operations when new ratentakiegins i



2009. However, with the return of cost-based regia APCos generation business will again meet the critieni
application of regulatory accounting principles an®FAS 71. Results of operations and financiattamn could b
adversely affected when APCo is required toeseblish certain net regulatory liabilities apabte to it
generation/supply business. The timing and earngfiget from such reapplication of SFAS 71 regutataccountini
for APCo’s Virginia generation/supply business aneertain at this time.

APCo Virginia Base Rate Cas

In May 2006, APCo filed a request with the Virgi8&€C seeking an increase in base rates of $22Bmith recove
increasing costs including the cost of its investtma environmental equipment and a return on gqoiit11.5%. I
addition, APCo requested to move effstem sales margins, currently credited to custeitieough base rates, to
fuel factor where they can be trued-up to actu&CA also proposed to share the syftem sales margins w
customers with 40% going to reduce rates and 60#glretained by APCo. This proposed effstem sales fuel r¢
credit, which is estimated to be $27 million, paliyi offsets the $225 million requested increasbase rates for a r
increase in base rate revenues of $198 million.ma@r components of the $225 million base rateiesginclude $7
million for the impact of removing of§ystem sales margins from the rate year endinge8dgar 30, 2007, $60 millic
mainly due to projected net environmental plantittatts through September 30, 2007 and $48 millimnréturn ol
equity.

In May 2006, the Virginia SCC issued an order, ¢xirat with Virginia law, placing the net requestease rai
increase of $198 million into effect on October2PP6, subject to refund. The $198 million base nateease beir
collected, subject to refund, includes recoveryimérementalenvironmental compliance and transmission
distribution system reliability (E&R) costsojected to be incurred during the rate year b@gmOctober 2006. The
incremental E&R costs can be deferred and recovbredgh the E&R surcharge mechanism if not recadéhroug!
this base rate request. In October 2006, the MagBCC staff filed its direct testimony recommernygen base ra
increase of $13 million with a return on equity90®% and no ofsystem sales margin sharing. Other intervenors
recommended base rate increases ranging from $#@mmio $112 million. APCo filed rebuttal testimgnin
November 2006. Hearings were held in December z

In March 2007, the Hearing Examiner (HE) issuedort recommending a $76 million increase in ARCugse ratt
and $45 million credit to the fuel factor for offsiem sales margins. The HE'ecommendations include a returr
equity of 10.1% which would reduce APGotevenue requirement by approximately $23 millidhe HE als
recommended limiting forward looking ratemakingustinents to June 30, 2006 as opposed to Septerab@037
which would reduce APCe’revenue requirement by approximately $72 milliofwhich approximately $60 millic
relates to incremental E&R costs that can be dedefior future recovery through the E&R surchargemaaism. Th
HE further proposed to share the sffstem sales margins using the twelve months edded 30, 2006 of $1
million with 50% reducing base rates, 45% redudugl rates and 5% retained by APCo to determinerévenu
requirement. APCo’s proposal did not reduce bagsesrdor offsystem sales margins, but reduced fuel
approximately $27 million for off-system sales niasy APCo expects a final order to be issued duzidj/ .

APCo is providing for a possible refund of revenuesllected subject to refund consistent with the
recommendations. Management is unable to predatitimate effect of this filing on future resuttSoperations, ca:
flows and financial condition.

West Virginia Rate Matters

APCo and WPCo ENEC Filing

In April 2007, the WVPSC issued an order estabfighan investigation and hearing of APCo’s and WRQD0"
Expanded Net Energy Cost (ENEC) compliance filifbe ENEC is an expanded form of fuel clause mecha
which includes all energy-related costs includinglf purchased power expenses, ytem sales credits and oi



energy/transmission items. In the March 2007 ENBt]|filing, APCo and WPCo filed for an increase
approximately $101 million including a $72 milliancrease in ENEC and a $29 million increase in trontor
surcharges to become effective July 1, 2007. Aihgam the compliance filing is scheduled for M&02.

APCo IGCC

In January 2006, APCo filed a petition with the WBrequesting its approval of a Certificate of RuBlonvenienc
and Necessity to construct a 629 MW IGCC plant et to APCas existing Mountaineer Generating Statio
Mason County, WV. In January 2007, at APCo’s reuee WVPSC issued an order delaying the Commmssio
deadline for issuing an order on the certificateDicember 2007. Through March 31, 2007, APCo dedepre-
construction IGCC costs totaling $10 million. Ietplant is not built and these costs are not reate, future resul
of operations and cash flows would be adverseklctdd.

Indiana Rate Matters

I&M Depreciation Study Filing

In February 2007, 1&M filed a request with the IUR® approval of revised book depreciation ratdsative Januai
1, 2007. The filing included a settlement agreenartered into with the Indiana Office of the UliliConsume
Counsel that would provide direct benefits to 1&Mlsstomers if new depreciation rates are approyethéd IURC
The direct benefits would include a $5 million dted fuel costs and an approximate $8 million snmaetering pilc
program. In addition, if the agreement is approv&) would initiate a general rate proceeding onbefore July I
2007 and initiate two studies, one to investigatgeneral smart metering program and the otheruaysthe marke
viability of demand side management programs. Basedthe depreciation study included in the filingM
recommended a decrease in pretax annual deprec&tense on an Indiana jurisdictional basis of@gmately $6!
million reflecting an NRC-approved A@ar extension of the Cook Plant licenses for Uhiggd 2 and an extensior
the service life of the Tanners Creek ciidd generating units. This petition was not auesxj for a change
customerskelectric service rates. As proposed, the book a&ren reduction would increase earnings but waol
impact cash flows until rates are revised. The [URE a public hearing in April 2007. 1&M requesterpeditiou
review and approval of its filing, but managemeanmot predict the outcome of the request or thengnof any
approved depreciation reduction. If approved &sifipretax earnings would increase by $64 millo2007.

Kentucky Rate Matters

KPCo Environmental Surcharge Filing

In July 2006, KPCo filed for approval ah amended environmental compliance plan and kves&f to implemer
an adjusted environmental surcharg®Co estimates the amended environmental compliplaseand revised tar
would increase revenues over 2006 levels by apprabely $2 million in 2007 and $6 million in 2008 fa total of $:
million of additional revenue at current cost potiens. In January 2007, the KPSC issued an ongaioaing KPCos
proposed plan and surcharge. Future recovery isdbapon actual environmental costs and is subgegetiodic
review and approval of those actual costs by th8 &P

In November 2006, the Kentucky Attorney General #mel Kentucky Industrial Utility Consumers (KIUC)efd ar
appeal with the Kentucky Court of Appeals of tharikiin Circuit Court’'s 2006 order upholding the KPS 200!
Environmental Surcharge order. In its order, th&SKRapproved KPCe’recovery of its environmental costs at its
Sandy Plant and its share of environmental costsriad as a result of the AEP Power Pool capaeitiyesnent. Th
KPSC has allowed KPCo to recover these FER@Broved allocated costs, via the environmentalhsuge, since tl
KPSC's first environmental surcharge order in 1997. KRZesently recovers $7 million a year in environiat
surcharge revenues.



In March 2007, the KPSC issued an order, at theesigof the Kentucky Attorney General, stating éhgironmentz
surcharge collections authorized in the January7 20@er that are associated with outstdte generating faciliti
should be collected over the six months beginniragdid 2007, subject to refund, pending the outcofriteeocourt o
appeals process. At this time, management is unalgesdict the outcome of this proceeding anefitsct on KPCcg
current environmental surcharge revenues or odaheary 2007 KPSC order increasing KPCo’s enviranaheates.

Oklahoma Rate Matters

PSO Fuel and Purchased Power and its Possible Intpat AEP East companies and AEP West compat

In 2002, PSO undeecovered $44 million of fuel costs resulting frameallocation among AEP West companie
purchased power costs for periods prior to Jantiga@002. In July 2003, PSO proposed collectiorhoké reallocate
costs over eighteen months. In August 2003, the G@EE filed testimony recommending PSO recover $dlilon of
the reallocated purchased power costs over thraes yad PSO reduced its regulatory asset deferi®2 Imillion. The
OCC subsequently expanded the case to includel griudence review of PS®’2001 fuel and purchased po
practices. In January 2006, the OCC staff andvetesrs issued supplemental testimony alleging AR deviate
from the FERC-approved method of allocating ®f6tem sales margins between AEP East companieSERdNVes
companies and among AEP West companies. The OGiCQpstposed that the OCC offset the $42 millionuoider-
recovered fuel with the proposed reallocation dfsystem sales margins of $27 million to $37 millemd with $
million attributed to wholesale customers, whichkytitlaimed had not been refunded. In February 20@60CC sta
filed a report concluding that the $9 million ofl®cated purchased power costs assigned to whelegatomers he
been refunded, thus removing that issue from @smanendation.

In 2004, an Oklahoma ALJ found that the OCC ladkiharity to examine whether PSO deviated from tE&RE-
approved allocation methodology and held that argh scomplaints should be addressed at the FERCOD®@ ha
not ruled on appeals by intervenors of the Alfinding. The United States District Court for taestern District ¢
Texas issued orders in September 2005 regarding@ fliel proceeding and in August 2006 regardingGLCTiue
proceeding, preempting the PUCT from reallocatiffgsgstem sales margins between the AEP East compamnd
AEP West companies. The federal court agreed tleaFERC has sole jurisdiction over that allocatibhe PUC”
appealed the ruling. The United States Court of égbp for the Fifth Circuit, issued a decision incBber 200
regarding the TNC fuel proceeding that affirmedtheted States District Court ruling.

PSO does not agree with the intervenors’ and th€ G@ff's recommendations and proposals other tharstaffs
original recommendation that PSO be allowed tovecohe $42 million over three years and will defets right tc
recover its underecovered fuel balance. Management believes thheifposition taken by the federal courts in
Texas proceeding is applied to PSQ@ase, then the OCC should be preempted fromlalisay) fuel recoveries f
alleged improper allocations of afftstem sales margins between AEP East companieAERdNVest companies. T
OCC or another party could file a complaint at HE&RC alleging the allocation of offystem sales margins to PS¢
improper, which could result in an adverse effecfuture results of operations and cash flows f&PAand the AE
East companies. However, to date, there has beetamo asserted at the FERC that AEP deviated tlrapprove
allocation methodologies, but even if one were @sdemanagement believes that it would not prevail

In June 2005, the OCC issued an order directingt&f to conduct a prudence review of PS@iel and purchas
power practices for the year 2003. The OCC st&dtifiestimony finding no disallowances in the tgsar data. Tt
Attorney General of Oklahoma filed testimony stgtithat they could not determine if PS0gas procureme
activities were prudent, but did not include a raotended disallowance. However, an intervenor fiestimony it
June 2006 proposing the disallowance of $22 millioriuel costs based on a historical review of ptiéd hedging
opportunities that he alleges existed during thar.yA hearing was held in August 2006 and managémgrects
recommendation from the ALJ in 2007.

In February 2006, a law was enacted requiring ti@&CQo conduct prudence reviews on all generatioth fame!



procurement processes, practices and costs om aitime or thregrear cycle depending on the number of custo
served. PSO is subject to the required bienniakves: In compliance with an OCC order, PSO is nexflito file ite
testimony by June 15, 2007. This proceeding willesdhe year 2005.

Management cannot predict the outcome of the pgnidiel and purchased power reviews or planned duteviews
but believes that PS©Tuel and purchased power procurement practiogsasts are prudent and properly incurre
the OCC disagrees and disallows fuel or purchasegepcosts including the unrecovered 2002 realiosabf sucl
costs incurred by PSO, it would have an adversefin future results of operations and cash flows.

PSO Rate Filing

In November 2006, PSO filed a request to increase bates $50 million for Oklahoma jurisdictionastomers with
proposed effective date in the second quarter 872BSO sought a return on equity of 11.75%. PSO aloposed
formula rate plan that, if approved as filed, va#rmit PSO to defer any unrecovered costs as & i@&sa revenu
deficiency that exceeds 50 basis points of thenatbreturn on equity for recovery within twelve nfmsmbeginning si
months after the test year. The formula would en&80 to recover on a timely basis the cost afets generatiol
transmission and distribution construction (inchglicarrying costs during construction), provide tpgportunity tc
achieve the approved return on equity and avoidrd#eg a significant AFUDC that would have beenoréed durini
the construction time period.

In March 2007, the OCC staff and various interverfded testimony. The recommendations were baserealuction
that ranged from $18 million to $52 million. Theeoemmended returns on equity ranged from 9.25% 1092@. Thes
recommendations included reductions in depreciatigpense of approximately $25 million, which haseawning
impact. The OCC staff filed testimony supportinfipanula rate plan, generally similar to the onepgased by PSO.
April 2007, PSO filed rebuttal testimony regardwvayious issues raised by the OCC Staff and theviet®rs. As
result of rebuttal testimony, PSO reduced its baserequest by $2 million. Hearings commenced ay ¥ 2007.

Management is unable to predict the outcome ofetlpgeceedings, however, if rates are not increas@h amour
sufficient to recover expected unavoidable costeases future results of operations, cash flowspasdibly financie
condition could be adversely affected.

PSO Lawton and Peaking Generation Settlement Agreet

On November 26, 2003, pursuant to an applicatiom.dyton Cogeneration, L.L.C. (Lawton) seeking apptoof ¢
Power Supply Agreement (the Agreement) with PSO assibciated avoided cost payments, the OCC issuedde
approving the Agreement and setting the avoidetscos

In December 2003, PSO filed an appeal of the GG&Eder with the Oklahoma Supreme Court (the Colmt}he
appeal, PSO maintained that the OCC exceededtiteraty under state and federal laws to require R&@nter int
the Agreement. The Court issued a decision on 2an005, affirming portions of the OCLCobrder and remandi
certain provisions. The Court affirmed the O8@hnhding that Lawton established a legally enfatde obligation ar
ruled that it was within the OCC's discretion toaad a 20year contract and to base the capacity paymentpaalking
unit. The Court directed the OCC to revisit itsedtetination of PSG avoided energy cost. Hearings were held o
remanded issues in April and May 2006.

In April 2007, all parties in the case filed a kattent agreement with the OCC resolving all isstiee. OCC approve
the settlement agreement in April 2007. The settl@nagreement provides for a purchase fee of $8mmio be pai
by PSO to Lawton and for Lawton to provide, at PS@tection, all rights to the Lawton Cogeneratieacility for
permits, options and engineering studies. PSOraalbrd the purchase fee as a regulatory asseeandar it through
rider over a thregear period with a carrying charge of 8.25% begignn September 2007. In addition, PSO
recover through a rider, subject to a $135 millkost cap, all of the traditional costs associatét plant in service «



its new peaking units to be located at the SouttemesStation and Riverside Station at the timeehests are place
in service. PSO may request approval from the G@Crecovery of costs exceeding the cost cap ifcisg
circumstances occurred necessitating a higher Evebsts. Such costs will continue to be recovenedugh the ride
until cost recovery occurs through base rates ondida rates in a subsequent proceeding. PSO nlast fiate cas
within eighteen months of the beginning of recoviémpugh the rider unless the OCC approves a fa#ated ral
mechanism that provides for recovery of the peakimigs. Once the cost recovery for the new peakimts begins i
mid-2008, PSO expects annual revenues of an estimd&d#lion related to cost recovery of the peakurgts an
the purchase fee. This settlement agreement wagsoded by the OCC Staff, the Attorney General, @idahom:
Industrial Energy Consumers and Lawton CogeneratidnC.

Louisiana Rate Matters

SWEPCo Louisiana Compliance Filin

In October 2002, SWEPCo filed with the LPSC dethifmancial information typically utilized in a renue
requirement filing, including a jurisdictional cost service. This filing was required by the LPSE aresult of il
order approving the merger between AEP and CSW. tDusultiple delays, in April 2006, the LPSC and BMCc¢
agreed to update the financial information based @005 test year. SWEPCo filed updated finanewxkew schedule
in May 2006 showing a return on equity of 9.44% paned to the previously authorized return on equiity1.1%.

In July 2006, the LPSC stasf’consultants filed direct testimony recommendirngase rate reduction in the rang:
$12 million to $20 million for SWEPCe'’Louisiana jurisdiction customers, based on agseg 10% return on equi
The recommended reduction range is subject to SVeERIdating certain ongoing operations and maizaber
expense levels. SWEPCo filed rebuttal testimon@atober 2006 strongly refuting the consultaméommendation
In December 2006, the LPSC staff's consultantsl fileply testimony asserting that SWEP€bbuisiana base ra
are excessive by $17 million which includes a psgubreturn on equity of 9.8%. SWEPCo filed rebutatimony il
January 2007. A decision is not expected until onidate 2007. At this time, management is unablerexlict th
outcome of this proceeding. If a rate reductioruligmately ordered, it would adversely impact figuresults ¢
operations, cash flows and possibly financial coonli

FERC Rate Matters

Transmission Rate Proceedings at the FERC

The FERC PJM Regional Transmission Rate Proceeding

At AEP’s urging, the FERC instituted an investigatiof PJM5 zonal rate regime, indicating that the preset#
regime may need to be replaced through establishimienegional rates that would compensate AEP aticb!
transmission owners for the regional transmissamilifies they provide to PJM, which provides seevior the benei
of customers throughout PJM. In September 2005, A&t a nonaffiliated utility (Allegheny Power or Apintly
filed a regional transmission rate design propegtdi the FERC. This filing proposes and supportseav PJM rat
regime generally referred to as Highway/Byway.

Parties to the regional rate proceeding proposedoifowing rate regimes:

» AEP/AP proposed a Highway/Byway rate design in Wwhic
» The cost of all transmission facilities in the Padgion operated at 345 kV or higher would be inetlich a
“Highway” rate that all load serving entities (L9Esgould pay based on peak demand. The AEP/AP pabpos
would produce about $125 million in additional reues per year for AEP from users in other zond3JM.
» The cost of transmission facilities operating atdo voltages would be collected in the zones whieose
costs are presently charged under PIJM'’s existitegd@sign.



 Two other utilities, Baltimore Gas & Electric Commpya (BG&E) and Old Dominion Electric Cooperative

(ODEC), proposed a Highway/Byway rate that includesmsmission facilities above 200 kV, which would

produce lower revenues for AEP than the AEP/AP psap

» In another competing Highway/Byway proposal, a grotiLSEs proposed rates that would include exgsE80
kV and higher voltage facilities and new facilitiabove 200 kV in the Highway rate, which would proe
considerably lower revenues for AEP than the AEPg#dposal.

» In January 2006, the FERC staff issued testimony exhibits supporting a PIJM-wide flat rate or “Ros
Stamp” type of rate design that would include @hsmission facilities, which would produce higlransmission
revenues for AEP than the AEP/AP proposal.

All of these proposals were challenged by a majooit other transmission owners in the PJM regiohpwavo
continuation of the existing PJM rate design wipcbvides AEP with no compensation for through anttraffic or
its east zone transmission system. Hearings wedemépril 2006 and the ALJ issued an initial dgon in July 200¢
The ALJ found the existing PJM zonal rate desigmaounjust and determined that it should be replatbe AL.
found that the Highway/Byway rates proposed by AHPaAnd BG&E/ODEC and the Postage Stamp rate propoy
the FERC staff to be just and reasonable alteresitivhe ALJ also found FERC staffpproposed Postage Stamp ra
be just and reasonable and recommended that itityeted. The ALJ also found that the effective datehe rat
change should be April 1, 2006 to coincide with ®5@te elimination. Because the Postage Stampwasefound t
produce greater cost shifts than other propodadsjudge also recommended that the design be pimas@édthout ¢
phase-in, the Postage Stamp method would produce reeenue for AEP than the AEP/AP proposal. Thesphn of
Postage Stamp rates would delay the full impathaif result until about 2012.

AEP filed briefs noting exceptions to the initi@ailsion and replies to the exceptions of otherigarAEP argued th
a phasen should not be required. Nevertheless, AEP arghat if the FERC adopts the Postage Stamp rates
phase-in plan, the revenue collections curtailethbyphase-in should be deferred and paid latdr iwierest.

During 2006, the AEP East companies sought to asgaetail rates in most of their states to rectn&r T&O an(
SECA revenues. The status of such state retaiprateedings is as follows:

» In Kentucky, KPCo settled a rate case, which predifbr the recovery of its share of the transmiss&venu
reduction in new rates effective March 30, 2006.

» In Ohio, CSPCo and OPCo recover their FE&{proved OATT that reflects their share of the frdhsmissio
revenue requirement retroactive to April 1, 2006ema May 2006 PUCO order.

« In West Virginia, APCo settled a rate case, whicbvjgled for the recovery of its share of the T&OCSk
transmission revenue reduction beginning July P862

« In Virginia, APCo filed a request for revised rateghich includes recovery of its share of the T&BELR
transmission revenue reduction starting Octob@086, subject to refund.

« InIndiana, I1&M is precluded by a rate cap fronmsmag its rates until July 1, 2007.

» In Michigan, 1&M has not filed to seek recoverytbe lost transmission revenues.

In April 2007, the FERC issued an order revershyALJ decision. The FERC ruled that the curre Pakte desig
is just and reasonable. The FERC further ruled ttmatcost of new facilities of 500 kV and above Wiobe share
among all PJM participants. As a result of thiseoydhe AEP East companies retail customers widdleed to bear tl
full cost of the existing AEP east transmissionedacilities. However, the AEP East companies custs will alsc
be charged a share of the cost of new 500 kV agloehivoltage transmission facilities built in PJd which the vas
majority for the foreseeable future will not be deé by their customers, but will bolster service aaduce costs
other zones of PJM. The AEP East companies willineebtain regulatory approvals for recovery of ansts of ne
facilities that are assigned to them as a resulthief order, if upheld. AEP will request reheariafj this ordel
Management cannot estimate at this time what effeany, this order will have on their future ctmgtion of nev
east transmission facilities, results of operati@ash flows and financial condition.



The AEP East companies presently recover fromlretatomers approximately 85% of the reductionramgmissio
revenues of $128 million a year. Future result®pdérations, cash flows and financial condition wibintinue to b
adversely affected in Indiana and Michigan untgh lost transmission revenues are recoveredaih rates.

SECA Revenue Subject to Refund

The AEP East companies ceased collecting throughsahtransmission service (T&O) revenues in accordanmitt
FERC orders, and collected SECA rates to mitigageldass of T8 revenues from December 1, 2004 through V
31, 2006, when SECA rates expired. Intervenorsabdgeto the SECA rates, raising various issuesa Assult, th
FERC set SECA rate issues for hearing and ordéradthe SECA rate revenues be collected, subjentftond o
surcharge. The AEP East companies paid SECA ratethér utilities at considerably lesser amounés tbollected.
a refund is ordered, the AEP East companies wdsl r@ceive refunds related to the SECA rates faeg to thirc
parties. The AEP East companies recognized gro€aA3&venues as follows:

Gross SECA
Revenues
Recognized
(in millions)
Year Ended December 31, 2006 (a) $ 43
Year Ended December 31, 2005 162
Year Ended December 31, 2004 14

(@) Represents revenues through March 31, 2006, whe&DASHtes expired, ai
excludes all provisions for refund

Approximately $19 million of these recorded SECA/eeues billed by PIJM were never collected. The AR
companies filed a motion with the FERC to forcerpant of these uncollected SECA billings.

In August 2006, the ALJ issued an initial decisifinding that the rate design for the recovery BIC& charges wx
flawed and that a large portion of the “lost revesiueflected in the SECA rates was not recoverable. AbJ founc
that the SECA rates charged were unfair, unjustdisctiminatory and that new compliance filings aatlinds shoul
be made. The ALJ also found that the unpaid SEG@#snaust be paid in the recommended reduced amount.

Since the implementation of SECA rates in Decen#t¥)4, the AEP East companies recorded approxim&ly
million of gross SECA revenues, subject to refuiite AEP East companies reached settlements wittaiw
customers related to approximately $70 million afcls revenues. The unsettled gross SECA revenued
approximately $150 million. If the ALd'initial decision is upheld in its entirety, it wild disallow $126 million of th
AEP East companiesinsettled gross SECA revenues. In the second h&®@s, the AEP East companies provi
reserves of $37 million in net refunds.

In September 2006, AEP, together with Exelon an&IDQRiled an extensive postearing brief and reply brief noti
exceptions to the ALJ’s initial decision and askihg FERC to reverse the decision in large pdanagement believ
that the FERC should reject the initial decisiorcdwese it is contrary to prior related FERC decisjomhich ar
presently subject to rehearing. Furthermore, mamage believes the AL3’findings on key issues are largely witt
merit. Although management believes they have omrérils arguments, management cannot predict thenait
outcome of any future FERC proceedings or coureals If the FERC adopts the AkJdecision, it will have ¢
adverse effect on future results of operationscasth flows.

4, COMMITMENTS, GUARANTEES AND CONTINGENCIES

We are subject to certain claims and legal actarsng in our ordinary course of business. In &ddj our busines



activities are subject to extensive governmentgllation related to public health and the environin&he ultimat
outcome of such pending or potential litigationiagaus cannot be predicted. For current proceeadnag specificall
discussed below, management does not anticipat¢hindiabilities, if any, arising from such prociegs would hav
a material adverse effect on our financial statamérne Commitments, Guarantees and Contingenoteswithin ou
2006 Annual Report should be read in conjunctictin wiis report.

GUARANTEES

There are certain immaterial liabilities recorded fjuarantees in accordance with FASB Interpratatim. 4f
“Guarantors Accounting and Disclosure Requirements for Guaem) Including Indirect Guarantees of Indebtec
of Others."There is no collateral held in relation to any gueees in excess of our ownership percentagelselaver
any guarantee is drawn, there is no recourse i plairties unless specified below.

Letters Of Credit

We enter into standby letters of credit (LOCs) whird parties. These LOCs cover items such asagdselectricit
risk management contracts, construction contragtsjrance programs, security deposits, debt semndserves ar
credit enhancements for issued bonds. As the pamnpany, we issued all of these LOCs in our omgircaurse ¢
business on behalf of our subsidiaries. At March 3107, the maximum future payments for all the [SOd«
approximately $27 million with maturities rangingi June 2007 to March 2008.

Guarantees Of Third-Party Obligations
SWEPCo

As part of the process to receive a renewal of a3 eRailroad Commission permit for lignite minifgyWEPC«
provides guarantees of mine reclamation in the amofi approximately $85 million. Since SWEPCo uses-
bonding, the guarantee provides for SWEPCo to canoruse its resources to complete the reclamatiahe ever
the work is not completed by Sabine Mining Comp&gbine), an entity consolidated under FIN 46. Quarante
ends upon depletion of reserves and completiomaf feclamation. Based on the latest study, wienas¢ the reserv
will be depleted in 2029 with final reclamation coleted by 2036, at an estimated cost of approxim&&9 million.
As of March 31, 2007, SWEPCo has collected appratety $30 million through a rider for final mineoslure cost
of which approximately $13 million is recorded ireferred Credits and Other and approximately $17ianilis
recorded in Asset Retirement Obligations on ourdemsed Consolidated Balance Sheets.

Sabine charges SWEPCo, its only customer, albisssc SWEPCo passes these costs through its fuedecl
Indemnifications And Other Guarantee
Contracts

We enter into several types of contracts which iregudemnifications. Typically these contractsluate, but are n
limited to, sale agreements, lease agreementshasgcagreements and financing agreements. Genetiady
agreements may include, but are not limited toemdifications around certain tax, contractual andirenmente
matters. With respect to sale agreements, our expagenerally does not exceed the sale price. ftessof certai
sales agreements is discussed in the 2006 AnnyadrReéDispositions”’section of Note 8. These sale agreen
include indemnifications with a maximum exposurkated to the collective purchase price, which ipragimately
$2.2 billion (approximately $1 billion relates toet BOA litigation, see “Enron Bankruptcgéction of this note). The
are no material liabilities recorded for any inddfiations.

Master Operating Leas




We lease certain equipment under a master operatisg. Under the lease agreement, the lessoraramjeed recei
of up to 87% of the unamortized balance of the ggeint at the end of the lease term. If the fairkaavalue of th
leased equipment is below the unamortized balanteeand of the lease term, we are committed yaipa differenc
between the fair market value and the unamortizaldnge, with the total guarantee not to exceed &7%he
unamortized balance. At March 31, 2007, the maxinpotential loss for these lease agreements wa®dprately
$56 million ($36 million, net of tax) assuming tfer market value of the equipment is zero at thd ef the leas
term.

Railcar Lease

In June 2003, we entered into an agreement with BJdyital Corporation, as lessor, to lease 875 traakportin
aluminum railcars. The lease has an initial ternfivid years. At the end of each lease term, we (@ayenew fo
another fiveyear term, not to exceed a total of twenty yedsy;plurchase the railcars for the purchase priceuat
specified in the lease, projected at the leaseptime to be the then fair market value; or (c) retthe railcars ar
arrange a third party sale (return-ssade option). The lease is accounted for as aratipgrlease. We intend to ren
the lease for the full twenty years. This operatasse agreement allows us to avoid a large irgagital expenditul
and to spread our railcar costs evenly over the&ep twenty-year usage.

Under the lease agreement, the lessor is guarattiaethe sale proceeds under the returnsate-option discuss
above will equal at least a lessee obligation amepacified in the lease, which declines over theent lease ter
from approximately 86% to 77% of the projected faarket value of the equipment. At March 31, 2@8&, maximur
potential loss was approximately $31 million ($20lion, net of tax) assuming the fair market vahfethe equipmel
is zero at the end of the current lease term. W logher railcar lease arrangements that do nbzeuthis type c
financing structure.

CONTINGENCIES
Federal EPA Complaint and Notice of Violation

The Federal EPA, certain special interest grougsanumber of states allege that APCo, CSPCo, I&RCo an
other nonaffiliated utilities including the TennessValley Authority, Alabama Power Company, CinaitirGas &
Electric Company, Ohio Edison Company, Southernaimal Gas & Electric Company, lllinois Power Comp,
Tampa Electric Company, Virginia Electric Power Gamy and Duke Energy, modified certain units atl-fioad
generating plants in violation of the NSR requiraiseof the CAA. The Federal EPA filed its complaimigainst ot
subsidiaries in U.S. District Court for the SouthdDdistrict of Ohio. The alleged modifications oc®d at ou
generating units over a twenygar period. A bench trial on the liability issugas held during July 2005. In Ju
2006, the judge stayed the liability decision pagdihe issuance of a decision by the U.S. Supreowugt@ the Duk
Energy case.

Under the CAA, if a plant undertakes a major madifion that results in an emissions increase, [eng
requirements might be triggered and the plant neyelguired to install additional pollution conttechnology. Thi
requirement does not apply to routine maintenarefdacement of degraded equipment or failed commuomeothe
repairs needed for the reliable, safe and efficogdration of the plant. The CAA authorizes ciwénalties of up t
$27,500 ($32,500 after March 15, 2004) per dayv#ation at each generating unit. In 2001, thetiis Court rulec
claims for civil penalties based on activities tbaturred more than five years before the filingedz the complain
cannot be imposed. There is no time limit on claiarsnjunctive relief.

Cases are pending that could affect CSPCo’s sHgmntly-owned units at Beckjord, Zimmer, and Stuart Stat
Similar cases have been filed against other ndizéil utilities, including Allegheny Energy, EasteKentucky
Electric Cooperative, Public Service Enterprise proSantee Cooper, Wisconsin Electric Power Complhsant,
NRG Energy and Niagara Mohawk. Several of thesescagre resolved through consent deci



Courts have reached different conclusions regardimgther the activities at issue in these casesr@uéne
maintenance, repair or replacement, and therefi@eexcluded from NSR. Similarly, courts have reachdédferen
results regarding whether the activities at issiteeased emissions from the power plants. Appeathese and oth
issues were filed in certain appellate courts,uditlg a petition to appeal to the U.S. Supreme Cibiait was grante
in the Duke Energy case. The Federal EPA issu@ubarille that would exclude activities similarttiose challenge
in these cases from NSR as “routine replacemehtdvlarch 2006, the Court of Appeals for the Didtot Columbi:
Circuit issued a decision vacating the rule. Thair€denied the Federal EPRArequest for rehearing, and the Fec
EPA and other parties filed a petition for reviewthe U.S. Supreme Court. In April 2007, the Supredourt denie
the petition for review. The Federal EPA also pisgzba rule that would define “emissions increases way the
most of the challenged activities would be exclufitech NSR.

On April 2, 2007, the U.S. Supreme Court reversedFRourth Circuit Court of Appealsiecision that had suppor
the statutory construction argument of Duke Enengigs NSR proceeding. In a unanimous decision,Gbert rulec
that the Federal EPA was not obligated to definajgmmodification”in two different CAA provisions in the sal
way. The Court also found that the Fourth Circun®rpretation of “major modificationds applying only to projec
that increased hourly emission rates amounted ioaiidation of the relevant Federal EPA regulasiowhich unde
the CAA can only be challenged in the Court of Agpewithin 60 days of the Federal EPA rulemakinge TU.S
Supreme Court did acknowledge, however, that Dukergy may argue on remand that the Federal EPAbbar
inconsistent in its interpretations of the CAA dhd regulations and may not retroactively changge2s of accept:
practice.

In addition to providing guidance on certain of therits of the NSR proceedings brought against ARZ3IPCo, I1&N
and OPCo in U.S. District Court for the Southerstbet of Ohio, the U.S. Supreme Cosrissuance of a ruling in t
Duke Energy cases has an impact on the timing oN&R proceedings. First, the court in the casevfuch a trial ol
liability issues has been conducted has indicatethi@nt to issue a decision on liability. Secotigy bench trial ¢
remedy issues, if necessary, is likely to be scleeldio begin in the third quarter of 2007.

We are unable to estimate the loss or range ofrlelaged to any contingent liability, if any, weght have for civi
penalties under the CAA proceedings. We are alsdlerto predict the timing of resolution of thesattars due to tt
number of alleged violations and the significantmiber of issues yet to be determined by the Cotinel do no
prevail, we believe we can recover any capital apelrating costs of additional pollution control gupent that ma
be required through regulated rates and marke¢pot electricity. If we are unable to recover saohts or if materi
penalties are imposed, it would adversely affeat foture results of operations, cash flows and jpbsdinancia
condition.

SWEPCo Notice of Enforcement and Notice of Citiz8nit

In March 2005, two special interest groups, Si€ab and Public Citizen, filed a complaint in Femlddistrict Cour
for the Eastern District of Texas alleging violaisoof the CAA at SWEPCs'Welsh Plant. SWEPCo filed a respc
to the complaint in May 2005. A trial in this matte scheduled for the second quarter of 2007.

In 2004, the Texas Commission on Environmental QudlrCEQ) issued a Notice of Enforcement to SWE
relating to the Welsh Plant containing a summarfirafings resulting from a compliance investigaterthe plant. |
April 2005, TCEQ issued an Executive DirecsoiPreliminary Report and Petition recommending eh&y of al
enforcement order to undertake certain correctteoas and assessing an administrative penaltyppfaximatel
$228 thousand against SWEPCo based on allegedtioitdaof certain representations regarding heatitirip
SWEPCo05 permit application and the violations of certaatordkeeping and reporting requirements. SWE
responded to the preliminary report and petitiorMay 2005. The enforcement order contains a recamdateor
limiting the heat input on each Welsh unit to tbeé&renced heat input contained within the permpiagtion withir
10 days of the issuance of a final TCEQ order antl @ permit amendment is issued. SWEPCo had pusly



requested a permit alteration to remove the referéo a specific heat input value for each Welsih aimd to clarify
the sulfur content requirement for fuels consuntetthe plant. A permit alteration was issued in Ma2007 removin
the heat input references from the Welsh permit@dadfying the sulfur content of fuels burned la¢ tplant is limite
to 0.5% on an as-received basis. The Sierra CldiPablic Citizen filed a motion to overturn the ipéralteration.

We are unable to predict the timing of any futucdéam by TCEQ or the special interest groups orédffect of suc
actions on our results of operations, cash flowfsnancial condition.

Carbon Dioxide (CQ,) Public Nuisance Claims

In 2004, eight states and the City of New Yorkdikn action in federal district court for the SarthDistrict of Nev
York against AEP, AEPSC, Cinergy Corp, Xcel Ener§puthern Company and Tennessee Valley Authoribhe
Natural Resources Defense Council, on behalf dethspecial interest groups, filed a similar commplaigainst th
same defendants. The actions allege that,€Qissions from the defendanmwer plants constitute a public nuise
under federal common law due to impacts of globaiming, and sought injunctive relief in the form ggecific
emission reduction commitments from the defendartte. defendantanotion to dismiss the lawsuits was grante
September 2005. The dismissal was appealed toeiten8 Circuit Court of Appeals. Briefing and ored@ment hav
concluded. On April 2, 2007, the U.S. Supreme Cmsued a decision holding that the Federal EPAaudisority tc
regulate emissions of CQ and other greenhouse gases under the CAA, which impgct the Second Circust’
analysis of these issues. We believe the actieng/dihout merit and intend to defend against tlagnas.

TEM Litigation

OPCo agreed to sell up to approximately 800 MWradrgy to Tractebel Energy Marketing, Inc. (TEM) fnknowr
as SUEZ Energy Marketing NA, Inc.) for a period2tf years under a Power Purchase and Sale Agreatatn
November 15, 2000 (PPA). Beginning May 1, 2003, ORéndered replacement capacity, energy and am
services to TEM pursuant to the PPA that TEM rei@@s nonconforming.

In September 2003, TEM and AEP separately filedadlatory judgment actions in the United StatesrizisCourt fol
the Southern District of New York. We alleged tii&M breached the PPA, and we sought a determinatiaui
rights under the PPA. TEM alleged that the PPA nédwerame enforceable, or alternatively, that thé\ R
terminated as the result of AEP’s breaches. Thearate parent of TEM (SUEZRACTEBEL S.A.) provided
limited guaranty.

In August 2005, a federal judge ruled that TEM haglached the contract and awarded us damages 8friliibn
plus prejudgment interest. Any eventual proceedldwirecorded as a gain when received.

In September 2005, TEM posted a $142 million letfecredit as security pending appeal of the judgimiBoth partie
filed Notices of Appeal with the United States Qoofr Appeals for the Second Circuit, which heardl@gument o
the appeals in December 2006. We cannot prediailtimate outcome of this proceeding.

Enron Bankruptcy

In connection with the 2001 acquisition of HPL, weetered into an agreement with BAM Lease Comparych
granted HPL the exclusive right to use approxinya@&d billion cubic feet (BCF) of cushion gas re@uirfor the
normal operation of the Bammel gas storage facifythe time of our acquisition of HPL, Bank of Amca (BOA
and certain other banks (the BOA Syndicate) andentered into an agreement granting HPL the skauwse ¢
65 BCF of cushion gas. Also at the time of our &itjan, Enron and the BOA Syndicate released HRImfall priol
and future liabilities and obligations in conneantiwith the financing arrangement.

After the Enron bankruptcy, the BOA Syndicate infied HPL of a purported default by Enron under grens of th
financing arrangement. In 2002, the BOA Syndicaedfa lawsuit against HPL in Texas state courtkiseg e



declaratory judgment that the BOA Syndicate haslad\and enforceable security interest in gas pueoidy in the
Bammel storage facility. In 2003, the Texas stataric granted partial summary judgment in favor loé BOA
Syndicate. HPL appealed this decision. In Augusit2@he Court of Appeals for the First Districtld#xas vacated tl
trial court’s judgment and dismissed the BOA Syaths case. The BOA Syndicate did not seek review
decision. In June 2004, BOA filed an amended petiin a separate lawsuit in Texas state court sgeld obtail
possession of up to 55 BCF of storage gas in themBal storage facility or its fair value. Followiran advers
decision on its motion to obtain possession of giais, BOA voluntarily dismissed this action. In @mr 2004, BO,
refiled this action. HPLS motion to have the case assigned to the judgenelil the case originally was granted. |
intends to defend against any renewed claims by BOA

In 2003, AEP filed a lawsuit against BOA in the téwal States District Court for the Southern DistatiTexas. BO/
led a lending syndicate involving the 1997 gas nmiaagon that Enron and its subsidiaries undertan#d the leasir
of the Bammel underground gas storage facility LHThe lawsuit asserts that BOA made misrepresentaan:
engaged in fraud to induce and promote the stolekafaHPL, that BOA directly benefited from the salf HPL an:
that AEP undertook the stock purchase and entatedhe Bammel storage facility lease arrangeméiht Bnron an
the cushion gas arrangement with Enron and BOAdasemisrepresentations that BOA made about Esrfamancia
condition that BOA knew or should have known weadsd including that the 1997 gas monetization di
contravene or constitute a default of any fedestalte, or local statute, rule, regulation, codamy law. In Februai
2004, BOA filed a motion to dismiss this Texas fadléawsuit. In September 2004, the Magistrate dudgued
Recommended Decision and Order recommending thét B®lotion to Dismiss be denied, that the five countthe
lawsuit seeking declaratory judgments involving B&mmel facility and the right to use and cushi@s gonse!
agreements be transferred to the Southern Disifittew York and that the four counts alleging brea¢ contrac
fraud and negligent misrepresentation proceed énSbuthern District of Texas. BOA objected to thag\dtrat
Judge’s decision. In April 2005, the Judge entexredrder overruling BOA’s objections, denying B@A¥otion tc
Dismiss and severing and transferring the declargtmigment claims to the Southern District of N¥ark. HPL anc
BOA filed motions for summary judgment in the camnding in the Southern District of New York. Thase i
federal court in Texas was set for trial beginnixggil 2007 but the Court continued the trial pergdandecision on tt
motions for summary judgment in the New York case.

In February 2007, the Judge in the New York actiafter hearing oral argument on the motions for rsamy
judgment, made a series of a“informal findings” and submitted a written memodam to the partiesounsel. In th
memorandum to counsel, the Judge stated that helevgsng several of AEB’'motions for partial summary judgm
and granting several of BOA motions for summarygmeént. The substantive matters left open for furgiteceeding
include the issue of the nature of the gas suli@e&OA security interest and the value of thatiest. The Judc
stated that the memorandum to counsel is not amarpor an order, and that no opinion or order Wélissued un
all motions pending before the Court have beendaeki The Judge heard additional arguments on themsin
judgment motions in March 2007. At this time we amable to predict how the Judge will rule on tleaging motion
due to the complexity of those issues and the gsrtiisagreement over each issue. If the Judge issyadganen
directing AEP to pay an amount in excess of the gaithe sale of HPL described below and if AEBnsuccessful |
having the judgment reversed or modified, the judgimcould have a material adverse effect on thalte®f
operations, cash flow, and possibly financial ctadi

In February 2004, in connection with BGAdispute, Enron filed Notices of Rejection regagdithe cushion g
exclusive right-to-use agreement and other incaleagreements. We objected to Ensattempted rejection of the
agreements and filed an adversary proceeding dorgdsnron’s right to reject these agreements.

In 2005, we sold our interest in HPL. We indemmiftbe buyer of HPL against any damages resultioigp fihe BO/
litigation up to the purchase price. The deterniamabf the gain on sale, estimated to be $380 oniltat March 3:
2007 and December 31, 2006, and the recogniticimedigain are dependent on the ultimate resolutfotne BOA
dispute and the costs, if any, associated withréiselution of this matter. The deferred gain iduded in Deferre
Credits and Other on our Condensed ConsolidateahBalSheets.



Although management is unable to predict the ouecamthe remaining lawsuits, it is possible thatitiresolutiol
could have an adverse impact on our results ofatipais, cash flows and financial condition.

Shareholder Lawsuit:

In 2002 and 2003, three putative class action lawsiere filed against AEP, certain executives AdP’'s Employe
Retirement Income Security Act (ERISA) Plan Admirasor alleging violations of ERISA in the selectiof AEF
stock as an investment alternative and in the afion of assets to AEP stock. The ERISA actionsewsnding i
Federal District Court, Columbus, Ohio. In theséicas, the plaintiffs sought recovery of an undatmount c
compensatory damages, attorney fees and costslyir2006, the Court entered judgment denying pik&ist motior
for class certification and dismissing all claimghout prejudice. In August 2006, the plaintiffeefi a notice of appe
to the United States Court of Appeals for the SRitcuit. Briefing of this appeal was completedDiecember 20C
and the parties await the scheduling of oral arqun&'e intend to continue to defend against thé&sens.

Natural Gas Markets Lawsuit

In 2002, the Lieutenant Governor of Californiadila lawsuit in Los Angeles County California Supefourt again:
forty energy companies, including AEP, and two miththg companies alleging violations of Califorméav througt
alleged fraudulent reporting of false natural gasepand volume information with an intent to atféwe market pric
of natural gas and electricity. AEP was dismissethfthe case. A number of similar cases were file@alifornia. Ir
addition, a number of other cases were filed itestad federal courts in several states makingnéatig the sam
allegations under federal or state laws againsis#imee companies. In some of these cases, AEP qabsadiary) i
among the companies named as defendants. These arasat various preeial stages. Several of these cases
transferred to the United States District Courttfag District of Nevada but subsequently were resedrto Californi
state court. In 2005, the judge in Nevada dismislsezk of the remaining cases (AEP was a defendaote of thes
cases), on the basis of the filed rate doctrinainBffs in these cases appealed the decisionswWecontinue tc
defend each case where an AEP company is a defendan

FERC Long-term Contracts

In 2002, the FERC held a hearing related to a camipfiled by Nevada Power Company and Sierra RaBibwe
Company (the Nevada utilities). The complaint sdughbreak longerm contracts entered during the 2000 and
California energy price spike which the customdlsgad were “high-priced. The complaint alleged that we s
power at unjust and unreasonable pridesDecember 2002, a FERC ALJ ruled in our favor aiemissed tr
complaint filed by the Nevada utilities. In 200hetNevada utilities filed complaints asserting tihat prices for pow:
supplied under those contracts should be lowerddeamarket for power was allegedly dysfunctiorteatha time suc
contracts were executed. The ALJ rejected the caimplheld that the markets for future delivery svemo
dysfunctional, and that the Nevada utilities faiteddlemonstrate that the public interest requined thanges be me
to the contracts. In June 2003, the FERC issuedr@er affirming the ALJX decision. In December 2006, the |
Court of Appeals for the Ninth Circuit reversed tRERC order and remanded the case to the FERCufdret
proceedingsManagement is unable to predict the outcome ofetl@eceedings or their impact on future resul
operations and cash flows. We have asserted clgaisst certain companies that sold power to ug;hwize resold t
the Nevada utilities, seeking to recover a portbany amounts we may owe to the Nevada utilities.

5. ACQUISITIONS, DISPOSITIONS, DISCONTINUED OPERATIONS AND ASSETS HELD FOR
SALE
ACQUISITIONS

2007



Darby Electric Generating Station (Utility Operatits segment

In November 2006, CSPCo agreed to purchase Danstriel Generating Station (Darby) from DPL EnergyC, a
subsidiary of The Dayton Power and Light Compamy;, $102 million and the assumption of liabilitie$
approximately $2 million. CSPCo completed the pasghin April 2007. The Darby plant is located nbaunt
Sterling, Ohio and is a natural gas, simple cyoegqr plant with a generating capacity of 480 MW.

Lawrenceburg Generating Station (Utility Operatiorsegment

In January 2007, AEGCo agreed to purchase LawremgeBenerating Station (Lawrenceburg) from an iatll o
Public Service Enterprise Group (PSEG) for apprately $325 million and the assumption of liabilitiei
approximately $2 million. AEGCo will complete thaighase in May 2007. The Lawrenceburg plant istextar
Lawrenceburg, Indiana, adjacent to I&\Tanners Creek Plant, and is a natural gas, caulmycle power plant wi
a generating capacity of 1,096 MW.

2006
None
DISPOSITIONS

2007

Texas Plants - Oklaunion Power Station (Utility Opions segment)

In February 2007, TCC sold its 7.81% share of Okl Power Station to the Public Utilities Boardtbé City o
Brownsville for $42.8 million plus working capitaldjustments. The sale did not have an impact onresults o
operations nor do we expect any remaining litigatm have a significant effect on our results oérgpions.

Intercontinental Exchange, Inc. (ICE) (All Other

During March 2007, we sold 130,000 shares of IC& r@cognized a $16 million pretax gain ($10 millioet of tax)
We recorded the gains in Interest and Investmesdne on our 2007 Condensed Consolidated Staterhémtame
We recorded our remaining investment of approxihgat88,000 shares in Other Temporary Cash Invedisram ou
Condensed Consolidated Balance Sheets.

Texas REPs (Utility Operations Segment)

As part of the purchase-asdle agreement related to the sale of our Texas REF002, we retained the right to st
in earnings with Centrica from the two REPs abovthrashold amount through 2006 if the Texas rataarke
developed increased earnings opportunities. Wewetteb20 million and $70 million payments in 200@da2006
respectively, for our share in earnings. These maysare reflected in Gain/Loss on Disposition e§éts, Net on o
Condensed Consolidated Statements of Income. Tyhyagrd we received in 2007 was the final paymenteurite
earnings sharing agreement.

2006

Compresion Bajio S de R.L. de C.V. (All Other)

In January 2002, we acquired a 50% interest in Cesipn Bajio S de R.L. de C.V. (Bajio), a 600 MWmw plant ir
Mexico. We completed the sale in February 2006fgroximately $29 million with no effect on our Zesults ¢
operations.



DISCONTINUED OPERATIONS

We determined that certain of our operations weseathtinued operations and classified them as surchll period:
presented. We recorded no income or charges refatedr discontinued operations during the firsarger of 2007
During the first quarter of 2006, we had disconéidwperations from U.K. Generation related to east of accrut
liabilities for the London office lease and tax wstments from the sale. We recorded pretax incaiaed to U.K
Generation of $5 million ($3 million, net of taxiiding the first quarter of 2006.

ASSETS HELD FOR SALE
Texas Plants - Oklaunion Power Station (Utility Opions segment)

In February 2007, TCC sold its 7.81% share of Okl Power Station to the Public Utilities Boardtbé City o
Brownsville. The sale did not have a significarfeef on our results of operations nor do we exp@gt remainin
litigation to have a significant effect on our rikswf operations.

We classified TCQ assets related to the Oklaunion Power StatioAssets Held for Sale on our Conder
Consolidated Balance Sheet at December 31, 2006.pldnt does not meet the “component-of-an-entityteric
because it does not have cash flows that can le\cldistinguished operationally. The plant als@simot meet tt
“component-of-an-entitytriteria for financial reporting purposes becausioes not operate individually, but rathe
a part of the AEP System, which includes all of gemeration facilities owned by our Registrant &liases excef
TNC.

Our Assets Held for Sale were as follows:

December
March 31, 31,
2007 2006
Texas Plants (in millions)
Other Current Assets $ - $ 1
Property, Plant and Equipment, Net - 43
Total Assets Held for Sale $ - $ 44

6. BENEFIT PLANS

We adopted SFAS 158 as of December 31, 2006. Werded a SFAS 71 regulatory asset for qualifying SH&¢
costs of our regulated operations that for ratengakurposes will be deferred for future recovery.

Components of Net Periodic Benefit Cost

The following table provides the components of pet periodic benefit cost for the plans for theeehmonths end:
March 31, 2007 and 2006:

Other
Postretirement
Pension Plans Benefit Plans
2007 2006 2007 2006
(in millions)
Service Cost $ 24 $ 24 $ 10 $ 10
Interest Cost 59 57 26 25

Expected Return on Plan Assets (85) (83 (26) (23)



Amortization of Transition Obligatic - - 7 7

Amortization of Net Actuarial Loss 15 20 3 5
Net Periodic Benefit Cost $ 13 % 18 $ 20 % 24
7. BUSINESS SEGMENTS

As outlined in our 2006 Annual Report, our priméansiness strategy and the core of our busines® doeus on ot
electric utility operations. Within our Utility Opations segment, we centrally dispatch all gengnatissets ai
manage our overall utility operations on an intégplabasis because of the substantial impact oflustd rates a
regulatory oversight. Generation/supply in Ohio &f@jinia continue to have commissia®termined transition rat
In April 2007, the Virginia legislature approved emtiments recommended by the Governor providingHerre-
regulation of electric utility generation/supplytes. See “Virginia Restructuring” section of Note 3

Our principal operating business segments and télkaited business activities are as follows:

Utility Operations
» Generation of electricity for sale to U.S. retaitavholesale customers.
» Electricity transmission and distribution in theSJ.

MEMCO Operations
» Barging operations that annually transport apprexely 34 million tons of coal and dry bulk commaekt
primarily on the Ohio, Illinois and Lower Missisgifprivers. Approximately 35% of the barging operas relates
to the transportation of coal, 28% relates to adiical products, 21% relates to steel and 16%deslto other
commodities.

Generation and Marketing
» |IPPs, wind farms and marketing and risk managementities primarily in ERCOT.

The remainder of our comparyactivities is presented as All Other. While nohsidered a business segment,
Other includes:

« Parent compang’ guarantee revenue received from affiliates, @steincome and interest expense and
nonallocated cost:

» Other energy supply related businesses, includiegPiaquemine Cogeneration Facility, which was swolthe
fourth quarter of 2006.

The tables below present our reportable segmeonitnvdtion for the three months ended March 31, 20672006 ar
balance sheet information as of March 31, 2007 R&ckmber 31, 2006. These amounts include certéimagss an
allocations where necessary. We reclassified gear amounts to conform to the current year’s seqgmpeesentation.

Nonutility Operations

Generation
Utility MEMCO and All Other Reconciling
Operations Operations Marketing (@) Adjustments Consolidatec
(in millions)
Three Months Ended March 31,
2007
Revenues from:

External Customers $ 2,88t $ 117 $ 115 $ 51 % -$ 3,16¢
Other Operating Segments 147 3 (73) (45) (32 -

Total Revenues $ 3,03$ 12C $ 42 $ 6% (32% 3,16¢




Net Income (Loss $ 25: % 153 1% 4% -$ 271

Nonutility Operations

Generation
Utility MEMCO and All Other Reconciling
Operations Operations Marketing (@) Adjustments Consolidatec
(in millions)
Three Months Ended March 31,
2006

Revenues from:

External Customers $ 2,982 % 11€$ 13% (3)% -$ 3,10¢

Other Operating Segments (16) 3 - 22 (9) -
Total Revenues $ 2,96¢ $ 11¢$ 13% 19% (9% 3,10¢
Income (Loss) Before Discontinuet

Operations $ 36E$ 21% 4% (12)$ -3 37¢
Discontinued Operations, Net of T: - - - 3 - 3
Net Income (Loss) $ 36t $ 21% 4% (9% -$ 381

Nonutility Operations
Generation
Utility MEMCO and All Other Reconciling
Operations Operations Marketing (@) Adjustments  Consolidatec

March 31, 2007 (in millions)
Total Property, Plant and Equipm $  42,09: $ 23¢$ 56E $ 3ES (237)(c) $ 42,69¢
Accumulated Depreciation and
Amortization 15,24« 53 90 7 (3)(c) 15,39:
Total Property, Plant and
Equipment - Net $ 26,845 $ 18¢ $ 47¢F $ 28 $ (234)((:) $ 27,30:
Total Assets $ 36,78‘$ 30t $ 705$ 11,73:$%  (11,599)(b) $ 37,93¢

Nonutility Operations

Generation
Utility MEMCO and All Other Reconciling
Operations Operations Marketing (@ Adjustments  Consolidatec
December 31, 2006 (in millions)

Total Property, Plant and Equipm $  41,42( $ 23¢ 3$ 327 % 353 - $ 42,02:
Accumulated Depreciation and
Amortization 15,10 51 83 5 - 15,24(
Total Property, Plant and
Equipment - Net $ 26,31¢ $ 18¢ $ 244 $ 3C$ - $ 26,78
Total Assets $ 36,63:% 31t 3 34z$ 11,46($  (10,769)(b) $ 37,98
Assets Held for Sale 44 - - - - 44

(@) All Other includes:



» Parent companyg’ guarantee revenue received from affiliates, @seincome and interest expense and
nonallocated costs.

» Other energy supply related businesses, includiag’taquemine Cogeneration Facility, which was soltie
fourth quarter of 2006.

(b) Reconciling Adjustments for Total Assets primarilyclude the elimination of intercompany advance
affiliates and intercompany accounts receivabl@@lwith the elimination of AER investments in subsidit
companies.

(c) Reconciling Adjustments for Total Property, PlamidaEquipment and Accumulated Depreciation
Amortization as of March 31, 2007 represent theiglation of an intercompany capital lease that hedjaring
the first quarter of 2007.

8. INCOME TAXES

We join in the filing of a consolidated federal ame tax return with our subsidiaries in the Amari@&ectric Powe
(AEP) System. The allocation of the AEP Systemurrent consolidated federal income tax to theP ARyster
companies allocates the benefit of current taxeles® the AEP System companies giving rise to daskes i
determining their current expense. The tax berdfihe parent is allocated to our subsidiaries watkable incom:
With the exception of the loss of the parent comypéme method of allocation approximates a sepaedten result fc
each company in the consolidated group.

Audit Status

AEP System companies also file income tax retumwadrious state, local, and foreign jurisdictiongith few
exceptions, we are no longer subject to U.S. fédstate and local, or nod:S. income tax examinations by
authorities for years before 2000. The IRS andraidveng authorities routinely examine our tax rats We believ
that we have filed tax returns with positions threty be challenged by these tax authorities. Wecanently unde
exam in several state and local jurisdictions. Heevemanagement does not believe that the ultimeselution o
these audits will materially impact results of cigms.

We have settled with the IRS all issues from thaitawof our consolidated federal income tax retdansyears prior t
1997. We have effectively settled all outstandingppsed IRS adjustments for years 1997 through &@@Sthroug
June 2000 for the CSW preerger tax period and anticipate payment for threedyadjustments to occur during 2(
Returns for the years 2000 through 2003 are prigsesing audited by the IRS and we anticipate thataudit will b
completed by the end of 2007.

The IRS has proposed certain significant adjustmémtAEPS foreign tax credit and interest allocation posis
Management is currently evaluating those proposkalsaments to determine if it agrees, but if acedpive do nc
anticipate that the adjustments would result inademial change to our financial position.

FIN 48 Adoption

We adopted the provisions of FIN 48 on January0D,72 As a result of the implementation of FIN 4& kcognize
approximately a $17 million increase in the ligi@k for unrecognized tax benefits, as well asteelanterest expen
and penalties, which was accounted for as a remutti the January 1, 2007 balance of retained mgsni

At January 1, 2007, the total amount of unrecoghiz benefits under FIN 48 was $175 million. Wdidwe it is
reasonably possible that there will be a $46 nnillieet decrease in unrecognized tax benefits dtieetsettlement
audits and the expiration of statute of limitationghin 12 months of the reporting date. The taaahount o
unrecognized tax benefits that, if recognized, Waffect the effective tax rate is $73 million. Thare $66 million ¢
tax positions for which the ultimate deductibilishighly certain but for which there is uncertgiabout the timing ¢
such deductibility. Because of the impact of defértax accounting, other than interest and pesalie disallowanc



of the shorter deductibility period would not affébe annual effective tax rate but would accetethe payment
cash to the taxing authority to an earlier period.

Prior to the adoption of FIN 48, we recorded inséi@nd penalty accruals related to income tax ipositin tax accru.
accounts. With the adoption of FIN 48, we begaroge&zing interest accruals related to income tagitmms ir
interest income or expense as applicable, and fehah operating expenses. As of January 1, 20@&7 accrue
approximately $25 million for the payment of uneantinterest and penalties.

9. FINANCING ACTIVITIES

Long-term Debt

December
March 31, 31,
Type of Debt 2007 2006
(in millions)

Senior Unsecured Notes $ 8,90 $ 8,65¢
Pollution Control Bonds 1,95( 1,95(
First Mortgage Bonds 9C 9C
Defeased First Mortgage Bonds (a) 27 27
Notes Payabl 32C 337
Securitization Bonds 2,30¢ 2,33¢
Notes Payable To Tru 113 113
Spent Nuclear Fuel Obligation (b) 251 247
Other Long-term Debt 2 2
Unamortized Discount (net) (57) (56)
Total Long-term Debt Outstanding 13,90 13,69¢
Less Portion Due Within One Year 1,377 1,26¢
Long-term Portion $ 1252t $ 12,42

(@) In May 2004, we deposited cash and treaswyrdes with a trustee to defease all of TE€@utstanding Fir
Mortgage Bonds. The defeased TCC First MortgagedBdrad a balance of $19 million at both March 307
and December 31, 2006. Trust Fund Assets relatdugmbligation of $23 million and $2 million atavich 31
2007 and December 31, 2006, respectively, arededun Other Temporary Cash Investments and $05at
million at March 31, 2007 and December 31, 2008peetively, are included in Other Noncurrent Assetou
Condensed Consolidated Balance Sheets. In Dece2d®&; we deposited cash and treasury securitids a
trustee to defease the remaining TNC outstandirgj Mortgage Bond. The defeased TNC First Mortgagec
had a balance of $8 million at both March 31, 2@@d December 31, 2006. Trust fund assets relatellis
obligation of $9 million at both March 31, 2007 abdcember 31, 2006 are included in Other TempdCast
Investments on our Condensed Consolidated BalaheetSTrust fund assets are restricted for exatusse ii
funding the interest and principal due on the Rsttgage Bonds.

(b) Pursuant to the Nuclear Waste Policy Act of 1982\ I(a nuclear licensee) has an obligation with Waitec
States Department of Energy for spent nuclear disgglosal. The obligation includes a dimae fee for nucle:
fuel consumed prior to April 7, 1983. Trust Fundeds related to this obligation of $276 million ab@i74
million at March 31, 2007 and December 31, 200&peetively, are included in Spent Nuclear Fuel
Decommissioning Trusts on our Condensed Consotiddédance Sheets.

Longterm debt and other securities issued, retiredpaimtipal payments made during the first three merf 200
are shown in the tables below.

Principal Interest Due



Company Type of Debt Amount Rate Date

(in
millions) (%)
Issuances:
SWEPCo Senior Unsecured Notes  $ 25C 5.55 2017
Total Issuances $ 25((a)

The above borrowing arrangement does not contaanagitees, collateral or dividend
restrictions.

(a) Amount indicated on statement of cash flows of $&#lfion is net of issuance co
and unamortized premium or discoL

Principal
Amount Interest Due
Company Type of Debt Paid Rate Date

(in millions) (%)
Retirements and

Principal

Payments:

OPCo Notes Payabl $ 1 681 2008
OPCo Notes Payabl 6 6.27 2009
SWEPCo Notes Payabl 2 4.47 2011
SWEPCo Notes Payabl 4 6.36 2007
SWEPCo Notes Payabl 1 Variable 2008
TCC Securitization Bonds 32 5.01 2008
Nor-Registrant:

AEP Subsidiaries Notes Payabl 3 Variable 2017
Total Retirements $ 48

In April 2007, OPCo issued $400 million of thrgear floating rate notes at an initial rate of 34%68ue in 2010. Tt
proceeds from this issuance will contribute to iowrestment in environmental equipment.

Shori-term Debt

Short-term debt is used to fund our corporate larr@ program and fund other shdetrim cash needs. C
outstanding short-term debt is as follows:

March 31, 2007 December 31, 2006
Outstanding Interest Outstanding  Interest
Amount Rate Amount Rate
Type of Debt (in millions) (in millions)

Commercial Paper - AEP $ 15( 549% @) $ - -
Commercial Paper - IMG (b) S 5.5€% 1 5.5€%
Line of Credit - Sabine (c) 2( 6.52% 17 6.36%
Total $ 17¢ $ 18

(&) Weighted average rate.
(b) This commercial paper is specifically associatethwie Gavin Scrubber and is backed by a separat#i
facility. This commercial paper does not reducelalbe liquidity under AEP’s credit facilities.



(c) Sabine is consolidated under FIN 46. This feredit does not reduce available liquidity unéd&P’s credi
facilities.

Credit Facilities

In March 2007, we amended the terms of our credilifies. The amended facilities are structuredtvwas $1.5 billior
credit facilities, with an option in each to isaygto $300 million as letters of credit, expirirgparately in March 20:
and April 2012.







AEP GENERATING COMPANY




AEP GENERATING COMPANY
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

We engage in the generation and wholesale saléectrie power to two affiliates, I&M and KPCo, undengtern
agreements. We derive operating revenues fromdlee & Rockport Plant energy and capacity to &Ml &P Cc
pursuant to FERC-approved lobtgAan unit power agreements through December 2022elJthe terms of its ul
power agreement, I&M agreed to purchase all ofRockport energy and capacity unless it is soldtberoutilities o
affiliates. 1&M assigned 30% of its rights to engiand capacity to KPCo.

The unit power agreements provide for a FE&RIproved rate of return on common equity, a returother capiti
(net of temporary cash investments) and recovegosfs including operation and maintenance, fudltares. Unde
the terms of the unit power agreements, we accumalaexpenses monthly and prepare bills for dfilieges. In the
month the expenses are incurred, we recognize itlvegbrevenues and establish a receivable from affdiated
companies. The co-owners divide the costs of opegréte plant.

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 2.6
Change in Gross Margin:
Wholesale Sale (0.7
Changes in Operating Expenses and Othe
Other Operation and Maintenar 2.3
Interest Expens 0.5
Total Change in Operating Expenses and Othe (1.9
Income Tax Expense (Cred 1.2
First Quarter of 2007 $ 1.€

Net Income decreased $1.3 million for 2007 compavitd 2006. The fluctuation in Net Income is a fesid terms ir
the unit power agreements which allow for a retamtotal capital of the Rockport Plant calculateul adjuste
monthly for over/under billings.

Gross Margin, defined as Operating Revenues lessfBuElectric Generation, decreased $0.7 millwimarily due
to year-end tax adjustments reflected in Janudmif's

Other Operation and Maintenance expenses incref$el million primarily due to increased maintenarces
reflecting more planned and forced outages at tiekport Plant in 2007 than 2006.

Interest Expense increased $0.5 million primarilg do increased rates on shiantm borrowings and increased mo
pool borrowings.



Income Taxe

Income Tax Expense (Credit) decreased $1.2 mifigmarily due to a decrease in pretax book incomé@hanges
certain book/tax differences accounted for on w-lbrough basis.

Significant Factors

Lawrenceburg Generating Statio

In January 2007, we agreed to purchase Lawrencebengrating Station (Lawrenceburg) from an afiiat Public
Service Enterprise Group (PSEG) for approximat@®3bmillion and the assumption of liabilities ofpapximately $:
million. The transaction is expected to close inyM#007. The Lawrenceburg plant is located in Lawedrg
Indiana, adjacent to I&M Tanners Creek Plant, and is a natural gas, cadliycle power plant with a generai
capacity of 1,096 MW. This new generation acqusitwill be financed by a capital contribution froAEP anc
issuance of debt related to this acquisition. Wan b sell the power to CSPCo through a FE&p@roved purcha
power contract.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemerg’Discussion and Analysis of Registi
Subsidiaries”in our 2006 Annual Report for a discussion of tlstineates and judgments required for regule
accounting, revenue recognition, the valuatioroafjtHived assets and the impact of new accountingquncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Arslyf Registrant Subsidiarieséction for a discussion
adoption of new accounting pronouncements.




AEP GENERATING COMPANY
CONDENSED STATEMENTS OF INCOME
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
OPERATING REVENUES $ 77,15 $ 78,15
EXPENSES
Fuel Used for Electric Generation 43,64¢ 43,96
Rent - Rockport Plant Unit 2 17,07: 17,07
Other Operation 3,32¢ 3,06¢
Maintenance 3,811 2,78¢
Depreciation and Amortization 5,99( 5,97¢
Taxes Other Than Income Taxes 1,081 1,07(
TOTAL 74,92¢ 73,93
OPERATING INCOME 2,22: 4,22(
Interest Expense (1,257) (722)
INCOME BEFORE INCOME TAXES 971 3,49¢
Income Tax Expense (Credit) (620) 57C
NET INCOME $ 1,591 $ 2,92¢

CONDENSED STATEMENTS OF RETAINED EARNINGS
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
BALANCE AT BEGINNING OF PERIOD $ 30,94: $ 26,03¢
FIN 48 Adoption, Net of Tax 27 -
Net Income 1,591 2,92¢
Cash Dividends Declared - 1,99¢
BALANCE AT END OF PERIOD $ 32,56( $ 26,96

The common stock of AEGCo is wholly-owned by AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






AEP GENERATING COMPANY
CONDENSED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Accounts Receivable - Affiliated Companies $ 29,38( $ 31,06(
Fuel 28,41« 37,70
Materials and Supplies 8,02¢ 7,87:
Accrued Tax Benefits 1,82( 3,80¢
Prepayments and Other 38 57
TOTAL 67,67¢ 80,49¢
PROPERTY, PLANT AND EQUIPMENT
Electric - Production 688,59¢ 686,77t
Other 2,567 2,46(
Construction Work in Progress 15,93: 15,19¢
Total 707,09° 704,43:
Accumulated Depreciation and Amortization 405,67t 398,42.
TOTAL - NET 301,42: 306,01:
OTHER NONCURRENT ASSETS
Regulatory Assets 5,40: 5,43¢
Deferred Charges and Other 3,66 1,38
TOTAL 9,07( 6,82(
TOTAL ASSETS $ 378,16 $ 393,33:

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP GENERATING COMPANY
CONDENSED BALANCE SHEETS
LIABILITIES AND SHAREHOLDER'S EQUITY
March 31, 2007 and December 31, 2006

(Unaudited)
2007 2006
CURRENT LIABILITIES (in thousands)

Advances from Affiliates $ 29,997 $ 53,64¢
Accounts Payable:

General 6 54¢

Affiliated Companies 18,91¢ 27,93t
Accrued Taxes 7,09z 3,68¢
Accrued Rent - Rockport Plant Unit 2 23,42 4,96:
Other 521 1,20(
TOTAL 79,96 91,97¢

NONCURRENT LIABILITIES
Long-term Debt - Nonaffiliated 44,83¢ 44,83
Deferred Income Taxes 19,79 19,74¢
Regulatory Liabilities and Deferred Investment Teredits 76,06¢ 79,65(
Deferred Gain on Sale and Leaseback - Rockport Rlai 2 87,37( 88,76:
Deferred Credits and Other 13,14 12,97¢
TOTAL 241,21. 245,97
TOTAL LIABILITIES 321,17: 337,95!
Commitments and Contingencies (Note 4)
COMMON SHAREHOLDER’S EQUITY

Common Stock - Par Value - $1,000 Per Share:

Authorized - 1,000 Shares

Outstanding - 1,000 Shares 1,00( 1,00(¢
Paid-in Capital 23,43¢ 23,43¢
Retained Earnings 32,56( 30,94:
TOTAL 56,99 55,37¢
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY $ 378,16° $ 393,33:

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP GENERATING COMPANY
CONDENSED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
OPERATING ACTIVITIES
Net Income $ 1,591 $ 2,92¢
Adjustments for Noncash Items:
Depreciation and Amortization 5,99( 5,97¢
Deferred Income Taxes (1,205 (1,12¢)
Deferred Investment Tax Credits (820) (827)
Amortization of Deferred Gain on Sale and Leasebd&ckport Plant Unit 2 (1,392 (1,392
Deferred Property Taxes (2,51¢) (2,739
Changes in Other Noncurrent Assets 47 (403)
Changes in Other Noncurrent Liabilities 20C 374
Changes in Certain Components of Working Capital:
Accounts Receivable 1,68( 1,607
Fuel, Materials and Supplies 9,13¢ (1,044
Accounts Payable (9,560) (2,06¢)
Accrued Taxes, Net 5,252 6,17¢
Accrued Rent - Rockport Plant Unit 2 18,46« 18,46«
Other Current Assets (28) (35)
Other Current Liabilities (332 (379
Net Cash Flows From Operating Activities 26,50 25,51¢
INVESTING ACTIVITIES
Construction Expenditures (2,84)) (1,699
FINANCING ACTIVITIES
Change in Advances from Affiliates, Net (23,649 (21,81
Principal Payments for Capital Lease Obligations (17 (14)
Dividends Paid on Common Stock - (1,99¢)
Net Cash Flows Used For Financing Activities (23,66¢) (23,82¢)
Net Change in Cash and Cash Equivalents - -
Cash and Cash Equivalents at Beginning of Period - -
Cash and Cash Equivalents at End of Period $ - $ -
SUPPLEMENTARY INFORMATION
Cash Paid for Interest, Net of Capitalized Amounts $ 1,39¢ $ 1,10¢
Net Cash Received for Income Ta: (439 -
Noncash Acquisitions Under Capital Lea 1 27

See Condensed Notes to Condensed Financiah&ate of Registrant Subsidiarit






AEP GENERATING COMPANY
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF REGISTRANT
SUBSIDIARIES

The condensed notes to AEGEa@ondensed financial statements are combinedtihgtiiondensed notes to condel
financial statements for other registrant subsidsar_isted below are the notes that apply to AEGCo

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Commitments, Guarantees and Contingencies Note 4
Acquisitions, Dispositions and Assets Held for Sale Note 5
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2@i6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 4
Changes in Gross Margin.
Off-system Sale 7
Texas Wires 6
Transmission Revenu 1
Other 28
Total Change in Gross Margin 42
Changes in Operating Expenses and Othe
Other Operation and Maintenar 2
Depreciation and Amortizatic (13)
Taxes Other Than Income Tay 2
Carrying Costs Incom (19)
Other Income 5
Interest Expens (19
Total Change in Operating Expenses and Othe (42)
First Quarter of 2007 $ 4

Net Income remained relatively flat in the firstagier of 2007 compared to the first quarter of 2(

The major components of our change in Gross Mardafined as revenues less the related direct adstael,
including the consumption of emissions allowanees| purchased power were as follows:

Margins from Offsystem Sales increased $7 million primarily duéoteer margins from optimization activiti
of $5 million in 2006. An additional $2 million inease was primarily due to a $4 million provisiam fefunc
recorded in 2006 related to the pending and sulesgaale of our portion of the Oklaunion Plant effé part b
reduced sales margins upon completion of the sale.

Texas Wires revenues increased $6 million primatilg to increased usage and favorable weathertaomaliAs
compared to the prior year, heating degree daye than doubled.

Other revenues increased $28 million. This increess due in part to $36 million of revenue fromwsézatior
transition charges primarily resulting from newainting in October 2006. Securitization transitidrarge
represent amounts collected to recover securibzabond principal and interest payments relatedoti
securitized transition assets and are fully oftgeaamortization and interest expenses. This inereass partiall
offset by a $7 million decrease in third party domstion project revenues mainly related to workfgened fo



the Lower Colorado River Authority.
Operating Expenses and Other changed betweenasé&rows:

» Other Operation and Maintenance expenses decré&@sedillion primarily due to a $5 million decreas®rh
lower expenses related to construction project$opeed for third parties, primarily Lower Coloradeiver
Authority. This decrease is partially offset byiaarease of $2 million in payments made for trarssioin service
and approximately $1 million increase related ®rplacement of meters.

» Depreciation and Amortization expense increasedillln primarily due to the recovery and amortina of
the securitization assets of $15 million offsepart by $2 million related to the amortization b&€tCTC liability
(see “TCC’s 2006 Securitization Proceeding” and CI€€2006 CTC Proceedingections of Note 4 of the 2C
Annual Report).

« Taxes Other Than Income Taxes decreased $2 mitlionarily due to lower propertyelated taxes related
Texas tax legislation and the sale of our portib@klaunion in February 2007.

« Carrying Costs Income decreased $19 million prilpatiue to the absence of carrying cost on stranmbes
recovery.

« Other Income increased $5 million primarily dudamer invested balances in the Utility Money Pool.

» Interest Expense increased $19 million primarilg doa $22 million increase in lorigrm debt interest primar
related to the Securitization Bonds issued in Ost@®06, offset in part by the retirement of otloeig-term debt.

Income Taxe
Income Tax Expense remained relatively flat forfihe& quarter 2007.

Financial Condition

Credit Ratings

In April 2007, Fitch Ratings downgraded our unsedutlebt from Ato BBB+ and placed us on negative outlook.
negative rating outlook reflects Fitehexpectation that credit metrics will continuebi® weak for the BBB ratir
category absent a favorable outcome in our pengitggcase in Texas. SEECC and TNC Energy Delivery Base R
Filings” in Note 3.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemert’Discussion and Analysis of Registi
Subsidiaries”in our 2006 Annual Report for a discussion of tlstineates and judgments required for regule
accounting, revenue recognition, the valuationooigived assets, pension and other postretirementfibe@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Arslyf Registrant Subsidiariesection for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andreyear holding period. The risk of potential lossfair value
attributable to our exposure to interest rates ariiy related to longerm debt with fixed interest rates was $
million and $232 million at March 31, 2007 and Dexteer 31, 2006, respectively. We would not expedtcoidate
our entire debt portfolio in a ongear holding period; therefore, a near term chaimgeterest rates should r
negatively affect our results of operations or chidated financial position.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 171,98 $ 123,21:
Sales to AEP Affiliates 1,13( 1,59¢
Other 3,81« 10,47¢
TOTAL 176,93: 135,28t
EXPENSES

Fuel and Other Consumables Used for Electric Géinera 82t 1,72¢
Purchased Electricity for Resale 1,50¢ 1,68(
Other Operation 57,39¢ 58,90:
Maintenance 7,78¢ 7,78¢
Depreciation and Amortization 46,02( 33,36(
Taxes Other Than Income Taxes 18,52« 20,36:
TOTAL 132,05¢ 123,82(
OPERATING INCOME 44,87: 11,46¢
Other Income (Expense):

Interest Income 4,95¢ 50t
Carrying Costs Income - 19,42:
Allowance for Equity Funds Used During Construction 1,15¢ 375
Interest Expense (46,022 (26,779
INCOME BEFORE INCOME TAXES 4,96¢ 4,99¢
Income Tax Expense 1,431 1,22:
NET INCOME 3,53¢ 3,77:
Preferred Stock Dividend Requirements 60 60
EARNINGS APPLICABLE TO COMMON STOCK $ 347¢ % 3,71

The common stock of TCC is owned by a wholly-ownbdidiary of AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'’S
EQUITY AND COMPREHENSIVE INCOME
For the Three Months Ended March 31, 2007 and 2006

DECEMBER 31, 2005

Preferred Stock Dividends
TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Income, Net of Taxes:
Cash Flow Hedges, Net of Tax of $141
NET INCOME

TOTAL COMPREHENSIVE INCOME
MARCH 31, 2006

DECEMBER 31, 2006

FIN 48 Adoption, Net of Tax
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

NET INCOME
TOTAL COMPREHENSIVE INCOME

MARCH 31, 2007

(in thousands)
(Unaudited)

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

$ 5529:$ 132,60($ 760,88:$ (1,159$ 947,63(
(60) (€9

947,57

267 262

3,77: 3,77:

4,03

$ 5529:$ 132,60($ 764,59 $ (890)$ 951,60
$ 5520:$ 132,60($ 217,21($ -$ 405,11
(2,187) (2,18Y)

(60) ___ (89

402,86

3,53¢ 3,53¢

3,53¢

$ 5529:$ 132,60($ 218,50¢$ -$ 406,40°

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 52 $ 77¢
Other Cash Deposits 131,82: 104,20:
Advances to Affiliates 216,95: 394,00
Accounts Receivable:
Customers 44 51¢ 31,21¢
Affiliated Companies 6,51: 8,61:
Accrued Unbilled Revenues 17,96¢ 10,09:
Allowance for Uncollectible Accounts (45) (49)
Total Accounts Receivable 68,95¢ 49,87
Materials and Supplies 30,52¢ 28,34
Prepayments and Other 11,10° 5,672
TOTAL 459,41¢ 582,87
PROPERTY, PLANT AND EQUIPMENT
Electric:
Transmission 917,70¢ 904,52
Distribution 1,602,74! 1,579,49:
Other 224,85¢ 220,02¢
Construction Work in Progress 166,30( 165,97¢
Total 2,911,60! 2,870,03;
Accumulated Depreciation and Amortization 636,74( 630,23¢
TOTAL - NET 2,274,86! 2,239,79:
OTHER NONCURRENT ASSETS
Regulatory Assets 187,76" 193,11:
Securitized Transition Assets 2,133,961 2,158,40:i
Employee Benefits and Pension Assets 35,53¢ 35,57«
Deferred Charges and Other 68,39: 69,49
TOTAL 2,425,65! 2,456,58!
Assets Held for Sale - Texas Generation Plant - 44 47"
TOTAL ASSETS $ 5,15994 $ 5,323,73.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
March 31, 2007 and December 31, 2006
(Unaudited)

CURRENT LIABILITIES

2007

2006

Accounts Payable:

General

Affiliated Companies
Long-term Debt Due Within One Year - Nonaffiliated
Customer Deposits

Accrued Taxes
Accrued Interest

Other
TOTAL

NONCURRENT LIABILITIES

(in thousands)

Long-term Debt - Nonaffiliated

Deferred Income Taxes

Regulatory Liabilities and Deferred Investment Teredits
Deferred Credits and Other

TOTAL

TOTAL LIABILITIES

Cumulative Preferred Stock Not Subject to Mandai®egemption

Commitments and Contingencies (Note 4)

COMMON SHAREHOLDER'’S EQUITY

Common Stock - Par Value - $25 Per Share:
Authorized - 12,000,000 Shares
Outstanding - 2,211,678 Shares

Paid-in Capital

Retained Earnings

TOTAL

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

$ 17,857 $ 26,93¢
17,32¢ 21,23¢
138,50° 78,22,
17,85 18,74
33,47« 74,49¢
57,62¢ 44,71
21,13¢ 34,76:
303,78: 299,11(
2,845,02( 2,937,38
1,037,08! 1,034,12.
503,62 598,02
58,10¢ 44,04
4,443,833 4,613,58
4,747,61 4,912,69
5,921 5,921

55,29: 55,29:
132,60t 132,60t
218,50¢ 217,21
406,40° 405,11¢

$ 5,159,94! $ 5,323,73.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Months Ended March 31, 2007 and 2006
(in thousands)
(Unaudited)

OPERATING ACTIVITIES

Net Income
Adjustments for Noncash Items:
Depreciation and Amortization
Deferred Income Taxes
Carrying Costs on Stranded Cost Recovery
Mark-to-Market of Risk Management Contracts
Fuel Over/Under Recovery, Net
Deferred Property Taxes
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Certain Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Customer Deposits
Accrued Taxes, Net
Accrued Interest
Other Current Assets
Other Current Liabilities

Net Cash Flows From (Used for) Operating Activities

INVESTING ACTIVITIES

Construction Expenditures

Change in Other Cash Deposits, Net
Change in Advances to Affiliates, Net
Proceeds from Sale of Assets

Net Cash Flows From (Used For) Investing Activities

FINANCING ACTIVITIES

Issuance of Long-term Debt - Affiliated

Change in Advances from Affiliates, Net
Retirement of Long-term Debt - Nonaffiliated
Principal Payments for Capital Lease Obligations
Dividends Paid on Cumulative Preferred Stock

Net Cash From (Used For) Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

2007 2006
$ 3,53¢ $ 3,77¢
46,02 33,36(
11,10: 2,92¢

- (19,429

- 5,12t
(98,66 -
(20,069 (25,755
(753) (1,330
3,187 1,39¢
(19,089 121,36
(2,549 (2,56
(3,957) (53,129)
(891) (6,514
(40,649 6,85¢
11,01 (16,152
681 2,62¢
(13,86 (7,46))
(124,919 45,10¢
(59,877) (58,64¢)
(6,07) 29,73
177,05: (32,10))
45,61¢ 3,83
156,72 (57,179
- 125,00(
- (82,08()
(32,125 (30,64)
(350) (152)
(60) (60)
(32,53¢) 12,06;
(727) -
77¢ -

$ 52 $ -




SUPPLEMENTARY INFORMATION

Cash Paid for Interest, Net of Capitalized Amounts $ 27,96. $ 40,64¢
Net Cash Paid for Income Tax 32,60: 48%
Noncash Acquisitions Under Capital Lea 363 68C
Construction Expenditures Included in Accounts Pé&yat March 31, 7,477 9,97(

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF
REGISTRANT SUBSIDIARIES

The condensed notes to TGQondensed consolidated financial statementscandioed with the condensed note
condensed financial statements for other regisgabsidiaries. Listed below are the notes thatyaigplT CC.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Acquisitions, Dispositions and Assets Held for Sale Note 5
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




AEP TEXAS NORTH COMPANY AND SUBSIDIARY




AEP TEXAS NORTH COMPANY AND SUBSIDIARY
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 4
Changes in Gross Margin.
Off-system Sale 3
Texas Wires 2
Transmission Revenu 1
Total Change in Gross Margin 6
Changes in Operating Expenses and Othe
Other Operation and Maintenar 4
Total Change in Operating Expenses and Othe (4)
Income Tax Expense 1)
First Quarter of 2007 $ 5

Net Income increased $1 million primarily due to iaorease in Gross Margin of $6 million partiallffset by ar
increase in Other Operation and Maintenance exgasfsi4 million.

The major components of our change in Gross Mardefined as revenues less the related direct dosted,
consumption of emissions allowances and purchaseempwere as follows:

» Margins from Offsystem Sales increased $3 million primarily duéoteer margins from optimization activiti
of $2 million in 2006. An additional $1 million inease was primarily due to the implementation ef Browe
Purchase Agreement with AEP Energy Partners inalgr2007. Under this agreement, we recover ouisGs
capacity charges regardless of plant availabifttge “Oklaunion PPA between TNC and AEP Energy Bestn

section of Note 1.
» Texas Wires revenues increased $2 million primatilg to increased usage and favorable weathertommali A¢

compared to the prior year, heating degree daysased 77%.
Operating Expenses and Other changed betweenasé&rfows:

» Other Operation and Maintenance expenses incredéedillion primarily resulting from planned and éex
outages at our Oklaunion Plant during the firstrtgraof 2007.

Income Taxe



Income Tax Expense increased $1 million primarikg do an increase in pretax book income.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemerg’Discussion and Analysis of Registl
Subsidiaries”in our 2006 Annual Report for a discussion of tlstineates and judgments required for regule
accounting, revenue recognition, the valuationooigHived assets, pension and other postretirementfite@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Aiglgf Registrant Subsidiarieséction for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are aervlarch 31, 2007 as a result of our exit from ¢emeratio
business. See “Oklaunion PPA between TNC and AERdyrPartners” section of Note 1.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andreyear holding period. The risk of potential lossfair value
attributable to our exposure to interest rates ariyrelated to longerm debt with fixed interest rates was $11 mil
and $12 million at March 31, 2007 and December2B06, respectively. We would not expect to liquédatir entir
debt portfolio in a ongear holding period; therefore, a near term changeterest rates should not negatively al
our results of operations or financial position.




AEP TEXAS NORTH COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three Months Ended March 31, 2007 and 2006
(in thousands)
(Unaudited)

REVENUES

Electric Generation, Transmission and Distribution
Sales to AEP Affiliates
Other

TOTAL

EXPENSES

Fuel and Other Consumables Used for Electric Géinara
Purchased Electricity for Resale

Other Operation

Maintenance

Depreciation and Amortization

Taxes Other Than Income Taxes

TOTAL

OPERATING INCOME
Other Income (Expense):
Interest Income

Allowance for Equity Funds Used During Construction
Interest Expense

INCOME BEFORE INCOME TAXES

Income Tax Expense

NET INCOME

Preferred Stock Dividend Requirements
Gain on Reacquired Preferred Stock

EARNINGS APPLICABLE TO COMMON STOCK

The common stock of TNC is owned by a wholly-ownbdidiary of AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.

2007 2006
38,07¢ 68,82
24,65 6,02t

23C (184)
62,96 74,66
6,27¢€ 12,11
2,80: 14,39¢
19,56 18,47
7,467 5,201
10,34¢ 10,30
4,841 5,54(
51,29¢ 66,03:
11,66¢ 8,63t
132 21¢
52 382
(4,346) (4,362)
7,507 4,87
2,23( 1,04(
5,271 3,83
26 26

- 2
5,251 3,81(




AEP TEXAS NORTH COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'’S
EQUITY AND COMPREHENSIVE INCOME
For the Three Months Ended March 31, 2007 and 2006

DECEMBER 31, 2005

Common Stock Dividends
Preferred Stock Dividends
Gain on Reacquired Preferred Stock

TOTAL

COMPREHENSIVE INCOME

(in thousands)

Other Comprehensive Income, Net of Taxes:
Cash Flow Hedges, Net of Tax of $102
NET INCOME

TOTAL COMPREHENSIVE INCOME
MARCH 31, 2006

DECEMBER 31, 2006

FIN 48 Adoption, Net of Tax
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Income, Net of Taxes:
Cash Flow Hedges, Net of Tax of $378
NET INCOME

TOTAL COMPREHENSIVE INCOME

MARCH 31, 2007

(Unaudited)
Accumulated
Other
Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

$ 137,21:$  2,351% 174,85t $ (504)% 313,91
(8,000 (8,000
(26) (26)
2 2
305,89!
18¢ 18¢
3,83¢ 3,83¢
4,02:
$ 137,21:$ 2,351$% 170,66¢$ (315)$ 309,91¢
$ 137,21:$  2,351% 176,95(% (10,159% 306,35t
(557) (557)
(26) (26)
305,77
70z 70z
5,271 5,271
5,97¢
$ 137,21:$ 2,351% 181,64:% (9,457$ 311,75:

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP TEXAS NORTH COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006

(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents 3 % 84
Other Cash Deposits 8,95¢ 8,86:
Advances to Affiliates - 13,54
Accounts Receivable:
Customers 11,08( 21,74
Affiliated Companies 13,17. 5,63¢
Accrued Unbilled Revenues 2,917 2,292
Allowance for Uncollectible Accounts (18) 9
Total Accounts Receivable 27,15¢ 29,65¢
Fuel 11,40: 8,55¢
Materials and Supplies 9,54¢ 9,31¢
Prepayments and Other 1,87¢ 1,681
TOTAL 58,94: 71,70¢
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 290,65« 290,48
Transmission 330,27 327,84
Distribution 506,75: 512,26!
Other 160,14: 159,45:
Construction Work in Progress 36,14¢ 38,84
Total 1,323,96. 1,328,89.
Accumulated Depreciation and Amortization 483,96( 486,96
TOTAL - NET 840,00 841,93.
OTHER NONCURRENT ASSETS
Regulatory Assets 38,35¢ 38,40:
Employee Benefits and Pension Assets 12,82« 12,86"
Deferred Charges and Other 12,80 2,60¢
TOTAL 63,98’ 53,87+
TOTAL ASSETS 962,93. $ 967,51

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




AEP TEXAS NORTH COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS
LIABILITIES AND SHAREHOLDERS’ EQUITY

March 31, 2007 and December 31, 2006
(Unaudited)

CURRENT LIABILITIES

Advances from Affiliates
Accounts Payable:
General
Affiliated Companies
Long-term Debt Due Within One Year - Nonaffiliated
Accrued Taxes
Other

TOTAL

NONCURRENT LIABILITIES

Long-term Debt - Nonaffiliated

Long-term Risk Management Liabilities

Deferred Income Taxes

Regulatory Liabilities and Deferred Investment Teredits
Deferred Credits and Other

TOTAL
TOTAL LIABILITIES
Cumulative Preferred Stock Not Subject to Mandaiegemption

Commitments and Contingencies (Note 4)

COMMON SHAREHOLDER'’S EQUITY

Common Stock - Par Value - $25 Per Share:
Authorized - 7,800,000 Shares
Outstanding - 5,488,560 Shares

Paid-in Capital

Retained Earnings

Accumulated Other Comprehensive Income (Loss)

TOTAL

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See Condensed Notes to Condensed Financial StateofdRegistrant Subsidiaries.

2007 2006

(in thousands)
$ 11,18 $ -
6,32¢ 4,44¢
34,12¢ 43,99:
8,151 8,151
19,47 21,78
8,687 14,93¢
87,95’ 93,30¢
268,80° 268,78!
- 1,081
120,26: 124,04t
132,64¢ 139,42¢
39,16( 32,15¢
560,87: 565,50:
648,83: 658,80¢
2,34¢ 2,34¢
137,21 137,21
2,351 2,351
181,64« 176,95(
(9,457) (10,159
311,75: 306,35t
$ 962,93. $ 967,51




AEP TEXAS NORTH COMPANY AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006

(in thousands)
(Unaudited)

OPERATING ACTIVITIES

Net Income
Adjustments for Noncash Items:
Depreciation and Amortization
Deferred Income Taxes
Mark-to-Market of Risk Management Contracts
Deferred Property Taxes
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Certain Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Accrued Taxes, Net
Other Current Assets
Other Current Liabilities

Net Cash Flows Used For Operating Activities

INVESTING ACTIVITIES

Construction Expenditures

Change in Other Cash Deposits, Net
Change In Advances to Affiliates, Net
Proceeds from Sale of Assets

Net Cash Flows From Investing Activities

FINANCING ACTIVITIES

Change in Advances from Affiliates, Net
Principal Payments for Capital Lease Obligations
Dividends Paid on Common Stock

Dividends Paid on Cumulative Preferred Stock

Net Cash Flows From (Used For) Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

SUPPLEMENTARY INFORMATION

Cash Paid for Interest, Net of Capitalized Amounts
Net Cash Paid for Income Tax

2007 2006
5271 $ 3,83
10,34¢ 10,30
(1,016) (1,329
- 1,98¢
(10,86 (12,360
1,50¢ (2,08))
(5,719 652
2,50: 36,83
(3,067) (2,156)
(9,176) (36,939
(302) 4,05¢
(255) 1,67¢
(5,975) (9,775)
(16,739 (5,280)
(19,799 (18,66
(95) 792
13,54 31,24(
11,96 -
5,62 13,37(
11,18t -
(129) (64)

- (8,000)

(26) (26)
11,03 (8,090)
(82) -

84 -
39 -

6,15( $ 6,11¢
2,28¢ -



Noncash Acquisitions Under Capital Lea 98 224
Construction Expenditures Included in Accounts Bé&yat March 31, 2,50¢ 2,372

See Condensed Notes to Condensed Financial StattenfeRegistrant Subsidiaries.




AEP TEXAS NORTH COMPANY AND SUBSIDIARY
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF REGISTRANT
SUBSIDIARIES

The condensed notes to TNC¢ondensed financial statements are combinedthdétltondensed notes to condel
financial statements for other registrant subsiegai_isted below are the notes that apply to TNC.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




APPALACHIAN POWER COMPANY
AND SUBSIDIARIES




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 74
Changes in Gross Margin.
Retail Margins 29
Off-system Sale (6)
Transmission Revenu: (112)
Other 1
Total Change in Gross Margin 13
Changes in Operating Expenses and Othe
Other Operation and Maintenar (5)
Depreciation and Amortizatic (12)
Taxes Other Than Income Ta» 2
Carrying Costs Incom (3)
Interest Expens (2)
Total Change in Operating Expenses and Othe (19)
Income Tax Expens 2
First Quarter of 2007 $ 70

Net Income decreased $4 million to $70 million B0Z primarily due to an increase in Operating Expsrand Oth¢
of $19 million, partially offset by an increase@noss Margin of $13 million.

The major components of our change in Gross Mardefined as revenues less the related direct dosted,
including consumption of chemicals and emissiolwaances, and purchased power were as follows:

» Retail Margins increased $29 million in compari$or2006 primarily due to:

« A $42 million increase in retail revenues primaréyated to new rates implemented in relation to\éitginia
general rate case, which are being collected subjer=fund, and recovery of Virginia Environmengaild
Reliability (E&R) costs. See the “APCo Virginia BaRate Case” section of Note 3.

« A $9 million increase in retail sales primarily digeincreased demand in the residential class egsdowith
favorable weather conditions. Heating degree dag®ased approximately 19%.

These increases were partially offset by:

« A $14 million decrease in revenues related to fomrtransmission rights, net of congestion, priltgatue to
fewer transmission constraints in the PJM market.

« A $9 million decrease in revenues related to thpaBded Net Energy Cost (ENEC) mechanism with Wes



Virginia retail customers primarily due to passetigh of off-system sales margins. The mechanigs w
reinstated in West Virginia effective July 1, 208&onjunction with our West Virginia rate case.

» Margins from Off-system Sales decreased $6 milfidmarily due to an $18 million decrease in phykgales
margins partially offset by a $10 million increasemargins from optimization activities and a $2llimin
increase in our allocation of off-system sales nmsrginder the SIA. The change in allocation metlagio of
the SIA occurred on April 1, 2006.

« Transmission Revenues decreased $11 million priynduie to the elimination of SECA revenues as ofilAh
2006. See the “Transmission Rate Proceedings &ERLC” section of Note 3.

Operating Expenses and Other changed betweenasérfows:

» Other Operation and Maintenance expenses incréisedllion mainly due to a $6 million increase ixpenses
for overhead line right-of-way clearing, overheauklrepairs and increases in various other operadiad
maintenance expenses totaling $8 million. Theseeases were partially offset by a $9 million deseein
expenses related to the AEP Transmission Equalizatigreement due to the addition of our Wyoming-
Jacksons Ferry 765 kV line which was energizedmaced into service in June 2006.

« Depreciation and Amortization expenses increased riillion primarily due to the amortization of cgimg
charges and depreciation expense that are beitectaa through the E&R surcharges and increased pla
service related to the Wyoming-Jacksons Ferry A6%irke, which was energized and placed in servicéune
2006.

» Carrying Costs Income decreased $3 million rel&tezhrrying costs associated with our E&R case.

Income Taxe
Income Tax Expense decreased $2 million primatilg th a decrease in pretax book income.

Financial Condition

Credit Ratings
The rating agencies currently have us on stableaktCurrent ratings are as follows:

Moody’s S&P Fitch

Senior Unsecured Debt Baa2 BBB BBB+

Cash Flow

Cash flows for the three months ended March 317 200@ 2006 were as follows:

2007 2006
(in thousands)

Cash and Cash Equivalents at Beginning of Period $ 2,31 $ 1,741
Cash Flows From (Used For):

Operating Activities 176,02¢ 210,98(

Investing Activities (200,89¢) (194,89)

Financing Activities 24.53¢ (16,379
Net Decrease in Cash and Cash Equival (331) (289)
Cash and Cash Equivalents at End of Period $ 1987 $ 1,452

Operating Activities



Net Cash Flows From Operating Activities were $iiion in 2007. We produced income of $70 millidaring the
period and a noncash expense item of $59 milliorDiepreciation and Amortization. The other chanigesssets ar
liabilities represent items that had a currentqekigash flow impact, such as changes in workingtalams well a
items that represent future rights or obligatiomgdceive or pay cash, such as regulatory assetdialities. The
current period activity in working capital had rigrsficant items in 2007.

Net Cash Flows From Operating Activities were $2iillion in 2006. We produced income of $74 millidaring the
period and a noncash expense item of $48 milliorDiepreciation and Amortization. The other chanigesssets ar
liabilities represent items that had a currentqekigash flow impact, such as changes in workingt@iaas well a
items that represent future rights or obligatiomgdceive or pay cash, such as regulatory assedtdiailities. The
current period activity in working capital had twegnificant items, an increase in Accounts Recdajablet an
Accrued Taxes, Net. During the first quarter of @0@e did not make any federal income tax paymantscollecte
receivables from our affiliates related to powdesasettled litigation and emission allowances.

Investing Activitie:

Net Cash Flows Used For Investing Activities dur@)7 and 2006 primarily reflect our constructiompenditures ¢
$202 million and $197 million, respectively. Congtiion expenditures are primarily for projects aprove servic
reliability for transmission and distribution, aselMvas environmental upgrades for both periods2®96, capite
projects for transmission expenditures were prilpaelated to the Wyomindgacksons Ferry 765 KV line placed i
service in June 2006. Environmental upgrades ircthd installation of selective catalytic reducteguipment on ol
plants and the flue gas desulfurization projedhatAmos and Mountaineer plants. In February 2@dvjronmente
upgrades were completed for the Mountaineer pkattthe remainder of 2007, we expect constructigrerditures t
be approximately $460 million.

Financing Activities

Net Cash Flows From Financing Activities were $28liom in 2007. We had a net increase of $48 millim
borrowings from the Utility Money Pool and paid $iflion in dividends on common stock.

Net Cash Flows Used For Financing Activities weté #illion in 2006. In 2006, we retired a First Ngage Bond ¢
$100 million and incurred obligations of $50 miliarelating to pollution control bonds. We repaidohermr
borrowings from the Utility Money Pool of $30 mdl. In addition, we received funds of $68 milliaated to a long-
term coal purchase contract amended in March 2006.

Financing Activity
There were no material long-term debt issuancesetiréments during the first three months of 2007.
Liquidity

We have solid investment grade ratings, which glewis ready access to capital markets in ordessteeinew debt
refinance longerm debt maturities. In addition, we participatethe Utility Money Pool, which provides acces
AEP’s liquidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2006 Annual Report and has not changegifgigntly
from year-end.

Significant Factors




New Generatior

In January 2006, we filed a petition with the WVP&Questing our approval of a Certificate of Pulienvenienc
and Necessity to construct a 629 MW IGCC plant@hato our existing Mountaineer Generating StatioiMasor
County, WV. In January 2007, at our request, theR8€ issued an order delaying the Commissia®adline fc
issuing an order on the certificate to December72ddrough March 31, 2007, we deferred poastruction IGCH
costs totaling $10 million. If the plant is not lhand these costs are not recoverable, futurdtsesfioperations ar
cash flows would be adversely affected.

Virginia Restructuring

In April 2004, Virginia enacted legislation thattemded the transition period for electricity restuwing, including
capped rates, through December 31, 2010. The digisIprovides us with specified cost recovery appoties during
the capped rate period, including two optional Beddgeneral base rate changes and an opportunityiniely
recovery, through a separate rate mechanism, t#icencremental environmental and reliability costcurred on ar
after July 1, 2004. Under the restructuring law, @aatinue to have an active fuel clause recoverghaeism i
Virginia and continue to practice deferred fuel @oating. Also, under the restructuring law, we deferemente
environmental generation costs and incrementastngssion and distribution reliability costs fordu recovery, to tt
extent such costs are not being recovered whemrgtiuand amortize a portion of such deferrals cemsurate wit
recovery.

In April 2007, the Virginia legislature adopted @wprehensive law providing for the re-regulatioret#ctric utilities
generation/supply rates. The amendments shoréetrdhsition period by two years (from 2010 to 208fter whicl
rates for retail generation/supply will return tdosim of costbased regulation. The legislation provides for, ag
other things, biennial rate reviews beginning ir020rate adjustment clauses for the recovery ofcthss of (e
transmission services and new transmission inveginig) Demand Side Management, load managemetteerg
efficiency programs, (c) renewable energy prograans, (d) environmental retrofit and new generatiorestment:
significant return on equity enhancements for lamgeestments in new generation and, subject to iNi@gSCC
approval, certain environmental retrofits, ando@iflon the allowed return on equity based on tlezaage earned rett
on equities’of regional vertically integrated electric utilisieEffective July 1, 2007, the amendments allowties tc
retain a minimum of 25% of the margins from effstem sales with the remaining margins from swadésscredite
against fuel factor expenses. The legislation alkmvs us to continue to defer and recover increaleanvironment:
and reliability costs incurred through December Z108. We expect this new form of cdstsed ratemaking shoi
improve our annual return on equity and cash floomf operations when new ratemaking begins in 26{afvever
with the return of codbased regulation, our generation business will ragaeet the criteria for application
regulatory accounting principles under SFAS 71.uResof operations and financial condition could daversel
affected when we are required toae®tablish certain net regulatory liabilities apphbte to our generation/sup
business. The timing and earnings effect from seepplication of SFAS 71 regulatory accounting dar Virginia
generation/supply business are uncertain at tmis. ti

Litigation and Regulatory Activity

In the ordinary course of business, we are involiecemployment, commercial, environmental and ratmur
litigation. Since it is difficult to predict the tzome of these proceedings, we cannot state whawbntual outcome
these proceedings will be, or what the timing e #mount of any loss, fine or penalty may be. Mansnt doe
however, assess the probability of loss for sudaiticgencies and accrues a liability for cases wihiatie a probab
likelihood of loss and the loss amount can be edBoh For details on our pending litigation andutatpry
proceedings, see Note 4 - Rate Matters and Not€d@nmitments, Guarantees and Contingencies in ddé 20inua
Report. Also, see Note 3 - Rate Matters and Not€dmmitments, Guarantees and Contingencies ifiGloadense
Notes to Condensed Financial Statements of Regis8absidiari€” section. Adverse results in these procees
have the potential to materially affect our resofteperations, financial condition and cash flows.



See the “Combined Management's Discussion and Arsalpf Registrant SubsidiariesSection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemert’Discussion and Analysis of Registl
Subsidiaries”in the 2006 Annual Report for a discussion of tlséngates and judgments required for regule
accounting, revenue recognition, the valuationooigived assets, pension and other postretirementfibe@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Arslyf Registrant Subsidiariesection for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdoy AEPSC as agent for us. The related risk geman
policies and procedures are instituted and adneiridt by AEPSC. See complete discussion within AEP
“Quantitative and Qualitative Disclosures About iRidanagement Activitiessection. The following tables provi
information about AEP’s risk management activitieect on us.

MTM Risk Management Contract Net Assets

The following two tables summarize the various marknarket (MTM) positions included on our conder
consolidated balance sheet as of March 31, 200thendeasons for changes in our total MTM value@spared t
December 31, 2006.

Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheet
As of March 31, 2007
(in thousands)

MTM Risk  Cash Flow & DETM
Managemeni  Fair Value Assignment

Contracts Hedges (@) Total

Current Assets $ 66,05¢ $ 1,40t $ - $ 67,46:
Noncurrent Asset 84,71¢ 1,26¢ - 85,98
Total MTM Derivative Contract Assets 150,77¢ 2,67¢ - 153,45(
Current Liabilities (47,76 (6,899 (3,152 (57,819
Noncurrent Liabilities (49,839 (804) (8,35¢) (58,99%)
Total MTM Derivative Contract Liabilities (97,600 (7,707 (11,510 (116,81
Total MTM Derivative Contract Net Assets

(Liabilities) $ 53,17¢ $ (5,029 $ (11,510 $ 36,63’

(@) See “Natural Gas Contracts with DETM” sectidNote 16 of the 2006 Annual Report.

MTM Risk Management Contract Net Assets
Three Months Ended March 31, 2007
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2006 $ 52,48¢
(Gain) Loss from Contracts Realized/Settled DuthmgPeriod and Entered in a Prior Period (5,389
Fair Value of New Contracts at Inception When EedelDuring the Period (a) 25¢E
Net Option Premiums Paid/(Received) for Unexercmednexpired Option Contrac

Entered During the Period (35)
Change in Fair Value Due to Valuation Methodolody@ges on Forward Contracts -
Changes in Fair Value Due to Market Fluctuationsimuthe Period (b) 4,91¢
Changes in Fair Value Allocated to Regulated Jugigmhs (c) 93¢

Total MTM Risk Management Contract Net Assets 53,17¢



Net Cash Flow & Fair Value Hedge Contra (5,029
DETM Assignment (d) (11,510

Total MTM Risk Management Contract Net Assets at Mach 31, 2007 $ 36,63’

(a)Reflects fair value on lontgerm contracts which are typically with customdrattseek fixed pricing to limit the
risk against fluctuating energy prices. Inceptiatue is only recorded if observable market datalbmanbtained fc
valuation inputs for the entire contract term. To@tract prices are valued against market curvescased wit
the delivery location and delivery term.

(b)Market fluctuations are attributable to varioustéas such as supply/demand, weather, storage, etc.

(c)“Changes in Fair Value Allocated to Regulated dicisons” relates to the net gains (losses) of those costtha
are not reflected in the Condensed Consolidateter@tnts of Income. These net gains (losses) amded a
regulatory liabilities/assets for those subsidmtleat operate in regulated jurisdictions.

(d)See “Natural Gas Contracts with DETM” section oft@&lt6 of the 2006 Annual Report.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets
The following table presents:

» The method of measuring fair value used in detdangithe carrying amount of our total MTM asset iability
(external sources or modeled internally).

» The maturity, by year, of our net assets/liab#itie give an indication of when these MTM amounils settle anc
generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of March 31, 2007
(in thousands)

Remainder After
2007 2008 2009 2010 2011 2011 Total

Prices Actively Quoted - Exchange Traded

Contracts $ 1565($ (6449H% 70€$ -$ -$ - $15,71:
Prices Provided by Other External Sources -

OTC Broker Quotes (a) 3,482z 13,90¢ 11,44¢ 4,54: - - 33,38(
Prices Based on Models and Other Valuatior
Methods (b) (3,727 (2,35¢) 1,82z 5,48 1,23t 1,62¢ 4,08¢
Total $ 15,40¢ $10,90¢ $13,97¢ $10,02¢ $ 1,23t $ 1,62¢ $53,17¢

(a)“Prices Provided by Other External Sources - OTGkBr Quotes” reflects information obtained from Bthee-
counter brokers, industry services, or multipletpan-line platforms.

(b)“Prices Based on Models and Other Valuation Methaslsised in absence of pricing information from exad
sources. Modeled information is derived using viauramodels developed by the reporting entity,aetihg whe
appropriate, option pricing theory, discounted clslv concepts, valuation adjustments, etc. and meguire
projection of prices for underlying commodities bay the period that prices are available from tipiadty
sources. In addition, where external pricing infatimn or market liquidity are limited, such valuats ar
classified as modeled. The determination of thenpat which a market is no longer liquid for plagiit in the
modeled category varies by market.

Contract values that are measured using modelsaloaton methods other than active quotes or OTdken
guotes (because of the lack of such data for ety quantities, locations and periods) incorpera the mode



or other valuation methods, to the extent possiBIEC broker quotes and active quotes for delivanegars an
at locations for which such quotes are available.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheet

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may use varammsmodity instruments designated in qualifying cietv hedgt
strategies to mitigate the impact of these fluatunest on the future cash flows. We do not hedge@hmodity pric
risk.

We use interest rate derivative transactions toagannterest rate risk related to anticipated varrgs of fixedrate
debt. We do not hedge all interest rate risk.

We use forward contracts and collars as cash fledgés to lock in prices on certain transactionoaemated il
foreign currencies where deemed necessary. Wetdoedge all foreign currency exposure.

The following table provides the detail on desigdateffective cash flow hedges included in AOCloaim Condense
Consolidated Balance Sheets and the reasons fochiweges from December 31, 2006 to March 31, 2Q0dly
contracts designated as cash flow hedges are etandAOCI. Therefore, economic hedge contract$ #na nc
designated as effective cash flow hedges are mddkethrket and included in the previous risk managertedries
All amounts are presented net of related incomestax

Total Accumulated Other Comprehensive Income (LossActivity
Three Months Ended March 31, 2007
(in thousands)

Foreign Interest
Power Currency Rate Total
Beginning Balance in AOCI December 31, 200 $ 5332 $ (164 $ (7,715 $ (2,547)
Changes in Fair Value (5,612) - - (5,617)
Reclassifications from AOCI to Net Income for
Cash Flow Hedges Settled (2,221 2 347 (1,872)
Ending Balance in AOCI March 31, 2007 $ (2,500 $ (162) $ (7,36¢) $ (10,03))

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$4,214 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegalty consistent with that of AEP.
VaR Associated with Risk Management Contracts

We use a risk measurement model, which calculatdgevat Risk (VaR) to measure our commodity prisk in the
risk management portfolio. The VaR is based onvidmganceeovariance method using historical prices to edi
volatilities and correlations and assumes a 95%idemce level and a ongay holding period. Based on this V
analysis, at March 31, 2007, a near term typicahgle in commaodity prices is not expected to havaterial effect o
our results of operations, cash flows or financaidition.

The following table shows the end, high, averagd,law market risk as measured by VaR for the gariadicated:



Three Months Ended Twelve Months Ended

March 31, 2007 December 31, 2006

(in thousands) (in thousands)
End High Average Low End High Average Low
$712 $2,328 $1,037 $282 $756 $1,915 $658 $358

The High VaR for the twelve months ended Decemler2B06 occurred in the third quarter due to vitgtin the
ECAR/PJM region.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andre-year holding periodihe risk of potential loss in fair val
attributable to our exposure to interest rates arily related to longerm debt with fixed interest rates was $
million and $153 million at March 31, 2007 and Dexteer 31, 2006, respectively. We would not expedtcoidate
our entire debt portfolio in a ongear holding period; therefore, a near term chaimgeterest rates should r
negatively affect our results of operations or chidated financial position.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 601,54t $ 559,99:
Sales to AEP Affiliates 61,54¢ 71,77
Other 2,637 2,67¢
TOTAL 665,72¢ 634,44
EXPENSES

Fuel and Other Consumables Used for Electric Génara 171,18t 166,85:
Purchased Electricity for Resale 35,95( 27,61¢
Purchased Electricity from AEP Affiliates 127,60: 122,39¢
Other Operation 67,62¢ 69,90:
Maintenance 45,75: 37,83¢
Depreciation and Amortization 59,16( 48,26¢
Taxes Other Than Income Taxes 21,27°¢ 23,09:
TOTAL 528,55« 495,96
OPERATING INCOME 137,17- 138,47
Other Income (Expense):

Interest Income 63¢ 951
Carrying Costs Income 3,16¢ 6,011
Allowance for Equity Funds Used During Construction 2,771 2,47¢
Interest Expense (31,829 (30,26¢%)
INCOME BEFORE INCOME TAXES 111,93¢ 117,64
Income Tax Expense 41,70¢ 44,04¢
NET INCOME 70,22’ 73,59¢
Preferred Stock Dividend Requirements includingi@tock Expense 23¢€ 23¢
EARNINGS APPLICABLE TO COMMON STOCK $ 69,98¢ $ 73,35¢

The common stock of APCo is wholly-owned by AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Three Months Ended March 31, 2007 and 2006

DECEMBER 31, 2005

Common Stock Dividends
Preferred Stock Dividends
Capital Stock Expense

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Income, Net of Taxes:
Cash Flow Hedges, Net of Tarf $7,144
NET INCOME

TOTAL COMPREHENSIVE INCOME
MARCH 31, 2006

DECEMBER 31, 2006

FIN 48 Adoption, Net of Tax
Common Stock Dividends
Preferred Stock Dividends
Capital Stock Expense

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $4,030
NET INCOME

TOTAL COMPREHENSIVE INCOME

MARCH 31, 2007

(in thousands)

Accumulated

(Unaudited)
Common Paid-in
Stock Capital Earnings

Other
Retained Comprehensive
Income (Loss) Total

$ 260,45t$ 924,83'$ 635,01t $

(2,500)
(200)
38 (39)

73,59¢

(16,610$1,803,70.

(2,500)
(200)

1,801,00.

13,26¢ 13,26¢
73,59¢

86,86

$ 260,45($ 924,87'$ 705,87. %

(3,342)$1,887,86.

$ 260,45¢$1,024,99-$ 805,51: %

(2,685)
(15,000)

(200)

38 (39)

70,22,

(54,79)$2,036,17.

(2,685)
(15,000
(200)

2,018,28!

(7,489 (7,489
70,22’

62,74:

$ 260,45¢$1,025,03'$ 857,81 $

(62,279$2,081,03;

See Condensed Notes to Condensed Financial Statteif Registrant Subsidiarie




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 1,987 $ 2,31¢
Accounts Receivable:
Customers 199,11. 180,19(
Affiliated Companies 85,91¢ 98,23’
Accrued Unbilled Revenues 29,61¢ 46,28
Miscellaneous 4,84¢ 3,40(
Allowance for Uncollectible Accounts (4,579 (4,339
Total Accounts Receivable 314,92" 323,77«
Fuel 72,07¢ 77,07
Materials and Supplies 69,42¢ 56,23t
Risk Management Assets 67,46 105,37¢
Accrued Tax Benefits 9,18¢ 3,74¢
Regulatory Asset for Under-Recovered Fuel Costs 17,78¢ 29,52¢
Prepayments and Other 15,68: 20,12¢
TOTAL 568,53t 618,18(
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 3,363,91. 2,844,80:
Transmission 1,640,041 1,620,51.
Distribution 2,276,32 2,237,88
Other 342,01 339,45(
Construction Work in Progress 512,38t 957,62t
Total 8,134,68! 8,000,27:
Accumulated Depreciation and Amortization 2,470,101 2,476,29
TOTAL - NET 5,664,58! 5,523,98:
OTHER NONCURRENT ASSETS
Regulatory Assets 612,35: 622,15:
Long-term Risk Management Assets 85,98’ 88,90¢
Deferred Charges and Other 167,91: 163,08¢
TOTAL 866,25: 874,14¢
TOTAL ASSETS $ 7,099,370 $ 7,016,31L

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
LIABILITIES AND SHAREHOLDERS’ EQUITY

March 31, 2007 and December 31, 2006
(Unaudited)

CURRENT LIABILITIES

Advances from Affiliates
Accounts Payable:
General
Affiliated Companies
Long-term Debt Due Within One Year - Nonaffiliated
Risk Management Liabilities
Customer Deposits
Accrued Taxes
Accrued Interest
Other

TOTAL

NONCURRENT LIABILITIES

Long-term Debt - Nonaffiliated

Long-term Debt - Affiliated

Long-term Risk Management Liabilities

Deferred Income Taxes

Regulatory Liabilities and Deferred Investment Teredits
Deferred Credits and Other

TOTAL
TOTAL LIABILITIES
Cumulative Preferred Stock Not Subject to Mandaiegemption

Commitments and Contingencies (Note 4)

COMMON SHAREHOLDER'’S EQUITY

Common Stock - No Par Value:
Authorized - 30,000,000 Shares
Outstanding - 13,499,500 Shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (Loss)

TOTAL

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

2007 2006
(in thousands)
$ 82,86( $ 34,97t
286,89: 296,43
77,64 105,52
324,16 324,19:
57,81¢ 81,11«
54,19: 56,36
87,86+ 60,05¢
55,78" 30,61
119,50¢ 142,32t
1,146,73. 1,131,60!
2,174,95 2,174,A7.
100,00( 100,00(
58,99t 64,90¢
933,70: 957,22
307,01 309,72
279,17 224,43
3,853,84. 3,830,77.
5,000,57' 4,962,37'
17,76 17,76
260,45! 260,45
1,025,03; 1,024,99.
857,81 805,51:
(62,279 (54,797
2,081,03; 2,036,17.
$ 7,099,37 7,016,311

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






APPALACHIAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Months Ended March 31, 2007 and 2006
(in thousands)
(Unaudited)

OPERATING ACTIVITIES

Net Income
Adjustments for Noncash Items:
Depreciation and Amortization
Deferred Income Taxes
Carrying Costs Income
Mark-to-Market of Risk Management Contracts
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Certain Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Customer Deposits
Accrued Taxes, Net
Accrued Interest
Fuel Over/Under Recovery, Net
Other Current Assets
Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures
Change in Other Cash Deposits, Net
Proceeds from Sales of Assets

Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Issuance of Long-term Debt - Nonaffiliated

Change in Advances from Affiliates, Net

Retirement of Long-term Debt - Nonaffiliated
Principal Payments for Capital Lease Obligations
Funds From Amended Coal Contract

Amortization of Funds From Amended Coal Contract
Dividends Paid on Common Stock

Dividends Paid on Cumulative Preferred Stock

Net Cash Flows From (Used For) Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

2007 2006
$ 70,227 $ 73,59:
59,16( 48,26¢
(3,907 (11,429
(3,166 (6,011)
(401) (5,69€)
(12,74)) 4,02(
30,17- 5,84¢
8,84¢ 75,27¢
(1,039 13,02¢
(19,897 (30,149
(2,179 (13,53()
29,53¢ 56,18(
21,60¢ 15,51:
12,98: 7,83:
3,89¢ (1,719
(17,107 (20,059
176,02 210,98
(202,00 (196,567
(29) -
1,142 1,66¢
(200,89;) (194,89
- 49,67;

47,88¢ (29,947
(3) (100,002
(1,112 (1,487

- 68,07¢

(7,036) -
(15,000 (2,500)
(200) (200)
24,53: (16,377
(331) (28<)
2,31¢ 1,741




Cash and Cash Equivalents at End of Period $ 1,987 $ 1,452

SUPPLEMENTARY INFORMATION

Cash Paid for Interest, Net of Capitalized Amounts $ 7,082 $ 14,68¢
Net Cash Paid for Income Tax 7,77¢ 1,771
Noncash Acquisitions Under Capital Lea 444 1,18¢
Construction Expenditures Included in Accounts Pé&yat March 31, 113,02: 83,68

See Condensed Notes to Condensed Financial StattenfeRegistrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF REGISTRANT
SUBSIDIARIES

The condensed notes to AP€aondensed consolidated financial statementsoandioed with the condensed note
condensed financial statements for other regisgabsidiaries. Listed below are the notes thatyajgpAPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




COLUMBUS SOUTHERN POWER COMPANY
AND SUBSIDIARIES




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES

MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006
Changes in Gross Margin.
Retail Margins 27
Off-system Sale (12)
Transmission Revenu: (7)
Other 4

Total Change in Gross Margin

Changes in Operating Expenses and Othe

Other Operation and Maintenar (20
Depreciation and Amortizatic (4)
Taxes Other Than Income Tay (D
Interest Expens 2
Other 1

Total Change in Operating Expenses and Othe

Income Tax Expens

First Quarter of 2007

51

(12)
3

47

Net Income decreased $4 million to $47 million B0Z. The key driver of the decrease was a $12aniilicrease i
Operating Expenses and Other offset by a $5 millimnease in Gross Margin and a $3 million decreadacome
Tax Expense.

The major components of our increase in Gross Mardefined as revenues less the related direct aosiel,
including consumption of chemicals and emissiolwaances, and purchased power were as follows:

Retail Margins increased $27 million primarily dwe

« An $11 million increase in residential and commareevenue primarily due to a 27% increase in heg
degree days.

« A $10 million increase in rate revenues related &1 million increase in our RSP, a $3 million ease relate
to rate recovery of storm costs and a $3 milliccréase related to rate recovery of IGCC preconsbrucost:
(see “Ohio Rate Matters” section of Note 3je increase in rate recovery of storm costs wésebby th
amortization of deferred expenses in Other Opearatitd Maintenance. The increase in rate recovelGLC
preconstruction costs was offset by the amortinatiodeferred expenses in Depreciation and Amditina

« A $7 million increase in industrial revenue duethe addition of Ormet, a major industrial custonisee



“Ormet” section of Note 3).
» Margins from Offsystem Sales decreased $11 million primarily duarté8 million decrease in physical s:
margins and a $4 million decrease in margins froptmazation activities.
« Transmission Revenues decreased $7 million prigndrk to the elimination of SECA revenues as ofilApy
2006. See the “Transmission Rate Proceedings &ERLC” section of Note 3.
» Other revenues decreased $4 million primarily dulewer gains on sales of emission allowances.

Operating Expenses and Other changed betweenasérfows:

» Other Operation and Maintenance expenses incrédsenillion primarily due to:

« A $5 million increase in overhead line expenses idupart to the amortization of deferred storm exqee
recovered through a cosgeovery rider. The increase in amortization ofedefd storm expenses was of
by a corresponding increase in Retail Margins.

« A $3 million increase in our net allocated transsiia costs related to the Transmission Equalizi
Agreement as a result of the addition of APCo’s Wiygg-Jacksons Ferry 765 kV line, which was energ
and placed in service in June 2006.

« Depreciation and Amortization increased $4 milljgrimarily due to the amortization of IGCC preconstion
costs of $3 million in the first quarter of 2007e€Tincrease in amortization of IGCC preconstructiosts wa
offset by a corresponding increase in Retail Maggin

» Interest Expense decreased $2 million primarily tuan increase in allowance for borrowed fundsdubaring
construction.

Income Taxe

Income Tax Expense decreased $3 million primarilg tb a decrease in pretax book income and stetenia taxe
offset in part by the recording of tax adjustments.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemerg’Discussion and Analysis of Registi
Subsidiaries”in our 2006 Annual Report for a discussion of tistineates and judgments required for regule
accounting, revenue recognition, the valuationooigived assets, pension and other postretirementfibe@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Arsabf Registrant Subsidiaries” section for a dssoon of
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdoy AEPSC as agent for us. The related risk geman
policies and procedures are instituted and adneir@dt by AEPSC. See the complete discussion angsiavithir
AEP’s “Quantitative and Qualitative Disclosures Ab&isk Management Activitiesection for disclosures about r
management activities.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andre-year holding periodihe risk of potential loss in fair val
attributable to our exposure to interest rates ariyrelated to longerm debt with fixed interest rates was $80 mil
and $70 million at March 31, 2007 and December2B06, respectively. We would not expect to liquédatir entir
debt portfolio in a ongear holding period; therefore, a near term changeterest rates should not negatively ai
our results of operations or consolidated finangasition.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 423,46t $ 413,66¢
Sales to AEP Affiliates 23,01 13,76¢
Other 1,43: 1,33(
TOTAL 447 91 428,76¢
EXPENSES

Fuel and Other Consumables Used for Electric Géioara 75,86: 69,82(
Purchased Electricity for Resale 31,31: 24,76¢
Purchased Electricity from AEP Affiliates 83,54: 82,47
Other Operation 61,15¢ 55,94t
Maintenance 22,56¢ 17,93«
Depreciation and Amortization 50,29’ 45,82¢
Taxes Other Than Income Taxes 40,58: 39,50:
TOTAL 365,31t 336,27:
OPERATING INCOME 82,59¢ 92,49’
Other Income (Expense):

Interest Income 422 45F
Carrying Costs Income 1,092 71€
Allowance for Equity Funds Used During Construction 772 464
Interest Expense (15,28)) (17,52()
INCOME BEFORE INCOME TAXES 69,60: 76,61:
Income Tax Expense 22,62( 25,27¢
NET INCOME 46,98 51,33°
Capital Stock Expense 39 39
EARNINGS APPLICABLE TO COMMON STOCK $ 46,94: $ 51,29¢

The common stock of CSPCo is wholly-owned by AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Three Months Ended March 31, 2007 and 2006
(in thousands)
(Unaudited)

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

DECEMBER 31, 2005 $ 41,02¢$ 580,03!% 361,36!% (880)$ 981,54t
Common Stock Dividends (22,500 (22,500
Capital Stock Expense 39 (39) -
TOTAL 959,04t

COMPREHENSIVE INCOME
Other Comprehensive Income, Net of Taxes:

Cash Flow Hedges, Net of Tax of $2,176 4,041 4,041
NET INCOME 51,33 51,33\
TOTAL COMPREHENSIVE INCOME 55,37¢
MARCH 31, 2006 $ 41,02¢$ 580,07¢:$ 390,16: % 3,161 $1,014,42.
DECEMBER 31, 2006 $ 41,02¢$ 580,19:$% 456,78 $ (21,989%$1,056,01
FIN 48 Adoption, Net of Tax (3,027) (3,022
Common Stock Dividends (20,000 (20,000
Capital Stock Expense 39 (39 -
TOTAL 1,032,99!

COMPREHENSIVE INCOME
Other Comprehensive Loss, Net of Taxes:

Cash Flow Hedges, Net of Tax of $2,841 (5,27¢) (5,27¢)
NET INCOME 46,98 46,98
TOTAL COMPREHENSIVE INCOME 41,70¢
MARCH 31, 2007 $ 41,02¢$ 580,23:$% 480,70' $ (27,264%$1,074,70

See Condensed Notes to Condensed Financiah&ate of Registrant Subsidiarit




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006

(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 237 $ 1,31¢
Advances to Affiliates 92z -
Accounts Receivable:
Customers 59,38( 49,36:
Affiliated Companies 35,35! 62,86¢
Accrued Unbilled Revenues 8,011 11,04:
Miscellaneous 5,62¢ 4,89t
Allowance for Uncollectible Accounts (58€) (546€)
Total Accounts Receivable 107,78 127,61¢
Fuel 31,32( 37,34¢
Materials and Supplies 34,57¢ 31,76¢
Emission Allowances 8,971 3,49:
Risk Management Assets 36,96¢ 66,23¢
Accrued Tax Benefits - 4,76:
Prepayments and Other 11,73¢ 16,10°
TOTAL 232,50t 288,65:
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 1,954,37 1,896,07.
Transmission 481,87! 479,11¢
Distribution 1,496,08I 1,475,75!
Other 190,64! 191,10
Construction Work in Progress 269,77 294,13t
Total 4,392,74: 4,336,19.
Accumulated Depreciation and Amortization 1,629,38! 1,611,04.
TOTAL - NET 2,763,36 2,725,14
OTHER NONCURRENT ASSETS
Regulatory Assets 277,25: 298,30«
Long-term Risk Management Assets 46,97¢ 56,20¢
Deferred Charges and Other 131,81¢ 152,37¢
TOTAL 456,04 506,88¢
TOTAL ASSETS $ 345191 $ 3,520,68!

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
LIABILITIES AND SHAREHOLDER'S EQUITY
March 31, 2007 and December 31, 2006

(Unaudited)
2007 2006
CURRENT LIABILITIES (in thousands)

Advances from Affiliates $ - $ 69¢€
Accounts Payable:

General 97,76 112,43:

Affiliated Companies 51,55: 59,53¢
Long-term Debt Due Within One Year - Nonaffiliated 52,00( -
Risk Management Liabilities 31,36¢ 49,28t
Customer Deposits 37,56: 34,99
Accrued Taxes 144,22: 166,55:
Accrued Interest 17,69¢ 20,86¢
Other 34,76 37,14
TOTAL 466,93! 481,50:

NONCURRENT LIABILITIES
Long-term Debt - Nonaffiliated 1,045,42; 1,097,32.
Long-term Debt - Affiliated 100,00( 100,00(
Long-term Risk Management Liabilities 32,39¢ 40,47
Deferred Income Taxes 462,51¢ 475,88t
Regulatory Liabilities and Deferred Investment Teredits 168,59 179,04¢
Deferred Credits and Other 101,35: 90,43«
TOTAL 1,910,28: 1,983,16!
TOTAL LIABILITIES 2,377,21 2,464,67.
Commitments and Contingencies (Note 4)
COMMON SHAREHOLDER’S EQUITY

Common Stock - No Par Value:

Authorized - 24,000,000 Shares

Outstanding - 16,410,426 Shares 41,02¢ 41,02¢
Paid-in Capital 580,23 580,19:
Retained Earnings 480,70 456,78
Accumulated Other Comprehensive Income (LosSs) (27,269 (21,98¢)
TOTAL 1,074,701 1,056,01
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY $ 345191 $ 3,520,68

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006

(in thousands)
(Unaudited)

OPERATING ACTIVITIES

Net Income
Adjustments for Noncash Items:
Depreciation and Amortization
Deferred Income Taxes
Carrying Costs Income
Mark-to-Market of Risk Management Contracts
Deferred Property Taxes
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Certain Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Customer Deposits
Accrued Taxes, Net
Accrued Interest
Other Current Assets
Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures

Change in Other Cash Deposits, Net
Change in Advances to Affiliates, Net
Proceeds from Sale of Assets

Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Change in Advances from Affiliates, Net
Principal Payments for Capital Lease Obligations
Dividends Paid on Common Stock

Net Cash Flows Used For Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

SUPPLEMENTARY INFORMATION

Cash Paid for Interest, Net of Capitalized Amounts

2007 2006
46,98, $ 51,33
50,29; 45,82¢

(716) 3,81¢
(1,092) (71€)
4,40( (3,629
18,95¢ 10,88¢
(912) (11,325
(15,510 5,80(
19,83¢ 33,29t
3,21¢ (7,43))
(7,659 12,54(
2,577 (7,907)
(8,657 (7,879
(5,65¢) (4,127)
5,69< (72¢€)
(5,05€) (6,571)

106,70: 113,20+

(85,647) (65,03:)
(20) (1,157
(922) (6,867)
18¢ 531

(86,394 (72,519
(696) (17,609
(699) (759)

(20,000 (22,500)

(21,389 (40,86¢)

(1,087) (1879
1,31¢ 94(
237 $ 757

20,13 $ 22,32(



Net Cash Paid (Received) for Income Ta (2,907 2,53
Noncash Acquisitions Under Capital Lea 27¢ 1,102
Construction Expenditures Included in Accounts Béyat March 31, 20,63¢ 12,05¢

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF
REGISTRANT SUBSIDIARIES

The condensed notes to CSP€obndensed consolidated financial statementsandioed with the condensed nc
to condensed financial statements for other regissubsidiaries. Listed below are the notes thalyeo CSPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Acquisitions, Dispositions and Assets Held for Sale Note 5
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




INDIANA MICHIGAN POWER COMPANY
AND SUBSIDIARIES




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income
(in millions)

First Quarter of 2006

Changes in Gross Margin.

Retail Margins

FERC Municipals and Cooperativ
Off-system Sale

Transmission Revenu

Other

Total Change in Gross Margin

Changes in Operating Expenses and Othe

(7)

Other Operation and Maintenar
Depreciation and Amortizatic
Other Income

Interest Expens

Total Change in Operating Expenses and Othe

Income Tax Expens

First Quarter of 2007

2

58

(29)

(16)
15

29

Net Income decreased $29 million to $29 millior2007. The key driver of the decrease was a $28mitlecrease i

Gross Margin.

The major components of our decrease in Gross Madgfined as revenues less the related direct afofiel,
including consumption of chemicals and emissiol@magnces, and purchased power were as follows:

» Retail Margins decreased $24 million primarily doea reduction in capacity settlement revenues28fi#illion

under the Interconnection Agreement reflectingreew peak demand in July 2006.

« FERC Municipals and Cooperatives margins incre&$ethillion due to the addition of new municipal t@cts

including new rates and increased demand effedtiye2006 and January 2007.

» Margins from Offsystem Sales decreased $4 million primarily duartég11l million decrease in physical s:

margins partially offset by a $6 million increasenargins from optimization activities.

» Transmission Revenues decreased $2 million prigndde to the elimination of SECA revenues as ofilApr

2006. See the “Transmission Rate Proceedings &ERLC” section of Note 3.

» Other revenues dereased $7 million primarily due to decreased Ri@msportation Division (RTD) revent
for barging coal and decreased gains on sales isk&Em allowances. RTD related expenses which offeeRTLC



revenue decrease are included in Other Operatidheo€ondensed Consolidated Statements of Incosudtire
in our earning only a return approved under regujabrder.

Operating Expenses and Other changed betweenasérdows:

« Other Operation and Maintenance expenses incred8enhillion primarily due to a $5 million increase
transmission expense due to our reduced crediteruhg Transmission Equalization Agreement. Oudits
decreased due to our July 2006 peak and due to AR@dition of the Wyominglacksons Ferry 765 kV lin
which was energized and placed in service in J@® 2hus decreasing our share of the transmissi@sitmen
pool.

« Depreciation and Amortization expense increased riflion primarily due toa $5 million increa
in depreciation related to capital additions argRanillion increase in amortization related to taled softwar
development costs.

» Interest Expense increased $2 million primarily daean increase in outstanding lotegm debt and high
interest rates.

Income Taxe
Income Tax Expense decreased $15 million primaltig to a decrease in pretax book income.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemerg’Discussion and Analysis of Registl
Subsidiaries”in our 2006 Annual Report for a discussion of tlstineates and judgments required for regule
accounting, revenue recognition, the valuationooigived assets, pension and other postretirementfite@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Arslyf Registrant Subsidiariesection for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdoy AEPSC as agent for us. The related risk geman
policies and procedures are instituted and adneir@dt by AEPSC. See the complete discussion angsiavithir
AEP’s “Quantitative and Qualitative Disclosures Ab&isk Management Activitiesection for disclosures about r
management activities.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andre-year holding periodihe risk of potential loss in fair val
attributable to our exposure to interest rates arily related to longerm debt with fixed interest rates was $
million and $93 million at March 31, 2007 and Ded®m31, 2006, respectively. We would not expedigiaidate ou
entire debt portfolio in a ongear holding period; therefore, a near term changeterest rates should not negati
affect our results of operations or consolidatedricial position.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 405,16: $ 403,76¢
Sales to AEP Affiliates 67,42¢ 88,53«
Other - Affiliated 12,66 15,09
Other - Nonaffiliated 7,60¢ 8,38:
TOTAL 492,86¢ 515,77¢
EXPENSES

Fuel and Other Consumables Used for Electric Géneara 96,11" 89,45
Purchased Electricity for Resale 17,94( 11,01(
Purchased Electricity from AEP Affiliates 77,51 86,42:
Other Operation 120,73: 111,61
Maintenance 42,43( 45,21¢
Depreciation and Amortization 56,30 49,71t
Taxes Other Than Income Taxes 17,99 18,90¢
TOTAL 429,03: 412,34:
OPERATING INCOME 63,83t 103,43t
Other Income (Expense):

Interest Income 58¢ 694
Allowance for Equity Funds Used During Construction 26E 1,92¢
Interest Expense (19,82) (17,539
INCOME BEFORE INCOME TAXES 44,86 88,52
Income Tax Expense 15,40« 30,64¢
NET INCOME 29,46: 57,87¢
Preferred Stock Dividend Requirements 85 85
EARNINGS APPLICABLE TO COMMON STOCK 29,37¢ % 57,79

The common stock of I&M is wholly-owned by AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'S

EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Three Months Ended March 31, 2007 and 2006
(in thousands)
(Unaudited)

Accumulated

Other

Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

DECEMBER 31, 2005 $ 56,58:% 861,29(% 305,78 $
Common Stock Dividends (10,000
Preferred Stock Dividends (85)
TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Income, Net of Taxes:
Cash Flow Hedges, Net of Tax of $2,265
NET INCOME 57,87¢

TOTAL COMPREHENSIVE INCOME

(3,569%$1,220,09:

(10,000)
(85)
1,210,00

4,20 4,20
57,87¢
62,08¢

MARCH 31, 2006 $ 56,58:$% 861,29($% 353,58(% 63€ $1,272,09:
DECEMBER 31, 2006 $ 56,58:$% 861,29(% 386,61t$ (15,05)%$1,289,43
FIN 48 Adoption, Net of Tax 327 327
Common Stock Dividends (10,000 (20,000
Preferred Stock Dividends (85) (85)
TOTAL 1,279,68

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $2,850
NET INCOME 29,46:

TOTAL COMPREHENSIVE INCOME

(5299 (5,299
29,46
24,17(

MARCH 31, 2007 $ 56,58:$ 861,29($ 406,32: $

(20,349$1,303,85

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 755 % 1,36¢
Accounts Receivable:
Customers 86,12¢ 82,10
Affiliated Companies 66,15¢ 108,28t
Accrued Unbilled Revenues 80¢ 2,20¢
Miscellaneous 2,571 1,83¢
Allowance for Uncollectible Accounts (61€) (601)
Total Accounts Receivable 155,04« 193,83:
Fuel 47,81¢ 64,66¢
Materials and Supplies 136,37 129,95:
Risk Management Assets 39,17¢ 69,75:
Accrued Tax Benefits 8,68( 27,37¢
Prepayments and Other 13,50( 15,17(
TOTAL 401,34 502,12:
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 3,383,34. 3,363,81.
Transmission 1,052,73 1,047,26.
Distribution 1,143,81! 1,102,03
Other (including nuclear fuel and coal mining) 516,97. 529,72
Construction Work in Progress 144,85t 183,89:
Total 6,241,711 6,226,73
Accumulated Depreciation, Depletion and Amortizatio 2,949,79 2,914,13.
TOTAL - NET 3,291,92( 3,312,59!
OTHER NONCURRENT ASSETS
Regulatory Assets 292,70 314,80:!
Spent Nuclear Fuel and Decommissioning Trusts 1,262,96! 1,248,31!
Long-term Risk Management Assets 49,47( 59,13’
Deferred Charges and Other 117,38« 109,45:
TOTAL 1,722,51 1,731,71.
TOTAL ASSETS $ 541578 $ 5,546,43

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
LIABILITIES AND SHAREHOLDERS’ EQUITY
March 31, 2007 and December 31, 2006

(Unaudited)
2007 2006
CURRENT LIABILITIES (in thousands)

Advances from Affiliates $ 45,75¢ $ 91,17
Accounts Payable:

General 99,22 146,73:

Affiliated Companies 57,94( 65,49°
Long-term Debt Due Within One Year - Nonaffiliated 50,00( 50,00(
Risk Management Liabilities 33,64: 52,08:
Customer Deposits 31,43¢ 34,94¢
Accrued Taxes 76,08’ 59,65:
Other 115,71 128,46
TOTAL 509,80: 628,54!

NONCURRENT LIABILITIES
Long-term Debt - Nonaffiliated 1,508,69! 1,505,13!
Long-term Risk Management Liabilities 34,24: 42,64:
Deferred Income Taxes 311,58 335,00(
Regulatory Liabilities and Deferred Investment Teredits 739,97 753,40:
Asset Retirement Obligations 820,37 809,85:
Deferred Credits and Other 179,18: 174,34(
TOTAL 3,594,041 3,620,37.
TOTAL LIABILITIES 4,103,84 4,248,911
Cumulative Preferred Stock Not Subject to MandaiRegemption 8,08: 8,08:
Commitments and Contingencies (Note 4)
COMMON SHAREHOLDER’S EQUITY

Common Stock - No Par Value:

Authorized - 2,500,000 Shares

Outstanding - 1,400,000 Shares 56,58¢ 56,58¢
Paid-in Capital 861,29( 861,29(
Retained Earnings 406,32: 386,61¢
Accumulated Other Comprehensive Income (Loss) (20,349 (15,057)
TOTAL 1,303,85. 1,289,43'
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 541578 $ 5,546,43

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006

(in thousands)

(Unaudited)
2007 2006
OPERATING ACTIVITIES
Net Income 29,46: $ 57,87¢
Adjustments for Noncash Items:
Depreciation and Amortization 56,30 49,71¢
Deferred Income Taxes (3,63¢) 3,49:
Amortization (Deferral) of Incremental Nuclear Refing Outage Expenses, Ne 12,19 (1,639
Amortization of Nuclear Fuel 16,37 13,59¢
Mark-to-Market of Risk Management Contracts 4,897 (4,060
Deferred Property Taxes (10,836 (9,839
Change in Other Noncurrent Assets 5,72¢ 4,381
Change in Other Noncurrent Liabilities (2,979 18,83¢
Changes in Certain Components of Working Capital:
Accounts Receivable, Net 38,78¢ 43,01¢
Fuel, Materials and Supplies 14,98¢ (7,199
Accounts Payable (38,239 (7,010
Customer Deposits (3,510 (8,03))
Accrued Taxes, Net 39,52¢ 42,87
Accrued Rent - Rockport Plant Unit 2 18,46¢ 18,46«
Other Current Assets 1,95¢ 42¢
Other Current Liabilities (35,720 (20,79)
Net Cash Flows From Operating Activities 144,77: 194,11«
INVESTING ACTIVITIES
Construction Expenditures (62,252) (89,41))
Purchases of Investment Securities (204,872 (150,239
Sales of Investment Securities 183,92 134,25¢
Acquisitions of Nuclear Fuel (5,36¢) (34,42))
Proceeds from Sales of Assets and Other 24¢ 1,38¢
Net Cash Flows Used For Investing Activities (88,31)) (138,43))
FINANCING ACTIVITIES
Change in Advances from Affiliates, Net (45,419 (44,565
Principal Payments for Capital Lease Obligations (1,579 (1,279
Dividends Paid on Common Stock (20,000 (20,000
Dividends Paid on Cumulative Preferred Stock (85) (85)
Net Cash Flows Used For Financing Activities (57,079 (55,929
Net Decrease in Cash and Cash Equivalents (61€) (24%)
Cash and Cash Equivalents at Beginning of Period 1,36¢ 854
Cash and Cash Equivalents at End of Period 758 % 60¢




SUPPLEMENTARY INFORMATION

Cash Paid for Interest, Net of Capitalized Amounts $ 15,04¢ $ 4,77¢
Net Cash Paid (Received) for Income Ta (2,76¢%) 1,32¢
Noncash Acquisitions Under Capital Lea 36¢ 2,21¢
Construction Expenditures Included in Accounts Bé&yat March 31, 20,24 27,62«

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF REGISTRANT
SUBSIDIARIES

The condensed notes to I&Bsltondensed consolidated financial statementsaanbdioed with the condensed note
condensed financial statements for other regisgabsidiaries. Listed below are the notes thatyafgpl&M.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




KENTUCKY POWER COMPANY




KENTUCKY POWER COMPANY
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 10
Changes in Gross Margin.
Retail Margins 17
Off-system Sale (2
Transmission Revenu 3)
Other D
Total Change in Gross Margin 11
Other Operation and Maintenar 3
Income Tax Expens 3
First Quarter of 2007 $ 15

Net Income increased $5 million to $15 million iBQZ. The key driver of the increase was an $1lionilincrease i
Gross Margin, offset by an increase in Other Opamaand Maintenance expenses of $3 million andnanease i
Income Tax Expense of $3 million.

The major components of our change in Gross Mardéefined as revenues less the related direct dosted,
including consumption of chemicals and emissiolwaances, and purchased power were as follows:

« Retail Margins increased $17 million primarily dwgerate relief of $14 million from the March 200ppaoval of
the settlement agreement in our base rate case.

« Transmission Revenues decreased $3 million prigndrike to the elimination of SECA revenues as ofilApy
2006. See the “Transmission Rate Proceedings &BERLC” section of Note 3.

Other Operation and Maintenance

Other Operation and Maintenance expenses increg®edillion primarily due to an increase in our radbcatec
transmission costs related to the Transmission lzgti@n Agreement as a result of the addition &G0’s Wyoming-
Jacksons Ferry 765 kV line which was energized plated into service in June 2006. Other Operatiod
Maintenance expenses also increased as a resutredsed forced outages at the Big Sandy Plant.

Income Taxe

Income Tax Expense increased $3 million primariig do an increase in pretax book income.



Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemerg’Discussion and Analysis of Registl
Subsidiaries”in our 2006 Annual Report for a discussion of tlstineates and judgments required for regule
accounting, revenue recognition, the valuationooigHived assets, pension and other postretirementfite@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Arslyf Registrant Subsidiariesection for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdoy AEPSC as agent for us. The related risk geman
policies and procedures are instituted and adneir@dt by AEPSC. See the complete discussion angsiavithir
AEP’s “Quantitative and Qualitative Disclosures Ab&isk Management Activitiesection for disclosures about r
management activities.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andre-year holding periodihe risk of potential loss in fair val
attributable to our exposure to interest rates ariyrelated to longerm debt with fixed interest rates was $19 mil
and $13 million at March 31, 2007 and December2B06, respectively. We would not expect to liquédatir entir
debt portfolio in a ongear holding period; therefore, a near term changeterest rates should not negatively ai
our results of operations or financial position.




KENTUCKY POWER COMPANY
CONDENSED STATEMENTS OF INCOME
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 140,48t $ 137,62(
Sales to AEP Affiliates 13,46. 13,96¢
Other 14¢ 25¢
TOTAL 154,09¢ 151,84
EXPENSES

Fuel and Other Consumables Used for Electric Géioara 38,30¢ 43,96¢
Purchased Electricity for Resale 3,30¢ 973
Purchased Electricity from AEP Affiliates 43,25 49,52¢
Other Operation 15,88¢ 13,72¢
Maintenance 8,21( 7,141
Depreciation and Amortization 11,79¢ 11,47¢
Taxes Other Than Income Taxes 2,80¢ 2,512
TOTAL 123,56: 129,32:
OPERATING INCOME 30,53¢ 22,52¢
Other Income (Expense):

Interest Income 112 16€
Allowance for Equity Funds Used During Construction 14 101
Interest Expense (7,01 (7,29¢)
INCOME BEFORE INCOME TAXES 23,65( 15,49¢
Income Tax Expense 8,43¢ 5,66¢
NET INCOME 15,21: $ 9,83(

The common stock of KPCo is wholly-owned by AEP.

See Condensed Notes to Condensed Financial StageaofdRegistrant Subsidiaries.




KENTUCKY POWER COMPANY
CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLD ER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
Accumulated
Other
Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (L0sS) Total
DECEMBER 31, 2005 $ 50,45($ 208,75( $ 88,86¢ $ (225 347,84
Common Stock Dividends (2,500 (2,500
TOTAL 345,34
COMPREHENSIVE INCOME

Other Comprehensive Income, Net of

Taxes:

Cash Flow Hedges, Net of Tax of $87 1,621 1,621
NET INCOME 9,83( 9,83(
TOTAL COMPREHENSIVE INCOME 11,45:
MARCH 31, 2006 $ 50,45($ 208,75( $ 96,19« $ 1,39¢$ 356,79:
DECEMBER 31, 2006 $ 50,45($ 208,75($% 108,89¢$ 1,552 $ 369,65:
FIN 48 Adoption, Net of Tax (78¢€) (78€)
Common Stock Dividends (5,000 (5,000
TOTAL 363,86!

COMPREHENSIVE INCOME
Other Comprehensive Loss, Net of
Taxes:

Cash Flow Hedges, Net of Tax of $1, (2,042 (2,042)
NET INCOME 15,21 15,21:
TOTAL COMPREHENSIVE INCOME 13,16¢
MARCH 31, 2007 $ 50,45($ 208,75($% 118,32: $ (4908 377,03«

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




KENTUCKY POWER COMPANY
CONDENSED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 77t $ 70z
Accounts Receivable:
Customers 30,027 30,11:
Affiliated Companies 9,14: 10,54(
Accrued Unbilled Revenues 6,09: 3,60z
Miscellaneous 684 327
Allowance for Uncollectible Accounts (242) (227)
Total Accounts Receivable 45,70¢ 44.35¢
Fuel 12,85: 16,07(
Materials and Supplies 10,27 8,72¢
Risk Management Assets 16,11( 25,62«
Accrued Tax Benefits - 1,021
Margin Deposits 1,45¢ 2,92
Prepayments and Other 2,637 2,42¢
TOTAL 89,81« 101,84!
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 480,50 478,95!
Transmission 395, 64¢ 394,41¢
Distribution 480,69( 481,08
Other 60,04’ 61,08¢
Construction Work in Progress 27,70t 29,58°
Total 1,444,58! 1,445,13.
Accumulated Depreciation and Amortization 441,56" 442 77
TOTAL - NET 1,003,02: 1,002,35!
OTHER NONCURRENT ASSETS
Regulatory Assets 135,24: 136,13¢
Long-term Risk Management Assets 19,31: 21,28:
Deferred Charges and Other 46,95 48,94«
TOTAL 201,50 206,36!
TOTAL ASSETS $ 129434. $ 1,310,56!

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.







KENTUCKY POWER COMPANY
CONDENSED BALANCE SHEETS
LIABILITIES AND SHAREHOLDER'S EQUITY
March 31, 2007 and December 31, 2006

(Unaudited)
2007 2006
CURRENT LIABILITIES (in thousands)

Advances from Affiliates $ 20,76¢ 30,63¢
Accounts Payable:

General 33,87¢ 31,49(

Affiliated Companies 17,61¢ 23,65¢
Long-term Debt Due Within One Year - Nonaffiliated 322,55¢ 322,04¢
Risk Management Liabilities 14,167 20,00:
Customer Deposits 15,27: 16,09t
Accrued Taxes 18,93: 18,77¢
Other 22,75¢ 26,30
TOTAL 465,94¢ 489,00t

NONCURRENT LIABILITIES
Long-term Debt - Nonaffiliated 104,94 104,92(
Long-term Debt - Affiliated 20,00( 20,00(
Long-term Risk Management Liabilities 13,46« 15,42¢
Deferred Income Taxes 239,77t 242,13
Regulatory Liabilities and Deferred Investment Teredits 47,42¢ 49,10¢
Deferred Credits and Other 25,75¢ 20,32(
TOTAL 451,36« 451,90¢
TOTAL LIABILITIES 917,31( 940,91«
Commitments and Contingencies (Note 4)
COMMON SHAREHOLDER’S EQUITY

Common Stock - $50 Par Value Per Share:

Authorized - 2,000,000 Shares

Outstanding - 1,009,000 Shares 50,45( 50,45(
Paid-in Capital 208,75( 208,75(
Retained Earnings 118,32: 108,89¢
Accumulated Other Comprehensive Income (Loss) (490) 1,55
TOTAL 377,03« 369,65.
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY $ 129434 $ 1,310,56!

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




KENTUCKY POWER COMPANY
CONDENSED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
OPERATING ACTIVITIES
Net Income $ 15,21 $ 9,83(
Adjustments for Noncash Items:
Depreciation and Amortization 11,79¢ 11,47¢
Deferred Income Taxes 95¢€ 2,217
Mark-to-Market of Risk Management Contracts 1,092 (1,37%)
Change in Other Noncurrent Assets 98C 2,51¢
Change in Other Noncurrent Liabilities (78) 1,84¢
Changes in Certain Components of Working Capital:
Accounts Receivable, Net (1,350 16,14¢
Fuel, Materials and Supplies 3,60¢ (2,80¢)
Accounts Payable (2,557 (6,2172)
Customer Deposits (822) (3,127
Accrued Taxes, Net 1,447 2,67¢
Other Current Assets 1,012 2,06¢
Other Current Liabilities (3,349 (1,480
Net Cash Flows From Operating Activities 27,94¢ 33,77¢
INVESTING ACTIVITIES
Construction Expenditures (13,00 (29,37¢)
Change in Advances to Affiliates, Net - (5,927
Proceeds from Sale of Assets 231 301
Net Cash Flows Used For Investing Activities (12,770 (24,999
FINANCING ACTIVITIES
Change in Advances from Affiliates, Net (9,86%) (6,040
Principal Payments for Capital Lease Obligations (23¢) (343)
Dividends Paid on Common Stock (5,000 (2,500
Net Cash Flows Used For Financing Activities (15,10%) (8,887)
Net Increase (Decrease) in Cash and Cash Equivalent 73 (109)
Cash and Cash Equivalents at Beginning of Period 70z 52€
Cash and Cash Equivalents at End of Period $ 77t $ 428
SUPPLEMENTARY INFORMATION
Cash Paid for Interest, Net of Capitalized Amounts $ 5371 $ 4,15¢
Net Cash Paid for Income Tax 73€ 214
Noncash Acquisitions Under Capital Lea 13¢ 224

Construction Expenditures Included in Accounts Béyat March 31, 2,251 3,07¢



See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




KENTUCKY POWER COMPANY
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF
REGISTRANT SUBSIDIARIES

The condensed notes to KPE€@ondensed financial statements are combinedtixdtitondensed notes to condel
financial statements for other registrant subsiegai_isted below are the notes that apply to KPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




OHIO POWER COMPANY CONSOLIDATED




OHIO POWER COMPANY CONSOLIDATED
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2@i6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 95
Changes in Gross Margin:
Retail Margins 59
Off-system Sale (22)
Transmission Revenu 9)
Other (10)
Total Change in Gross Margin 18
Changes in Operating Expenses and Othe
Other Operation and Maintenar (28)
Depreciation and Amortizatic (5)
Taxes Other Than Income Ta» (1)
Interest Expens 3
Total Change in Operating Expenses and Othe (37)
Income Tax Expens 3
First Quarter of 2007 $ 79

Net Income decreased $16 million to $79 millior2B07. The key driver of the decrease was a $37omiihcrease i
Operating Expenses and Other offset by an $18amillicrease in Gross Margin.

The major components of our increase in Gross Mardefined as revenues less the related direct aosiel,
including consumption of chemicals and emissiolwaances, and purchased power were as follows:

+ Retail Margins increased $59 million primarily dioethe following:

« A $25 million increase in capacity settlements unithe Interconnection Agreement related to certdiour
affiliates’ peaks and the expiration of our supplemental capacid energy obligation to Buckeye Power,
under the Cardinal Station Agreement.

« A $14 million increase in rate revenues relatechtto$8 million increase in our RSP, a $3 millionrewase
related to rate recovery of storm costs and a $Biomiincrease related to rate recovery of IG
preconstruction costs (see “Ohio Rate Matters”igeaif Note 3).The increase in rate recovery of storm c
was offset by the amortization of deferred expemse3ther Operation and Maintenance. The increasate
recovery of IGCC preconstruction costs was offsethie amortization of deferred expenses in Deptiecianc
Amortization.

» A $9 million increase in fuel margins.

« A $7 million increase in industrial revenue duethe addition of Ormet, a major industrial custonisze



“Ormet” section of Note 3).
» A $6 million increase in residential revenue priityadue to a 25% increase in heating degree days.
These increases were partially offset by:
+ A $9 million decrease in revenues associated w@h, 8llowances received in 2006 from Buckeye Power,
under the Cardinal Station Allowances Agreement.
Margins from Offsystem Sales decreased $22 million due to a $l1®mdecrease in physical sales margins
a $4 million decrease in margins from optimizatamivities.
Transmission Revenues decreased $9 million prigndrke to the elimination of SECA revenues as ofilApy
2006 (see the “Transmission Rate Proceedings &ERLC” section of Note 3).
Other revenues decreased $10 million primarily tuen $4 million decrease related to the expiratdbran
obligation to sell supplemental capacity and enéogguckeye Power, Inc. under the Cardinal Stafigreement
a $3 million decrease in gains on sales of emisalmwances and a $2 million decrease in revensecaste(
with Cook Coal Terminal.

Operating Expenses and Other changed betweenasé&rows:

Other Operation and Maintenance expenses increés2&dnillion primarily due to a $19 million increase
maintenance and removal costs related to plannddfianed outages at the Gavin, Muskingum, Mitclaelt
Cardinal plants and a $5 million increase due ® ghior period adjustment of liabilities related gold coa
companies.

Depreciation and Amortization increased $5 millinmarily due to the amortization of IGCC preconstion
costs of $3 million in the first quarter of 2007daa $1 million increase in depreciation relate@mwironmente
improvements placed in service at the Mitchell pl@ime increase in amortization of IGCC precongtomccosts
was offset by a corresponding increase in Retarigihs.

Interest Expense increased $3 million primarily doe $5 million increase related to loteym debt issuanc
since June 2006 and a $3 million increase relatekigher borrowings from the Utility Money Pool galy
offset by a $6 million increase in allowance forfowved funds used during construction.

Income Taxe

Income Tax Expense decreased $3 million primarilg tb a decrease in pretax book income offset it kpastat
income taxes.

Financial Condition

Credit Ratings

The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody'’s S&P Fitch

Senior Unsecured Debt A3 BBB BBB+

Cash Flow

Cash flows for the three months ended March 317 201 2006 were as follows:

2007 2006

(in thousands)
Cash and Cash Equivalents at Beginning of Period $ 1,628 $  1,24C

Cash Flows From (Used For):




Operating Activities 96,86« 182,00:

Investing Activities (306,82() (221,86
Financing Activities 209,59¢ 39,57
Net Decrease in Cash and Cash Equival (364) (28%)
Cash and Cash Equivalents at End of Period $ 1261 % 957

Operating Activities

Net Cash Flows From Operating Activities were $9llion in 2007. We produced Net Income of $79 noifliduring
the period and a noncash expense item of $84 mitbo Depreciation and Amortization. The other aesin asse
and liabilities represent items that had a curpemiod cash flow impact, such as changes in workaygtal, as well ¢
items that represent future rights or obligatiomgdceive or pay cash, such as regulatory assetdialities. The
current period activity in working capital relatesa number of items. Accounts Receivable, Net &&88 millior
outflow due to temporary timing differences of resteivables and an increase in billed revenuelgmutric customer
Accounts Payable had a $26 million outflow primarlue to emission allowance payments in January .2BQel
Materials and Supplies had a $24 million outflowrarily due to an increase in coal inventories.

Our Net Cash Flows From Operating Activities wet83 million in 2006. We produced income of $95 il during
the period and a noncash expense item of $79 mitbo Depreciation and Amortization. The other desin asse
and liabilities represent items that had a curpamiod cash flow impact, such as changes in workaygtal, as well ¢
items that represent future rights or obligatiomgéceive or pay cash, such as regulatory assetdialities. The
current period activity in working capital primaritelates to two items. Accounts Receivable, Net 48102 milliol
inflow due to receivables collected from our affies related to power sales, settled litigationemdssion allowance
Accounts Payable had a $60 million outflow due moission allowance payments in January 2006 and deary
timing differences for payments to affiliates.

Investing Activitie:

Our Net Cash Used For Investing Activities were B3fillion and $222 million in 2007 and 2006, respedy.
Construction Expenditures were $302 million and 322llion in 2007 and 2006, respectively, primaniiated t
environmental upgrades, as well as projects to owgrservice reliability for transmission and distition
Environmental upgrades include the installation saflective catalytic reduction equipment and thee flga:
desulfurization projects at the Cardinal, Amos atitchell plants. In January 2007, environmental naplgs wer
completed for Unit 2 at the Mitchell plant. For themainder of 2007, we expect construction expanekt to b
approximately $530 million.

Financing Activities

Net Cash Flows From Financing Activities were $21i0ion in 2007 primarily due to a net increase$@fL6 million ir
borrowings from the Utility Money Pool.

Net Cash Flows From Financing Activities were $4i0iom in 2006 primarily due to a $35 million cagitcontributior
from AEP.

Financing Activity
Long-term debt issuances and retirements duringirétehree months of 2007 were:
Issuances

None



Retirements

Principal Interest Due
Type of Debt Amount Paid Rate Date
(in thousands’ (%)
Notes Payabl- Nonaffiliated $ 1,46: 6.81 2008
Notes Payabl- Nonaffiliated 6,00( 6.27 2009

In April 2007, we issued $400 million of thrgear floating rate notes at an initial rate of 34%8ue in 2010. Tt
proceeds from this issuance will contribute to iowestment in environmental equipment.

Liquidity

We have solid investment grade ratings, which mlews ready access to capital markets in ordessigeinew del
refinance short-term debt or refinance Idegn debt maturities. In addition, we participatehe Utility Money Poo
which provides access to AEP’s liquidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2006 Annual Report and has not changewifgigntly
from year-end other than the debt issuance disduss&inancing Activity” above.

Significant Factors

Litigation and Regulatory Activity

In the ordinary course of business, we are involiecemployment, commercial, environmental and ratpui,
litigation. Since it is difficult to predict the taome of these proceedings, we cannot state whabntual outcome
these proceedings will be, or what the timing & #mount of any loss, fine or penalty may be. Manznt doe
however, assess the probability of loss for sudaiticgencies and accrues a liability for cases wihiatie a probab
likelihood of loss and the loss amount can be edBoh For details on our pending litigation andutatpry
proceedings, see Note 4 - Rate Matters and Not€d@nmitments, Guarantees and Contingencies in di# 20inua
Report. Also, see Note 3 - Rate Matters and Not€dmmitments, Guarantees and Contingencies ifiGloadense
Notes to Condensed Financial Statements of RegisBabsidiarie”. Adverse results in these proceedings hav
potential to materially affect our results of ogemas, financial condition and cash flows.

See the “Combined Management's Discussion and Arsalpf Registrant SubsidiariesSection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemert’Discussion and Analysis of Registl
Subsidiaries”in the 2006 Annual Report for a discussion of tlséngates and judgments required for regule
accounting, revenue recognition, the valuationooigived assets, pension and other postretirementfibe@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Amalygf Registrant Subsidiarieséction for a discussion
adoption of new accounting pronouncements.






QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdoy AEPSC as agent for us. The related risk geman
policies and procedures are instituted and adneiridt by AEPSC. See complete discussion within AEP
“Quantitative and Qualitative Disclosures About iRidanagement Activitiessection. The following tables provi
information about AEP’s risk management activitieect on us.

MTM Risk Management Contract Net Assets

The following two tables summarize the various m@xnarket (MTM) positions included in our conden
consolidated balance sheet as of March 31, 200thendeasons for changes in our total MTM value@spared t
December 31, 2006.

Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheet
As of March 31, 2007
(in thousands)

MTM Risk DETM
Managemeni  Cash Flow  Assignment

Contracts Hedges (@) Total
Current Assets $ 49,09: $ 75€ $ - $ 49,84
Noncurrent Asset 57,31¢ 96 - 57,41
Total MTM Derivative Contract Assets 106,40¢ 852 - 107,26(
Current Liabilities (42,53)) (3,980 (2,077 (48,587
Noncurrent Liabilities (35,73) (312 (5,499 (41,53¢)
Total MTM Derivative Contract Liabilities (78,267) (4,297) (7,569) (90,119
Total MTM Derivative Contract Net Assets
(Liabilities) $ 28,14 $ (3,440 $ (7,569 $ 17,14:

(@) See “Natural Gas Contracts with DETM” sectidiNote 16 in the 2006 Annual Report.

MTM Risk Management Contract Net Assets
Three Months Ended March 31, 2007
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2006 $ 33,04
(Gain) Loss from Contracts Realized/Settled DuthmgPeriod and Entered in a Prior Period (4,437
Fair Value of New Contracts at Inception When EsdeDuring the Period (a) 311
Net Option Premiums Paid/(Received) for Unexercmednexpired Option Contrac

Entered During the Period (29)
Change in Fair Value Due to Valuation Methodolody@ges on Forward Contracts -
Changes in Fair Value Due to Market Fluctuationsimuthe Period (b) (317)
Changes in Fair Value Allocated to Regulated Jugisuhs (c) (435)

Total MTM Risk Management Contract Net Assets 28,14¢



Net Cash Flow Hedge Contra (3,440
DETM Assignment (d) (7,569

Total MTM Risk Management Contract Net Assets at Mach 31, 2007 $ 17,14

(a) Reflects fair value on lorigrm contracts which are typically with customdrattseek fixed pricing to limit the
risk against fluctuating energy prices. Inceptiatue is only recorded if observable market databmnbtaine
for valuation inputs for the entire contract teffine contract prices are valued against market suagsociate
with the delivery location and delivery term.

(b) Market fluctuations are attributable to vagdactors such as supply/demand, weather, stoeage,

(c) “Changes in Fair Value Allocated to Regulafedisdictions relates to the net gains (losses) of those cos
that are not reflected in the Condensed Consoliddtatements of Income. These net gains (lossesgaorde
as regulatory liabilities/assets for those subsigsathat operate in regulated jurisdictions.

(d) See “Natural Gas Contracts with DETM” sectadriNote 16 in our 2006 Annual Report.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets
The following table presents:

» The method of measuring fair value used in detdngithe carrying amount of our total MTM asset iability
(external sources or modeled internally).

» The maturity, by year, of our net assets/liab#itie give an indication of when these MTM amounils settle anc
generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of March 31, 2007
(in thousands)

Remainder After
2007 2008 2009 2010 2011 2011 Total

Prices Actively Quoted - Exchange Traded

Contracts $ 11,127 $ (399% 464 % -$ -$ - $11,18°
Prices Provided by Other External Sources -
OTC Broker

Quotes (a) (621) 9,666 7,52¢ 298¢ - - 19,55¢
Prices Based on Models and Other Valuation
Methods (b) (5,725 (3,527 1,16t 3,60¢ 81z 1,06¢ (2,59
Total $ 4,77¢$ 574:$ 9,15:$ 659:$ 812 $ 1,06¢ $28,14¢

(@) “Prices Provided by Other External SourcesTC@roker Quotes” reflects information obtainednfrever-the-
counter brokers, industry services, or multipletpan-line platforms.

(b) “Prices Based on Models and Other Valuatiorifdds”is used in absence of pricing information from exad
sources. Modeled information is derived using vidumamodels developed by the reporting entity, aetihc
when appropriate, option pricing theory, discountegh flow concepts, valuation adjustments, etd. raay
require projection of prices for underlying comntei beyond the period that prices are availaldenfthird-
party sources. In addition, where external prigmfgrmation or market liquidity are limited, suchluations ar
classified as modeled. The determination of thetpai which a market is no longer liquid for plagii in the
modeled category varies by market.



Contract values that are measured using modelslaation methods other than active quotes or OTaken
guotes (because of the lack of such data for diVely quantities, locations and periods) incorperan the
model or other valuation methods, to the extensides, OTC broker quotes and active quotes fovdaks ir
years and at locations for which such quotes aadadle.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheet

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may use varammsmodity instruments designated in qualifying cietv hedgt
strategies to mitigate the impact of these fluatunest on the future cash flows. We do not hedge@hmodity pric
risk.

We use interest rate derivative transactions toagannterest rate risk related to anticipated varrgs of fixedrate
debt. We do not hedge all interest rate risk.

We use forward contracts and collars as cash fledgés to lock in prices on certain transactionoaemated il
foreign currencies where deemed necessary. Wetdoedge all foreign currency exposure.

The following table provides the detail on desigdateffective cash flow hedges included in AOCloaim Condense
Consolidated Balance Sheets and the reasons fochiweges from December 31, 2006 to March 31, 2Q0dly
contracts designated as cash flow hedges are etandAOCI. Therefore, economic hedge contract$ #na nc
designated as effective cash flow hedges are mddkethrket and included in the previous risk managertedries
All amounts are presented net of related incomestax

Total Accumulated Other Comprehensive Income (LossActivity
Three Months Ended March 31, 2007
(in thousands)

Foreign
Power Currency Interest Rate Total
Beginning Balance in AOCI December 31, 200 $ 4,04C $ (33) $ 3,55 $ 7,262
Changes in Fair Value (4,677) - - (4,677)
Reclassifications from AOCI to Net Income for
Cash Flow Hedges Settled (1,595) 3 (202) (1,799
Ending Balance in AOCI March 31, 2007 $ (2,237 $ (326) $ 3,351 $ 791

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$1,292 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegalty consistent with that of AEP.
VaR Associated with Risk Management Contracts

We use a risk measurement model, which calculatdgevat Risk (VaR) to measure our commodity prisk in the
risk management portfolio. The VaR is based onvidmganceeovariance method using historical prices to edi
volatilities and correlations and assumes a 95%idemce level and a ongay holding period. Based on this V
analysis, at March 31, 2007, a near term typicahgle in commaodity prices is not expected to havaterial effect o



our results of operations, cash flows or financ@idition.

The following table shows the end, high, averagd,law market risk as measured by VaR for the msriadicated:

Three Months Ended March 31, 2007 Twelve Months Ended December 31, 2006
(in thousands) (in thousands)
End High Average Low End High Average Low
$678 $2,054 $924 $255 $573 $1,451 $500 $271

The High VaR for the twelve months ended DecemhefB806 occurred in the third quarter due to viatin the
ECAR/PJM region.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebaseld on a Mon
Carlo simulation with a 95% confidence level andre-year holding periodihe risk of potential loss in fair val
attributable to our exposure to interest rates ariiy related to longerm debt with fixed interest rates was $
million and $110 million at March 31, 2007 and Dexteer 31, 2006, respectively. We would not expedtcoidate
our entire debt portfolio in a ongear holding period; therefore, a near term chaimgeterest rates should r
negatively affect our results of operations or chidated financial position.




OHIO POWER COMPANY CONSOLIDATED

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 492,53 $ 544,63¢
Sales to AEP Affiliates 178,89: 149,25¢
Other - Affiliated 4,03¢ 3,70¢
Other - Nonaffiliated 3,97t 4,99¢
TOTAL 679,44: 702,60t
EXPENSES

Fuel and Other Consumables Used for Electric Génara 198,29: 235,13(
Purchased Electricity for Resale 24,85¢ 21,71«
Purchased Electricity from AEP Affiliates 20,96¢ 28,57
Other Operation 102,98 86,62¢
Maintenance 59,14¢ 47,52«
Depreciation and Amortization 84,27¢ 78,82:
Taxes Other Than Income Taxes 48,38t 47,15:
TOTAL 538,90¢ 545,54:
OPERATING INCOME 140,53: 157,06
Other Income (Expense):

Interest Income 41z 637
Carrying Costs Income 3,541 3,38¢
Allowance for Equity Funds Used During Construction 571 73¢
Interest Expense (25,93) (23,419
INCOME BEFORE INCOME TAXES 119,12! 138,40°
Income Tax Expense 39,86+ 43,37¢
NET INCOME 79,26 95,03:
Preferred Stock Dividend Requirements 182 182
EARNINGS APPLICABLE TO COMMON STOCK $ 79,07¢ $ 94,84¢

The common stock of OPCo is wholly-owned by AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






OHIO POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Three Months Ended March 31, 2007 and 2006

DECEMBER 31, 2005

Capital Contribution From Parent
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Income, Net of Taxes:

Cash Flow Hedges, Net of Tax of $3,326
NET INCOME

TOTAL COMPREHENSIVE INCOME
MARCH 31, 2006

DECEMBER 31, 2006

FIN 48 Adoption, Net of Tax
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $3,485
NET INCOME

TOTAL COMPREHENSIVE INCOME

MARCH 31, 2007

(in thousands)
(Unaudited)

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

$ 321,20:$ 466,63'$ 979,35 $ 75E $1,767,94
35,00( 35,00(

(189 (183)

1,802,76

6,17¢ 6,17¢

95,03: 95,03:
101,208

$ 321,20:$ 501,63 $1,074,20:$ 6,931 $1,903,97.
$ 321,20:$ 536,63¢$1,207,26! $ (56,769$2,008,34;
(5,380) (5,380)

(189 (189

2,002,77'

(6,47)) (6,47))

79,26 79,26
72,79(
$ 321,20:$ 536,63¢$1,280,96: $ (63,234$2,075,56!

See Condensed Notes to Condensed Financiah&ate of Registrant Subsidiarit




OHIO POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006

(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 1,261 $ 1,62¢
Accounts Receivable:
Customers 114,60t 86,11¢
Affiliated Companies 109,02¢ 108,21
Accrued Unbilled Revenues 17,08: 10,10¢
Miscellaneous 3,62( 1,81¢
Allowance for Uncollectible Accounts (83€) (824)
Total Accounts Receivable 243.50: 205,43:
Fuel 139,95( 120,44
Materials and Supplies 78,86¢ 74,84(
Emission Allowances 12,30: 10,38¢
Risk Management Assets 49,84¢ 86,94
Accrued Tax Benefits 3,181 22,90¢
Prepayments and Other 28,39t 18,41¢
TOTAL 557,30 540,99
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 4,747,45! 4,413,341
Transmission 1,038,64. 1,030,93
Distribution 1,336,87. 1,322,10:
Other 300,05 299,63
Construction Work in Progress 1,226,98! 1,339,63.
Total 8,650,01. 8,405,64!
Accumulated Depreciation and Amortization 2.867,41 2.,836,58.
TOTAL - NET 5,782,59: 5,569,06.
OTHER NONCURRENT ASSETS
Regulatory Assets 387,20: 414,18(
Long-term Risk Management Assets 57,41 70,09:
Deferred Charges and Other 209,87 224.40:
TOTAL 654,48t 708,67!
TOTAL ASSETS $ 6,99438 $ 6,818,73

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






OHIO POWER COMPANY CONSOLIDATED

CONDENSED CONSOLIDATED BALANCE SHEETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
March 31, 2007 and December 31, 2006
(Unaudited)

CURRENT LIABILITIES

Advances from Affiliates
Accounts Payable:

General

Affiliated Companies
Short-term Debt - Nonaffiliated
Long-term Debt Due Within One Year - Nonaffiliated
Risk Management Liabilities
Customer Deposits
Accrued Taxes
Accrued Interest
Other

TOTAL

NONCURRENT LIABILITIES

Long-term Debt - Nonaffiliated

Long-term Debt - Affiliated

Long-term Risk Management Liabilities

Deferred Income Taxes

Regulatory Liabilities and Deferred Investment Teredits
Deferred Credits and Other

TOTAL
TOTAL LIABILITIES
Minority Interest

Cumulative Preferred Stock Not Subject to Mandai®eglemption

Commitments and Contingencies (Note 4)

COMMON SHAREHOLDER'’S EQUITY

Common Stock - No Par Value:
Authorized - 40,000,000 Shares
Outstanding - 27,952,473 Shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (Loss)

TOTAL

2007 2006
(in thousands)

397,12° $ 181,28:
225,80¢ 250,02!
116,29 145,19
4,50: 1,20:
17,85¢ 17,85¢
48,58 73,38¢
31,547 31,46¢
148,05 165,33¢
34,56 35,497
126,84! 123,63:
1,151,18: 1,024,87
2,176,60. 2,183,88
200,00( 200,00(
41,53¢ 52,92¢
891,76: 911,22:
173,94¢ 185,89!
249,25: 219,12
3,733,09: 3,753,05!
4,884,28. 4,777,93
17,91( 15,82t
16,62¢ 16,63(
321,20: 321,20:
536,63¢ 536,63¢
1,280,96: 1,207,26!
(63,239 (56,767)
2,075,56! 2,008,34.




TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 6,994,38. $ 6,818,73.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED

For the Three Months Ended March 31, 2007 and 2006
(in thousands)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
2007 2006
OPERATING ACTIVITIES
Net Income $ 79,26, $ 95,03:
Adjustments for Noncash Items:
Depreciation and Amortization 84,27¢ 78,82:
Deferred Income Taxes 2,851 3,60¢
Carrying Costs Income (3,547 (3,387
Mark-to-Market of Risk Management Contracts 3,95¢ (3,61¢)
Deferred Property Taxes 17,92( 17,33:
Change in Other Noncurrent Assets (4,406 2,45¢
Change in Other Noncurrent Liabilities (4,439 13,85¢
Changes in Certain Components of Working Capital:
Accounts Receivable, Net (38,070 101,86¢
Fuel, Materials and Supplies (23,539 (18,239
Accounts Payable (25,80 (60,41))
Customer Deposits 82 (12,49))
Accrued Taxes, Net 6,36( 3,11¢
Accrued Interest (2,98¢) (210,999
Other Current Assets 1,70¢ (739)
Other Current Liabilities 3,22¢ (24,190
Net Cash Flows From Operating Activities 96,86¢ 182,00:
INVESTING ACTIVITIES
Construction Expenditures (301,63) (222,600
Change in Other Cash Deposits, Net (7,98¢) (1,657)
Proceeds from Sale of Assets 2,797 2,38¢
Net Cash Flows Used For Investing Activities (306,826 (221,86)
FINANCING ACTIVITIES
Capital Contributions from Parent Company - 35,00(
Change in Short-term Debt, Net - Nonaffiliated 3,30( 63€
Change in Advances from Affiliates, Net 215,84t 10,97:
Retirement of Long-term Debt - Nonaffiliated (7,467 (4,71
Principal Payments for Capital Lease Obligations (1,902 (2,135
Dividends Paid on Cumulative Preferred Stock (189 (18%)
Net Cash Flows From Financing Activities 209,59¢ 39,57:
Net Decrease in Cash and Cash Equivalents (364) (283)
Cash and Cash Equivalents at Beginning of Period 1,62¢ 1,24(
Cash and Cash Equivalents at End of Period $ 1,261 $ 957

SUPPLEMENTARY INFORMATION




Cash Paid for Interest, Net of Capitalized Amounts $ 29,64¢ $ 29,15:

Net Cash Paid (Received) for Income Ta (8,899 922
Noncash Acquisitions Under Capital Lea 60¢ 927
Construction Expenditures Included in Accounts Pé&yat March 31, 98,65 82,02«

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF
REGISTRANT SUBSIDIARIES

The condensed notes to OPE€aobndensed consolidated financial statementscandioed with the condensed note
condensed financial statements for other regisgabsidiaries. Listed below are the notes thatyejgpOPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




PUBLIC SERVICE COMPANY OF OKLAHOMA




PUBLIC SERVICE COMPANY OF OKLAHOMA
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2Q@ii6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Loss

(in millions)
First Quarter of 2006 $ (5)
Changes in Gross Margin.
Retail and Of-system Sales Margir 5
Transmission Revenu 1
Other (1)
Total Change in Gross Margin 5
Changes in Operating Expenses and Othe
Other Operation and Maintenar (27)
Depreciation and Amortizatic (2
Interest Expens 2
Total Change in Operating Expenses and Othe (31)
Income Tax Credi 11
First Quarter of 2007 $ (20)

Net Loss increased $15 million to $20 million in0Z0 The key driver of the increased loss was arfiiBiion increase
in Operating Expenses and Other, partially offseb $11 million increase in Income Tax Credit @n@5 million
increase in Gross Margin.

The major component of our increase in Gross Mardefined as revenues less the related direct aostel,
including consumption of chemicals and emissiohewalnces, and purchased power was a $5 millioneas® ir
Retail and Offsystem Sales Margins primarily due to a $4 milliocrease in retail margins resulting from an ines
in heating degree days.

Operating Expenses and Other increased betwees gedollows:

« Other Operation and Maintenance expenses incré&senillion due to:
« A $21 million increase in distribution maintenarecgoense primarily due to a January 2007 ice storm.
« A $2 million increase in administrative and genegapenses, mostly due to increased emplogksec
expenses.
 Interest Expense increased $2 million primarily ttuencreased borrowings.

Income Taxe

Income Tax Credit increased $11 million primarilyedto an increase in pretax book loss and a dexrieastat



income taxes.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemerg’Discussion and Analysis of Registl
Subsidiaries”in our 2006 Annual Report for a discussion of tlstineates and judgments required for regule
accounting, revenue recognition, the valuationooigHived assets, pension and other postretirementfite@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Amalygf Registrant Subsidiarieséction for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdoy AEPSC as agent for us. The related risk geman
policies and procedures are instituted and adneir@dt by AEPSC. See the complete discussion angsiavithir
AEP’s “Quantitative and Qualitative Disclosures Ab&isk Management Activitiesection for disclosures about r
management activities.

VaR Associated with Debt Outstanding

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebseld on a Mon
Carlo simulation with a 95% confidence level andreyear holding period. The risk of potential lossfair value
attributable to our exposure to interest rates ariynrelated to longerm debt with fixed interest rates was $42 mil
and $39 million at March 31, 2007 and December2B06, respectively. We would not expect to liquédatir entir
debt portfolio in a ongear holding period; therefore, a near term changeterest rates should not negatively ai
our results of operations or financial position.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED STATEMENTS OF OPERATIONS
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 290,08( $ 339,60:
Sales to AEP Affiliates 24,59 14,06¢
Other 64C 1,06(
TOTAL 315,31 354,72
EXPENSES

Fuel and Other Consumables Used for Electric Génara 142,51! 213,17
Purchased Electricity for Resale 67,40¢ 33,217
Purchased Electricity from AEP Affiliates 13,48¢ 21,23:
Other Operation 41,00 36,75¢
Maintenance 43,08t 20,30
Depreciation and Amortization 22,70¢ 21,13:
Taxes Other Than Income Taxes 10,29« 10,07¢
TOTAL 340,50( 355,89:
OPERATING LOSS (25,18)) (1,169
Other Income (Expense):

Interest Income 64¢ 56¢
Interest Expense (11,387 (9,13%)
LOSS BEFORE INCOME TAXES (35,929 (9,729
Income Tax Credit (15,499 (4,372
NET LOSS (20,426 (5,357)
Preferred Stock Dividend Requirements 53 53
LOSS APPLICABLE TO COMMON STOCK $ (20,479 $ (5,410

The common stock of PSO is owned by a wholly-osulesidiary of AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLD ER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Three Months Ended March 31, 2007 and 2006

DECEMBER 31, 2005

Preferred Stock Dividends
TOTAL

COMPREHENSIVE LOSS

Other Comprehensive Income, Net of Taxes:

Cash Flow Hedges, Net of Tax of $749
NET LOSS

TOTAL COMPREHENSIVE LOSS
MARCH 31, 2006

DECEMBER 31, 2006

FIN 48 Adoption, Net of Tax
Capital Contribution from Parent Company
Preferred Stock Dividends

TOTAL

COMPREHENSIVE LOSS

Other Comprehensive Income, Net of Taxes:

Cash Flow Hedges, Net of Tax of $24
NET LOSS

TOTAL COMPREHENSIVE LOSS

MARCH 31, 2007

(in thousands)
(Unaudited)

Accumulated

Common Paid-in
Stock Capital

Other
Retained Comprehensive
Earnings Income (Loss) Total

$ 157,23($ 230,01¢$ 162,61'$

(1,269$ 548,59

(53) (53)

548,54

1,397 1,397

(5,357 (5,357)

(3,966)

$ 157,23($ 230,01($ 157,20'$ 127$ 544,57

$ 157,23($ 230,01¢$ 199,26 $

(386)
20,00(
(53)

(20,426)

(1,070$ 585,43

(386)
20,00
(53)
604,99t

45 45
(20,426)
(20,382)

$ 157,23($ 250,01¢$ 178,39" $

(1,025$ 584,61

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 1,58 $ 1,651
Accounts Receivable:
Customers 51,68( 70,31¢
Affiliated Companies 73,19 73,31¢
Miscellaneous 13,00¢ 10,27(
Allowance for Uncollectible Accounts (89) (5)
Total Accounts Receivable 137,78t 153,90:
Fuel 19,02¢ 20,08:
Materials and Supplies 52,95 48,37"
Risk Management Assets 56,13¢ 100,80:
Accrued Tax Benefits 25,20¢ 4,67¢
Regulatory Asset for Under-Recovered Fuel Costs - 7,557
Margin Deposits 22,70t 35,27(
Prepayments and Other 5,71¢ 5,732
TOTAL 321,11 378,05(
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 1,095,46! 1,091,911
Transmission 505,32¢ 503,63t
Distribution 1,248,07 1,215,23
Other 237,38 234,22
Construction Work in Progress 158,63 141,28:
Total 3,244,88! 3,186,29.
Accumulated Depreciation and Amortization 1,200,21. 1,187,10
TOTAL - NET 2,044,67 1,999,18
OTHER NONCURRENT ASSETS
Regulatory Assets 138,81! 142,90!
Long-term Risk Management Assets 13,74¢ 17,06¢
Employee Benefits and Pension Assets 29,76 30,16
Deferred Charges and Other 34,23% 11,67
TOTAL 216,56: 201,80¢
TOTAL ASSETS $ 2,582,35" $ 2,579,044

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED BALANCE SHEETS
LIABILITIES AND SHAREHOLDERS' EQUITY
March 31, 2007 and December 31, 2006

(Unaudited)
2007 2006
CURRENT LIABILITIES (in thousands)

Advances from Affiliates $ 135,69: $ 76,32
Accounts Payable:

General 173,02: 165,61¢

Affiliated Companies 68,78 65,13«
Risk Management Liabilities 46,53( 88,46¢
Customer Deposits 41,40« 51,33t
Accrued Taxes 35,14« 19,98
Regulatory Liability for Over-Recovered Fuel Costs 9,01t -
Other 29,89¢ 58,65
TOTAL 539,48t 525,51«

NONCURRENT LIABILITIES
Long-term Debt - Nonaffiliated 670,04. 669,99t
Long-term Risk Management Liabilities 8,51« 11,44¢
Deferred Income Taxes 407,36" 414,19
Regulatory Liabilities and Deferred Investment Teredits 306,19« 315,58:¢
Deferred Credits and Other 60,87 51,60¢
TOTAL 1,452,98 1,462,83.
TOTAL LIABILITIES 1,992 47! 1,988,34
Cumulative Preferred Stock Not Subject to Mandaiegemption 5,262 5,26:
Commitments and Contingencies (Note 4)
COMMON SHAREHOLDER'’S EQUITY

Common Stock - $15 Par Value Per Share:

Authorized - 11,000,000 Shares

Issued - 10,482,000 Shares

Outstanding - 9,013,000 Shares 157,23( 157,23(
Paid-in Capital 250,01¢ 230,01¢
Retained Earnings 178,39 199,26:
Accumulated Other Comprehensive Income (Loss) (1,025 (2,070
TOTAL 584,61¢ 585,43t
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 258235 $ 2,579,04

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
OPERATING ACTIVITIES
Net Loss $ (20,42¢) $ (5,357)
Adjustments for Noncash Items:
Depreciation and Amortization 22,70¢ 21,13:
Deferred Income Taxes 1,03¢ (23,43¢)
Mark-to-Market of Risk Management Contracts 3,10¢ 9,10¢
Deferred Property Taxes (24,809 (24,299
Change in Other Noncurrent Assets 4,39: 11,11¢
Change in Other Noncurrent Liabilities (11,269 (20,80¢)
Changes in Certain Components of Working Capital:
Accounts Receivable, Net 16,11¢ 33,85
Fuel, Materials and Supplies (3,519 (26)
Margin Deposits 12,56¢ 5,06¢
Accounts Payable 6,941 (77,217
Customer Deposits (9,93)) (13,05¢)
Accrued Taxes, Net (4,37 34,19¢
Fuel Over/Under Recovery, Net 16,57 74,28
Other Current Assets (139 1,021
Other Current Liabilities (26,677 (23,049
Net Cash Flows From (Used for) Operating Activities (17,707 2,53(
INVESTING ACTIVITIES
Construction Expenditures (61,30 (45,539
Change in Other Cash Deposits, Net (29 6
Proceeds from Sales of Assets 17 -
Net Cash Flows Used For Investing Activities (61,319 (45,53))
FINANCING ACTIVITIES
Capital Contributions from Parent Company 20,00( -
Change in Advances from Affiliates, Net 59,37: 42,93:
Principal Payments for Capital Lease Obligations (370) (20¢€)
Dividends Paid on Cumulative Preferred Stock (53) (53)
Net Cash Flows From Financing Activities 78,94¢ 42 67
Net Decrease in Cash and Cash Equivalents (67) (330)
Cash and Cash Equivalents at Beginning of Period 1,657 1,52(
Cash and Cash Equivalents at End of Period $ 1,58¢ % 1,19(
SUPPLEMENTARY INFORMATION
Cash Paid for Interest, Net of Capitalized Amounts $ 12,92. $ 8,681



Net Cash Paid for Income Tax 2,62 57t
Noncash Acquisitions Under Capital Lea 28< 564
Construction Expenditures Included in Accounts Béyat March 31, 19,03¢ 6,052

See Condensed Notes to Condensed Financial StateofeRegistrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF REGISTRANT
SUBSIDIARIES

The condensed notes to PS@ondensed financial statements are combined thitlcondensed notes to condel
financial statements for other registrant subsidsar_isted below are the notes that apply to PSO.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

First Quarter of 2007 Compared to First Quarte2@i6

Reconciliation of First Quarter of 2006 to First Quarter of 2007

Net Income

(in millions)
First Quarter of 2006 $ 18
Changes in Gross Margin:
Retail and Of-system Sales Margins ( (1)
Other 4
Total Change in Gross Margin (5)
Changes in Operating Expenses and Othe
Other Operation and Maintenar (6)
Depreciation and Amortizatic (1)
Other Income 1
Interest Expens (3)
Total Change in Operating Expenses and Othe 9)
Income Tax Expens 6
First Quarter of 2007 $ 10

(@)Includes firm wholesale sales to municipals andpeoatives.

Net Income decreased $8 million to $10 million B0Z. The key drivers of the decrease were a $9omilhcrease i
Operating Expenses and Other and a $5 million dserén Gross Margin, offset by a $6 million deceegsincome
Tax Expense.

The major component of our decrease in Gross Mamgfined as revenues less the related direct aostel,
including consumption of chemicals and emissiotewalnces, and purchased power was a $4 millionedser ir
Other changes in gross margin, primarily due toelogains on sales of emission allowances.

Operating Expenses and Other changed betweenasé&rows:

« Other Operation and Maintenance expenses incre@8enhillion primarily due to a $2 million increase
generation operation and maintenance, a $1 mililmrease in transmission expenses due to highel
administration fees and a $1 million increase imiistrative and general expenses, primarily asgediwitt
outside services and employee-related expenses.

 Interest Expense increased $3 million primarily tuencreased long-term debt.

Income Taxe

Income Tax Expense decreased $6 million primatilg th a decrease in pretax book income and stabeni@ taxes.



Financial Condition

Credit Ratings

The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch
First Mortgage Bonds A3 A- A
Senior Unsecured Debt Baal BBB A-

Cash Flow

Cash flows for the three months ended March 317 200@ 2006 were as follows:

2007 2006
(in thousands)

Cash and Cash Equivalents at Beginning of Period $ 2,616 $ 3,04¢
Cash Flows From (Used For):

Operating Activities 65,59( 41,29:

Investing Activities (120,639  (54,29¢)

Financing Activities 54,33: 12,50:
Net Decrease in Cash and Cash Equivalents (71€) (500)
Cash and Cash Equivalents at End of Period $ 1,900 $ 2,54¢

Operating Activities

Net Cash Flows From Operating Activities were $68ion in 2007. We produced Net Income of $10 noifliduring
the period and a noncash expense item of $34 mitto Depreciation and Amortization. The other desin asse
and liabilities represent items that had a curpamiod cash flow impact, such as changes in workaygtal, as well ¢
items that represent future rights or obligatiomgéceive or pay cash, such as regulatory assetdialities. The
activity in working capital relates to a numbeiiteins. The $36 million inflow from Accrued TaxesgtNvas the rest
of increased accruals related to property and irctares. The $22 million inflow from Margin Depasivas due f
decreased tradingelated deposits resulting from normal trading \d@iigis. The $20 million inflow from Accoun
Receivable, Net was primarily due to the assignménertain ERCOT contracts to an affiliate company

Our Net Cash Flows From Operating Activities wedd $nillion in 2006. We produced Net Income of $18lion
during the period and noncash expense items of§iBi®n for Depreciation and Amortization. The othehanges |
assets and liabilities represent items that haareeist period cash flow impact, such as changegoiking capital, a
well as items that represent future rights or @il@ns to receive or pay cash, such as regulatsgta and liabilitie
The current period activity in working capital rela to a number of items. The $27 million infloverft Account
Receivable, Net wadue to lower affiliated energy transactions. Th& $dillion outflow from Fuel, Materials ai
Supplies was the result of reduced fuel consumpdiating scheduled power plant outages. The $45amilihflow
from Accrued Taxes, Net was due to increased indaxes. We did not make a federal income tax payme2006
The $16 million outflow from Customer Deposits whse to lower trading-related deposits.addition, our cash flo
related to Over/Under Fuel Recovery was favorablgdcted by the new fuel surcharges effective DeeerB05 il
our Arkansas service territory and in January 200®ur Texas service territory. The $15 million fbmtv from
Accounts Payable was the result of lower expenetuelated to tree trimming and rightwe&y clearing, energ
purchases and general operations.



Investing Activitie:

Cash Flows Used For Investing Activities during 2@hd 2006 were $121 million and $54 million, redpely. The
$108 million of cash flows for Construction Expetodés during 2007 were primarily related to new egatior
facilities. In addition, we had a net increase 8frillion in loans to the Utility Money Pool. Theash flows durin
2006 were comprised primarily of Construction Exgitures related to projects for improved transnoissanc
distribution service reliability.

Financing Activities

Cash Flows From Financing Activities were $54 railliduring 2007. We issued $250 million of Seniorsetcure
Notes. We had a net decrease of $189 million indwangs from the Utility Money Poo

Cash Flows From Financing Activities were $13 roilliduring 2006. We had a net increase of $21 miliia
borrowings from the Utility Money Pool. We paid $dfllion in common stock dividends.

Financing Activity

Long-term debt issuances and retirements duringirétehree months of 2007 were:

Issuances
Principal Interest Due
Type of Debt Amount Paid Rate Date
(in thousands’ (%)
Senior Unsecured Notes $ 250,00( 5.55 2017
Retirements
Principal Interest Due
Type of Debt Amount Paid Rate Date
(in thousands’ (%)
Notes Payabl- Nonaffiliated $ 1,64¢ 4.47 2011
Notes Payabl- Nonaffiliated 4,00( 6.36 2007
Notes Payabl- Nonaffiliated 75C Variable 2008

Liquidity

We have solid investment grade ratings, which glewis ready access to capital markets in ordessteeinew debt
refinance longerm debt maturities. In addition, we participatetihe Utility Money Pool, which provides acces
AEP’s liquidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2006 Annual Report and has not changegifgigntly
since year-end other than the debt issuance detuissFinancing Activity’above and Energy and Capacity Purc
Contracts. Effective January 1, 2007, we transfeaesignificant amount of ERCOT energy marketingtarcts t
AEPEP; thereby decreasing our future obligationSnergy and Capacity Purchase Contracts. E&COT Contrac
Transferred to AEPEP” section of Note 1.

Significant Factors

Litigation and Regulatory Activity



In the ordinary course of business, we are involiecemployment, commercial, environmental and ratpui,
litigation. Since it is difficult to predict the taome of these proceedings, we cannot state whabntual outcome
these proceedings will be, or what the timing & #mount of any loss, fine or penalty may be. Mansnt doe
however, assess the probability of loss for sugaitiegencies and accrues a liability for cases winahe a probab
likelihood of loss and the loss amount can be esBoh For details on our pending litigation anduiatpry
proceedings, see Note 4 - Rate Matters and Not€@nmitments, Guarantees and Contingencies in d# 20nua
Report. Also, see Note 3 - Rate Matters and Not€dmmitments, Guarantees and Contingencies ifiGloadense
Notes to Condensed Financial Statements of Regis8absidiari€” section. Adverse results in these proceec
have the potential to materially affect our resofteperations, financial condition and cash flows.

New Generatior

In December 2005, we sought proposals for new pgakntermediate and base load generation to hieeohktwee
2008 and 2011. In May 2006, we announced plansrtietouct new generation to satisfy the demandtsafustomer
We will build up to 480 MW of simpleycle natural gas combustion turbine peaking geéioeran Tontitown
Arkansas and will build a 480 MW combinegele natural gas fired plant at its existing ArseHill Power Plant i
Shreveport, Louisiana. We also plan to build a 6®0 MW base load coal plant, of which our investmaiil be
73%, in Hempstead County, Arkansas by 2011 to rieetongterm generation needs of its customers. Prelim
cost estimates our share of the new facilitiesapgroximately $1.4 billion (this total excludes tedated transmissit
investment and AFUDC). These new facilities arejesttbto regulatory approvals from our three staimmissions
The peaking generation facility in Tontitown, Arlsas has been approved by all three state commésaimh Units
and 4 are projected to be online in July 2007 &edémaining two units by 2008. Construction isestpd to begin |
2007 on the intermediate and base load facilit@snuapproval from the state regulatory commissiéxqenditure
related to construction of these facilities areested to total $349 million in 2007.

See the “Combined Management’s Discussion and Arslpf Registrant Subsidiariessection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section"Gbmbined Managemert’Discussion and Analysis of Registl
Subsidiaries”in the 2006 Annual Report for a discussion of tlséngates and judgments required for regule
accounting, revenue recognition, the valuationooigived assets, pension and other postretirementfibe@ad th
impact of new accounting pronouncements.

Adoption of New Accounting Pronouncements

See the “Combined Management’s Discussion and Amalgf Registrant Subsidiariesection for a discussion
adoption of new accounting pronouncements.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management assets and liabilities are gethdy AEPSC as agent for us. The relais manageme
policies and procedures are instituted and adneiridt by AEPSC. See complete discussion within AEP
“Quantitative and Qualitative Disclosures About iRidanagement Activitiessection. The following tables provi
information about AEP’s risk management activitieect on us.

MTM Risk Management Contract Net Assets

The following two tables summarize the various m@xnarket (MTM) positions included in our conden
consolidated balance sheet as of March 31, 200thendeasons for changes in our total MTM value@spared t
December 31, 2006.

Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheet
As of March 31, 2007
(in thousands)

MTM Risk
Management  Cash Flow
Contracts Hedges Total

Current Assets $ 66,35: $ 58z $ 66,93«
Noncurrent Asset 16,26« 37 16,30:
Total MTM Derivative Contract Assets 82,61¢ 61¢ 83,23¢
Current Liabilities (55,257 (6) (55,267
Noncurrent Liabilities (10,159 (16) (10,174
Total MTM Derivative Contract Liabilities (65,415 (22) (65,437
Total MTM Derivative Contract Net Assets (Liabiliti es) $ 17,20: $ 597 $ 17,79¢

MTM Risk Management Contract Net Assets
Three Months Ended March 31, 2007
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2006 $ 20,16¢
(Gain) Loss from Contracts Realized/Settled DuthngPeriod and Entered in a Prior Period (1,019
Fair Value of New Contracts at Inception When EsdeDuring the Period (a) -
Net Option Premiums Paid/(Received) for Unexercmednexpired Option Contrac

Entered During the Period -
Change in Fair Value Due to Valuation Methodolodwa@ges on Forward Contracts -

Changes in Fair Value Due to Market Fluctuationsimuthe Period (b) 21
Changes in Fair Value Allocated to Regulated Jugigmhs (c) (1,979
Total MTM Risk Management Contract Net Assets 17,20:
Net Cash Flow Hedge Contra 597

Total MTM Risk Management Contract Net Assets at Mach 31, 2007 $ 17,79¢



(@) Reflects fair value on lorigrm contracts which are typically with customdrattseek fixed pricing to limit the
risk against fluctuating energy prices. Incepti@tue is only recorded if observable market datab=mnbtaine
for valuation inputs for the entire contract teffine contract prices are valued against market susgsociate
with the delivery location and delivery term.

(b) Market fluctuations are attributable to vagdactors such as supply/demand, weather, etc.

(c) “Changes in Fair Value Allocated to Regulafedisdictions’relates to the net gains (losses) of those cos
that are not reflected in the Condensed Consolid&tatements of Income. These net gains (losseskaorde
as regulatory liabilities/assets for those subsiesathat operate in regulated jurisdictions.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets
The following table presents:

» The method of measuring fair value used in detangithe carrying amount of our total MTM assetiability
(external sources or modeled internally).

» The maturity, by year, of our net assets/liab#itte give an indication of when these MTM amounil$ settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of March 31, 2007
(in thousands)

Remainder After
2007 2008 2009 2010 2011 2011 Total

Prices Actively Quoted - Exchange Traded

Contracts $ (16,029% 1,742 % (289)% -$ -5 - $(14,57()
Prices Provided by Other External

Sources - OTC Broker Quotes (a) 29,19¢ 4,14: (813 - - - 32,52«
Prices Based on Models and Other

Valuation Methods (b) (2,55) 33t 1,461 2 - - (759
Total $ 10,61:% 6,22($ 36t $ 2% -3 - $17,20:

(@) “Prices Provided by Other External SourcesTC@roker Quotes” reflects information obtainednfrover-the
counter brokers, industry services, or multipletpan-line platforms.

(b) “Prices Based on Models and Other Valuatiorifdds”is used in absence of pricing information from exd
sources. Modeled information is derived using vidumamodels developed by the reporting entity, eetihg
when appropriate, option pricing theory, discountegh flow concepts, valuation adjustments, etd. raay
require projection of prices for underlying comntati beyond the period that prices are availalenfthird-
party sources. In addition, where external priagimfgrmation or market liquidity are limited, suclluations ar
classified as modeled. The determination of thetpai which a market is no longer liquid for plagii in the
modeled category varies by market.

Contract values that are measured using modelsloation methods other than active quotes or OTdken
guotes (because of the lack of such data for divety quantities, locations and periods) incorpera the
model or other valuation methods, to the extensids, OTC broker quotes and active quotes fovdaks ir
years and at locations for which such quotes aadadle.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheet



We are exposed to market fluctuations in energynoodity prices impacting our power operations. Wenitaw thes:
risks on our future operations and may use varammsmodity instruments designated in qualifying ctistv hedge
strategies to mitigate the impact of these fluaturest on the future cash flows. We do not hedge@hmodity pric
risk.

We use interest rate derivative transactions toagannterest rate risk related to anticipated varrgs of fixedrate
debt. We do not hedge all interest rate risk.

We use forward contracts and collars as cash fledgés to lock in prices on certain transactionoaemated il
foreign currencies where deemed necessary. Wetdoedge all foreign currency exposure.

The following table provides the detail on desigdateffective cash flow hedges included in AOCloaim Condense
Consolidated Balance Sheets and the reasons fochiweges from December 31, 2006 to March 31, 2Q0dly
contracts designated as cash flow hedges are etandAOCI. Therefore, economic hedge contract$ #na nc
designated as effective cash flow hedges are mddkethrket and included in the previous risk managertedries
All amounts are presented net of related incomestax

Total Accumulated Other Comprehensive Income (LossActivity
Three Months Ended March 31, 2007
(in thousands)

Interest  Foreign
Rate Currency Total

Beginning Balance in AOCI December 31,20C $ (6,435 $ 25 $ (6,410
Changes in Fair Value (1,019 50¢ (510
Reclassifications from AOCI to Net Income for

Cash Flow Hedges Settled 18:< - 18<
Ending Balance in AOCI March 31, 2007 $ (7,27) % 534 $ (6,737)

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$249 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegally consistent with that of AEP.
VaR Associated with Risk Management Contracts

We use a risk measurement model, which calculatdgevat Risk (VaR) to measure our commodity prisk in the
risk management portfolio. The VaR is based onvidmganceeovariance method using historical prices to edi
volatilities and correlations and assumes a 95%idemce level and a ongay holding period. Based on this V
analysis, at March 31, 2007, a near term typicahgle in commaodity prices is not expected to havaterial effect o
our results of operations, cash flows or financaidition.

The following table shows the end, high, averagd,law market risk as measured by VaR for the gariadicated:

Three Months Ended March 31, 2007 Twelve Months Ended December 31, 2006
(in thousands) (in thousands)
End High Average Low End High Average Low

$83 $245 $100 $25 $447 $2,171 $794 $68



The High VaR for the twelve months ended Decemtie2806 occurred in the fourth quarter due to vithain the
ERCOT region.

VaR Associated with Debt Outstanding

We also utilize a VaR model to measure interest nadrket risk exposure. The interest rate VaR misdieased on
Monte Carlo simulation with a 95% confidence lesall a ongrear holding period. The risk of potential lossfair
value attributable to our exposure to interestsr@t@marily related to longerm debt with fixed interest rates was
million and $25 million at March 31, 2007 and Det®m31, 2006, respectively. We would not expedigtaidate ou
entire debt portfolio in a ongear holding period; therefore, a near term changeterest rates should not negati
affect our results of operations or consolidatedricial position.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

For the Three Months Ended March 31, 2007 and 2006
(in thousands)

(Unaudited)
2007 2006
REVENUES
Electric Generation, Transmission and Distribution $ 327,28 293,99:
Sales to AEP Affiliates 16,41¢ 10,76¢
Other 40C 374
TOTAL 344,09¢ 305,13:
EXPENSES

Fuel and Other Consumables Used for Electric Géinera 111,98 90,66:
Purchased Electricity for Resale 52,49¢ 29,21¢
Purchased Electricity from AEP Affiliates 22,911 23,33
Other Operation 53,78: 49,70(
Maintenance 26,33¢ 24,65’
Depreciation and Amortization 34,12: 32,61°
Taxes Other Than Income Taxes 15,99 15,98
TOTAL 317,63 266,17.
OPERATING INCOME 26,46 38,96(
Other Income (Expense):
Interest Income 70% 54:
Allowance for Equity Funds Used During Construction 1,391 18¢
Interest Expense (15,490 (22,777)
INCOME BEFORE INCOME TAXES AND MINORITY

INTEREST EXPENSE 13,06¢ 26,91°
Income Tax Expense 2,621 8,82:
Minority Interest Expense 84z 22z
NET INCOME 9,60t 17,87
Preferred Stock Dividend Requirements 57 57
EARNINGS APPLICABLE TO COMMON STOCK 9,54¢ 17,81¢

The common stock of SWEPCo is owned by a whollgaaubsidiary of AEP.

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Three Months Ended March 31, 2007 and 2006
(in thousands)
(Unaudited)

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

DECEMBER 31, 2005 $ 135,66($ 245,00:$% 407,84:% (6,129% 782,37¢
Common Stock Dividends (10,000 (20,000
Preferred Stock Dividends (57) (57)
TOTAL 772,32.

COMPREHENSIVE INCOME
Other Comprehensive Income, Net of Taxes:

Cash Flow Hedges, Net of Tax of $930 1,72¢ 1,72¢
NET INCOME 17,87 17,87
TOTAL COMPREHENSIVE INCOME 19,60(
MARCH 31, 2006 $ 135,66($ 245,00:$ 415,65¢$ (4,400$ 791,92
DECEMBER 31, 2006 $ 135,66($% 245,00:$% 459,33($ (18,799% 821,20:
FIN 48 Adoption, Net of Tax (1,647) (1,642)
Preferred Stock Dividends (57 (57)
TOTAL 819,50

COMPREHENSIVE INCOME
Other Comprehensive Loss, Net of Taxes:

Cash Flow Hedges, Net of Tax of $39 (327) (327)
NET INCOME 9,60¢ 9,60¢
TOTAL COMPREHENSIVE INCOME 9,27¢
MARCH 31, 2007 $ 135,66($ 245,00{$ 467,24:% (19,1260 828,78:

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED BALANCE SHEETS
ASSETS
March 31, 2007 and December 31, 2006
(in thousands)

(Unaudited)
2007 2006
CURRENT ASSETS
Cash and Cash Equivalents $ 1,90C $ 2,61¢
Advances to Affiliates 8,95¢ -
Accounts Receivable:
Customers 74,38 88,24
Affiliated Companies 48,59¢ 59,67¢
Miscellaneous 13,07% 8,59¢
Allowance for Uncollectible Accounts (137) (130)
Total Accounts Receivable 135,92( 156,38¢
Fuel 73,47¢ 69,42¢
Materials and Supplies 46,10 46,00:
Risk Management Assets 66,93« 120,03¢
Margin Deposits 19,35: 41,57¢
Prepayments and Other 28,58: 18,25¢
TOTAL 381,22 454,30!
PROPERTY, PLANT AND EQUIPMENT
Electric:
Production 1,586,23: 1,576,201
Transmission 690,38« 668,00¢
Distribution 1,262,20:. 1,228,94:
Other 611,25! 595,42¢
Construction Work in Progress 301,25: 259,66:
Total 4,451,33. 4,328,24
Accumulated Depreciation and Amortization 1,868,97. 1,834,14!
TOTAL - NET 2,582,35 2,494,10:
OTHER NONCURRENT ASSETS
Regulatory Assets 153,08( 156,42(
Long-term Risk Management Assets 16,30: 20,53
Employee Benefits and Pension Assets 25,30z 26,02¢
Deferred Charges and Other 68,85¢ 39,58:
TOTAL 263,53¢ 242,56.
TOTAL ASSETS $ 3,227,12. $ 3,190,96:

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.






SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED BALANCE SHEETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
March 31, 2007 and December 31, 2006
(Unaudited)

CURRENT LIABILITIES

2007

2006

Advances from Affiliates
Accounts Payable:
General
Affiliated Companies
Short-term Debt - Nonaffiliated
Long-term Debt Due Within One Year - Nonaffiliated
Risk Management Liabilities
Customer Deposits
Accrued Taxes
Regulatory Liability for Over-Recovered Fuel Costs
Other

TOTAL

NONCURRENT LIABILITIES

(in thousands)

Long-term Debt - Nonaffiliated

Long-term Debt - Affiliated

Long-term Risk Management Liabilities

Deferred Income Taxes

Regulatory Liabilities and Deferred Investment Teredits
Deferred Credits and Other

TOTAL

TOTAL LIABILITIES

Minority Interest

Cumulative Preferred Stock Not Subject to Mandai®eglemption

Commitments and Contingencies (Note 4)

COMMON SHAREHOLDER'’S EQUITY

Common Stock - Par Value - $18 Per Share:
Authorized - 7,600,000 Shares
Outstanding - 7,536,640 Shares

Paid-in Capital

Retained Earnings

Accumulated Other Comprehensive Income (Loss)

TOTAL

- $  188,96!
155,20 140,42:
72,44 68,68
20,43: 17,14
97,76 102,31
55,26 109,57
36,79 48,27
64,41¢ 31,50:
33,79 26,01
66,87 85,08
602,99 818,06¢
822,51¢ 576,69
50,00 50,00
10,17 14,08:
362,32; 374,54
347,95 346,77
196,06 183,08
1,789,02! 1,545,18
2,392,02! 2,363,25.
1,61¢ 1,81¢
4,691 4,69
135,66( 135,66(
245,00: 245,00
467,24 459,33
(19,126 (18,799
828,78 821,20;




TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 3,227,12. $ 3,190,96

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 2007 and 2006

(in thousands)
(Unaudited)

OPERATING ACTIVITIES

Net Income
Adjustments for Noncash Items:
Depreciation and Amortization
Deferred Income Taxes
Mark-to-Market of Risk Management Contracts
Deferred Property Taxes
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Certain Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Margin Deposits
Accounts Payable
Customer Deposits
Accrued Taxes, Net
Fuel Over/Under Recovery, Net
Other Current Assets
Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures
Change in Advances to Affiliates, Net
Other

Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Issuance of Long-term Debt - Nonaffiliated
Change in Short-term Debt, Net - Nonaffiliated
Change in Advances from Affiliates, Net
Retirement of Long-term Debt - Nonaffiliated
Principal Payments for Capital Lease Obligations
Dividends Paid on Common Stock

Dividends Paid on Cumulative Preferred Stock

Net Cash Flows From Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

2007 2006
9,60 $ 17,87.
34,12: 32,61
(6,677 (9,10)
2,96¢ 10,46¢
(28,819 (28,99))
(3,199) 9,45¢
(179) (19,12))
20,46 26,84¢
(4,149 (17,52))
22,22 7,91¢
13,80¢ (15,309)
(11,479 (15,862
36,11: 45,23¢
4,212 15,21¢
(2,86¢) 2,821
(20,579 (21,255
65,59 41,29:
(107,613 (54,239
(8,95¢) -
(4,067) (56)
(120,639 (54,299)
247,544 -
3,29( 4,39
(188,965 20,98
(6,39%) (2,457)
(1,090 (367)

- (10,000)

(57) (57)
54,33 12,50
(719) (500)
2,61¢ 3,04¢
1,90C $ 2,54¢




SUPPLEMENTARY INFORMATION

Cash Paid for Interest, Net of Capitalized Amounts $ 16,747 $ 11,89:
Net Cash Paid for Income Tax 58(C 1,28~
Noncash Acquisitions Under Capital Lea 3,192 3,412
Construction Expenditures Included in Accounts Pé&yat March 31, 32,46( 12,80(

See Condensed Notes to Condensed Financial StageofdRegistrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
INDEX TO CONDENSED NOTES TO CONDENSED FINANCIAL STA TEMENTS OF
REGISTRANT SUBSIDIARIES

The condensed notes to SWEP€abondensed consolidated financial statements arioed with the condens
notes to condensed financial statements for otegistrant subsidiaries. Listed below are the ndbas apply t
SWEPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments, Guarantees and Contingencies Note 4
Benefit Plans Note 6
Business Segments Note 7
Income Taxes Note 8

Financing Activities Note 9




CONDENSED NOTES TO CONDENSED FINANCIAL STATEMENTS OF

REGISTRANT SUBSIDIARIES

The condensed notes to condensed financial statentiest follow are a combined presentation for Registrar
Subsidiaries. The following list indicates the stants to which the footnotes apply:

1.

2.

o

Significant Accounting Matters
New Accounting Pronouncemer

Rate Matters

AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPGoC
TNC

AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPGoC
TNC

APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPCo, TCC, TNC

Commitments, Guarantees and ContingencAEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWEPQoC

TNC

Acquisitions, Dispositions and Assets Held AEGCo, CSPCo, TCC

for Sale
Benefit Plans

Business Segments
Income Taxes

Financing Activities

APCo, CSPCo, |&M, KPCo, OPCo, PSO, SWEPCo, TCC, TNC
AEGCo, APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPGoC
TNC

AEGCo, APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPGoC
TNC

AEGCo, APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPGoC
TNC




1. SIGNIFICANT ACCOUNTING MATTERS

General

The accompanying unaudited condensed financiakrettts and footnotes were prepared in accordants
accounting principles generally accepted in thetéthBtates of America (GAAP) for interim financialormation an:
with the instructions to Form 10-Q and Article 0Regulation SX of the SEC. Accordingly, they do not include
the information and footnotes required by GAAPdomplete financial statements.

In the opinion of management, the unaudited intdnrancial statements reflect all normal and reiagriaccruals ar
adjustments necessary for a fair presentation efrésults of operations, financial position andhcisws for the
interim periods for each Registrant Subsidiary. Témults of operations for the three months Marth2®07 are ni
necessarily indicative of results that may be etqubdor the year ending December 31, 2007. The mapaaying
condensed financial statements are unaudited aodldshbe read in conjunction with the audited 200ricia
statements and notes thereto, which are includédeirRegistrant Subsidiaries’ Annual Reports omia0K for the
year ended December 31, 2006 as filed with the &EEebruary 28, 2007.

Components of Accumulated Other Comprehensive Ineofhoss) (AOCI)

AOCI is included on the balance sheets in the comsi@reholdes equity section. AOCI for Registrant Subsidie
as of March 31, 2007 and December 31, 2006 is showre following table.

March 31, December 31,
2007 2006
Components (in thousands)
Cash Flow Hedges:
APCo $ (10,03) $ (2,549
CSPCo (1,87¢) 3,39¢
&M (14,25%) (8,962
KPCo (490 1,552
OPCo 791 7,262
PSO (1,025 (1,070
SWEPCo (6,737) (6,410
TNC - (702)
SFAS 158 Adoption:
APCo $ (52,244 % (52,249
CSPCo (25,38¢) (25,38¢)
&M (6,089 (6,089
OPCo (64,025 (64,025
SWEPCo (12,389 (12,389
TNC (9,457 (9,457

Related Party Transaction
Oklaunion PPA between TNC and AEP Energy Partners

On January 1, 2007, TNC began ay®&a Power Purchase & Sale Agreement (PPA) witlafllate, AEP Energ
Partners (AEPEP), whereby TNC agrees to sell AERBB of TNCS capacity and associated energy fror
undivided interest (54.69%) in the Oklaunion plaBEPEP is to pay TNC for the capacity and assodi&ieerg
delivered to the delivery point, the sum of fugdeaation and maintenance, depreciation, capaciyatintaxes othe



than federal income taxes applicable. A portiothef payment is fixed and is payable regardleshefdvel of outpu
There are no penalties if TNC fails to maintainiaimum availability level or exceeds a maximum hese level. Th
PPA was approved by the FERC on July 12, 2006.

TNC recorded revenue of $23.4 million from AEPERhe first quarter of 2007, which is included ine3ato AEF
Affiliates on its 2007 Condensed Consolidated $tata of Income.

ERCOT Contracts Transferred to AEPEP

Effective January 1, 2007, PSO and SWEPCo tramsfecertain existing ERCOT energy marketing consradc
AEPEP and entered into intercompany financial angsggal purchase and sale agreements with AEPEB. W
done to lock in PSO and SWEPGahargins on ERCOT trading and marketing contraots to transfer the fut.
associated commaodity price and credit risk to AEPH#® contracts will mature over the next threeryea

PSO and SWEPCo have historically presented thirtdy @8RCOT trading and marketing activity on a nesis ir
Revenues -Electric Generation, Transmission and Distributidine applicable ERCOT third party trading
marketing contracts that were not transferred t&?BE will remain until maturity on PSO and SWEPCd aill be
presented on a net basis in Sales to AEP Affiliate®SO’s and SWEPCo’s Statements of Income.

The following table indicates the sales to AEPE® i@ amounts reclassified from third party tolizite:

For the Three Months Ended March 31, 2007

Net Amount
Third Party included in
Amounts Sales
Net Settlement Reclassified tc to AEP
Company With AEPEP Affiliate Affiliates
(in thousands)
PSO $ 43,15( $ (35,837) $ 7,31:
SWEPCo 46,87¢ (38,259 8,617

The following table indicates the affiliated porti@f risk management assets and liabilities redl@éan PSGS anc
SWEPCO0’s balance sheets associated with theseactsitr

As of March 31, 2007

PSO SWEPCo
Current (in thousands)
Risk Management Assets $ - 8 -
Risk Management Liabilities (8,282) (9,75¢)
Noncurrent
Long-term Risk Management Asse¢ $ 584 $ 68¢
Long-term Risk Management Liabilitie (2,099 (2,477

Texas Restructuring - SPP - Affecting TNC and SWEPG

In August 2006, the PUCT adopted a rule extendnegdielay in implementation of customer choice & 8PP area
Texas until no sooner than January 1, 2011. SWEP&wd approximately 3% of TNEbusinesses were in SPF
petition was filed in May 2006 requesting approtaatransfer Mutual Energy SWEPCO L$(a subsidiary of AE
C&l Company, LLC) customers and TN&CTacilities and certificated service territory dbed in the SPP area
SWEPCo. In January 2007, the final regulatory apgiravas received for the transfers. The transfezseveffectiv



February 2007 and were recorded at net book valugld.6 million. The Arkansas Public Service Consiug’s
approval requires SWEPCo to amend its fuel recotasiff so that Arkansas customers do not pay tiseemental co
of serving the additional load.

Reclassifications

Certain prior period financial statement items hbeen reclassified to conform to current periodspn¢ation. The:
revisions had no impact on the Registrant Subsetiapreviously reported results of operations or chang
shareholders’ equity.

On their statements of income, the Registrant Slidrses reclassified regulatory credits relatedeigulatory asset cc
deferral on ARO from Depreciation and AmortizationrOther Operation and Maintenance to offset thé®AdRcretiol
expense. The following table shows the creditsassified by the Registrant Subsidiaries in 2006:

Three Months Ended
March 31, 2006

Company (in thousands)
AEGCo $ 27
APCo 29¢
&M 5,58¢

2. NEW ACCOUNTING PRONOUNCEMENTS

Upon issuance of exposure drafts or final pronooresds, we thoroughly review the new accountingdii@re t
determine the relevance, if any, to our busineks. fdllowing represents a summary of new pronourcgmissued
implemented in 2007 and standards issued but n@emented that we have determined relate to ouratipas.

SFAS 157“Fair Value Measurements” (SFAS 157)

In September 2006, the FASB issued SFAS 157, emiaegisting guidance for fair value measuremerdassets ar
liabilities and instruments measured at fair vaheg are classified in shareholdeesjuity. The statement defines
value, establishes a fair value measurement framearad expands fair value disclosures. It emphadizat fair valu
is marketbased with the highest measurement hierarchy beseet prices in active markets. The standard ree
fair value measurements be disclosed by hierarelwglland an entity include its own credit standingthe
measurement of its liabilities and modifies thesaction price presumption.

SFAS 157 is effective for interim and annual pesiau fiscal years beginning after November 15, 20@@nagemei
expects that the adoption of this standard willaetdVTM valuations of certain contracts, but is bieao quantify th
effect. Although the statement is applied prospetti upon adoption, the effect of certain transawiis applie
retrospectively as of the beginning of the fiscabiy of application, with a cumulative effect adsnt to th
appropriate balance sheet items. The Registrardi@akies will adopt SFAS 157 effective Januarg@08.

SFAS 159“The Fair Value Option for Financial Assets and Fiancial Liabilities” (SFAS 159)

In February 2007, the FASB issued SFAS 159, panygitntities to choose to measure many financatuments ar
certain other items at fair value. The standard alstablishes presentation and disclosure requirsnesigned
facilitate comparison between entities that chodierent measurement attributes for similar typésassets ar
liabilities.

SFAS 159 is effective for annual periods in fisgaars beginning after November 15, 2007. If the falue option i
elected, the effect of the first remeasuremenatovalue is reported as a cumulative effect adpesit to the openir
balance of retained earnings. In the event we éhectair value optiopromulgated by this standard, the valuatior



certain assets and liabilities may be impacted. Staeement is applied prospectively upon adopftidre Registrat
Subsidiaries will adopt SFAS 159 effective Janugrg008.

FIN 48 “Accounting for Uncertainty in Income Taxes”and FASB Staff Position FIN 48t "Definition of
Settlement in FASB Interpretation No. 48

In July 2006, the FASB issued FASB Interpretatiam M8 "Accounting for Uncertainty in Income Taxesid in May
2007, the FASB issued FASB Staff Position FIN 48&finition of Settlemenin FASB Interpretation No. 48." F!
48 clarifies the accounting for uncertainty in onte taxes recognized in an enterpgséhancial statements
prescribing a recognition threshold (whether apgasition is more likely than not to be sustainedhaut which, th
benefit of that position is not recognized in theahcial statements. It requires a measurementrdetation fol
recognized tax positions based on the largest atrafurenefit that is greater than 50 percent likeflyoeing realize
upon ultimate settlement. FIN 48 also provides goa on derecognition, classification, interest pedalties
accounting in interim periods, disclosure and titeors

FIN 48 requires that the cumulative effect of appdythis interpretation be reported and disclosedraadjustment
the opening balance of retained earnings for tlsaiaf year and presented separately. The RegisBabsidiarie
adopted FIN 48 effective January 1, 2007. The irhp&this interpretation was an unfavorable (favded adjustmet
to retained earnings as follows:

Company (in thousands)
AEGCo $ (27)
APCo 2,68t
CSPCo 3,022
&M (327)
KPCo 78€
OPCo 5,38(
PSO 38¢€
SWEPCo 1,642
TCC 2,187
TNC 557

Future Accounting Changes

The FASB’s standardetting process is ongoing and until new standaade been finalized and issued by FASB
cannot determine the impact on the reporting of @perations and financial position that may refain any suc
future changes. The FASB is currently working orvesal projects including business combinations,enen
recognition, liabilities and equity, derivativessdiosures, emission allowances, leases, insuraatsequent evel
and related tax impacts. We also expect to see BASB projects as a result of its desire to congdrgernation:
Accounting Standards with GAAP. The ultimate promoements resulting from these and future projectddchavi
an impact on future results of operations and frerposition.

3. RATE MATTERS

The Registrant subsidiaries are involved in rate magulatory proceedings at the FERC and theie statmission
The Rate Matters note within the 2006 Annual Repbauld be read in conjunction with this reporg&n a complei
understanding of material rate matters still pegdimat could impact results of operations, castvgland possib
financial condition. The following discusses raté&mg developments in 2007 and updates the 2006 &rfReport.

Ohio Rate Matters




Ohio Restructuring and Rate Stabilization Plans ffécting CSPCo and OPCo

In January 2007, CSPCo and OPCo filed with the PW@@er the 4% provision of their RSPs to incre&s& annue
generation rates for 2007 by $24 million and $8liaril respectively, to recover governmentaiyandated cost
Pursuant to the RSPs, CSPCo and OPCo implementsd tiroposed increases effective with the beginafripe
May 2007 billing cycle. These increases are sulieeefund until the PUCO issues a final orderhia tnatter. Th
hearing is scheduled to begin in late May 2007.

In March 2007, CSPCo filed an application under4be provision of the RSP to adjust the Power Adtjars Ridel
(PAR) which was authorized in 2005 by the PUCO amreection with CSPCo's acquisition of Monongahetavé
Company's certified territory in Ohio. The PAR istanded to recover the difference between CSP@oiet
generation service rates and the cost of powerigztjto serve the former Monongahela Power loa& FAR was s
for an initial 17month period of January 2006 through May 2007. filmg would adjust the PAR for the ninete
month period of June 2007 through December 2008.filihg reflects a true up for estimated undecoveries durin
the initial period, $8 million as of March 31, 2Q0% well as the power acquisition costs for theouging nineteen-
month period. If approved, CSPCo's revenues wautdease by $22 million and $38 million for 2007 &2(D8
respectively.

In March 2007, CSPCo and OPCo filed a settlemeréeagent at the PUCO resolving the Ohio Supreme tG@
remand of the PUCQ’'RSP order. The Supreme Court indicated concdamting absence of a competitive bid pro
as an alternative to the generation rates set ®RiBP. In response, the settling parties agredthte CSPCo al
OPCo take bids for Renewable Energy Certificatdsd®). CSPCo and OPCo will give customers the ogbqoay
generation rate premium that would encourage tiveldpment of renewable energy sources by reimbgr€I8PCi
and OPCo for the cost of the RECs and the admatigér costs of the program. This settlement agre¢me:
supported by the Office of Consumers' Counselhm Partners for Affordable Energy, the Ohio Eye@youp an
the PUCO staff. In May 2007, the PUCO adopted #téesnent agreement in its entirety.

CSPCo and OPCo are involved in discussions witiouarstakeholders in Ohio about potential legistatio addres
the period following the expiration of the RSPs@e&cember 31, 2008. At this time, management is lenabpredic
whether CSPCo and OPCo will transition to marketipg, as permitted by the current Ohio restrucigriegislatior
extend their RSP rates, with or without modificatior become subject to a legislative reinstateroésbme form ¢
cost-based regulation for their generation suppbiriess on January 1, 2009 when the RSP period ends

Customer Choice Deferrals - Affecting CSPCo and Q#°C

As provided in the restructuring settlement agragna@proved by the PUCO in 2000, CSPCo and OP Gdlesiel
regulatory assets for customer choice implemematasts and related carrying costs in excess ohifion each fo
recovery in the next general base rate filing whiblanges distribution rates after December 31, 200DPCo an
December 31, 2008 for CSPCo. Pursuant to the R8Bsvery of these amounts for OPCo was furtherrdedeunti
the next base rate filing to change distributioresaafter the end of the RSP period of DecembeB8. Throug
March 31, 2007, CSPCo and OPCo incurred $50 mikind $51 million, respectively, of such costs astalgishe
regulatory assets of $25 million each for such£dSSPCo and OPCo have not recognized $5 milliah$&nmillion
respectively, of equity carrying costs, which aeeagnizable when collected. Management believestiieadeferre
customer choice implementation costs were prudemtiyrred to implement customer choice in Ohio arel probabl
of recovery in future distribution rates.

IGCC Plant- Affecting CSPCo and OPCo

In March 2005, CSPCo and OPCo filed a joint appilicawith the PUCO seeking authority to recovertsaslated t
building and operating a 629 MW IGCC power planingscleaneoal technology. The application proposed t
phases of cost recovery associated with the IG@@GtpPhase 1, recovery of $24 million in manastruction cos



during 2006; Phase 2, concurrent recovery of coostm{inancing costs; and Phase 3, recovery or refur
distribution rates of any difference between thekeigbased standard service offer price for generatimhtiae cost ¢
operating and maintaining the plant, including tume on and return of the ultimate cost to congtihe plant
originally projected to be $1.2 billion, along wifbel, consumables and replacement power costs. pfgose
recoveries in Phases 1 and 2 would be applied stgdia 4% limit on additional generation rate iases CSPCo a
OPCo could request under their RSPs.

In April 2006, the PUCO issued an order authoriz8§PCo and OPCo to implement Phase 1 of the cosveg
proposal. In June 2006, the PUCO issued anothar @pproving a tariff to recover Phase 1 po@struction cos
over no more than a twelmenth period effective July 1, 2006. Through Mag&i 2007, CSPCo and OPCo €
recorded presonstruction IGCC regulatory assets of $10 milleoxd each recovered $9 million of those costs. C!
and OPCo will recover the remaining amounts throdighe 30, 2007. The PUCO indicated that if CSP@bQ@RAC(
have not commenced a continuous course of constnuct the IGCC plant within five years of the Juz@6 PUC(
order, all charges collected for prenstruction costs, associated with items that beayytilized in IGCC projects
other sites, must be refunded to Ohio ratepayetis interest. The PUCO deferred ruling on Phasesd 3acos
recovery until further hearings are held. A dateftwther rehearings has not been set.

In August 2006, the Industrial Energy Users, Ohams§limersCounsel, FirstEnergy Solutions and Ohio Energy @
filed four separate appeals of the PUCQO’s ordethimn IGCC proceeding. Management believes that th€®s
authorization to begin collection of Phase 1 r&dawful. Management, however, cannot predictdbheome of thes
appeals. If the PUCQO’s order is found to be unlaw@SPCo and OPCo could be required to refund Phasst-
related recoveries.

Distribution Reliability Plan- Affecting CSPCo and OPCo

In January 2006, CSPCo and OPCo initiated a pracgext the PUCO seeking a new distribution raterrid func
enhanced distribution reliability programs. In foerth quarter of 2006, as directed by the PUCORC& and OPC
filed a proposed enhanced reliability plan. Thenptantemplated CSPCo and OPCo recovering approsiyndp¢
million and $43 million, respectively, in additidndistribution revenue during an eighteen monthiquebeginnin
July 2007. In January 2007, the OCC filed testimonmiiich argued that CSPCo and OPCo should be et
improve distribution service reliability with fundom their existing rates.

In April 2007, CSPCo and OPCo filed a joint motiaith the PUCO staff, the Ohio ConsumefSbunsel, th
Appalachian People’ Action Coalition, the Ohio Partners for AffordabEnergy and the Ohio Manufactui
Association to withdraw the proposed enhancedbilia plan.

Ormet - Affecting CSPCo and OPCo

Effective January 1, 2007, CSPCo and OPCo begaart@® Ormet, a major industrial customer with a BRY load
under a PUCO encouraged settlement agreement. €itlensent agreement between CSPCo and OPCo, Qits
employeesunion and certain other interested parties wasosgpr by the PUCO in November 2006. The settle
agreement provides for the recovery in 2007 and280CSPCo and OPCo of the difference between $434WH
to be paid by Ormet for power and a PUCO approvartket price, if higher. The recovery will be accdisiped by th
amortization of a $57 million ($15 million for CSBGnd $42 million for OPCo) Ohio franchise tax phasi
regulatory liability recorded in 2005 and, if thiat not sufficient, an increase in RSP generatidesrainder tr
additional 4% provision of the RSPs. The $43 per Mfice to be paid by Ormet for generation serviseabove th
industrial RSP generation tariff but below curremrket prices. In December 2006, CSPCo and OPCmiteld ¢
market price of $47.69 per MWH for 2007, which ending PUCO approval. If the PUCO approves a lawarke
price, it could have an adverse effect on restiltyperations and cash flows. If CSPCo and OPCcesirey Ormet loe
after 2008 without any special provisions, theyldoexperience incremental costs to acquire additi@apacity t
meet their reserve requirements and/or forgospftem sales margins, which could have an advdiset en future



results of operations and cash flows.

Texas Rate Matters

TCC TEXAS RESTRUCTURING - Affecting TCC
Texas District Court Appeal Proceedings

TCC recovered its net recoverable stranded geperatists through a securitization financing ancefanding its ne
other trueup items through a CTC rate rider credit under 2BQ&ET orders. TCC appealed the PUCT stranded
true-up orders seeking relief in both state and fed=yatt on the grounds that certain aspects of thersrare contra
to the Texas Restructuring Legislation, PUCT rulkimgs, federal law and fail to fully compensate T&LC its ne
stranded cost and other true-up items. The sigmficems appealed by TCC are:

» The PUCT ruling that TCC did not comply with thatste and PUCT rules regarding the required auctidrb%
of its Texas jurisdictional installed capacity, winiled to a significant disallowance of capacitgtaan trueup
revenues,

» The PUCT ruling that TCC acted in a manner that @msmercially unreasonable, because it failed terdene :
minimum price at which it would reject bids for thale of its nuclear generating plant and it bushalet of the
money gas units with the sale of its coal unit,ckhied to the disallowance of a significant portafnifCC’s ne
stranded generation plant cost, and

» The two federal matters regarding the allocationfésystem sales related to fuel recoveries and thenpat ta
normalization violation. See “ TCC and TNC Deferriedel” and “TCC Deferred Investment Tax Credits
Excess Deferred Federal Income Taxes” sectionsbelo

Municipal customers and other intervenors also algoethe PUCT true-up orders seeking to furtheuecedTCCk
true-up recoveries. On February 1, 2007, the Texas iBtisfourt judge hearing the various appeals issaudelte
containing his preliminary determinations. He gafigraffirmed the PUCT’s April 4, 2006 final trugp order for TC(
with two significant exceptions. The judge deteredrthat the PUCT erred when it determined T<C§lranded co
using the sale of assets method instead of thesExX€est Over Market (ECOM) method to value TE€®Xiclear plan
The judge also determined that the PUCT erred vitheancluded it was required to use the carryingf cate specifie
in the trueup order. However, the District Court did not rtihat the carrying cost rate was inappropriate. jUkge
directed that these matters should be remanddetBWCT to determine the specific impact on TCQtsifle trueup
revenues.

In March 2007, the District Court judge reversed barlier preliminary decision and concluded thie sd asse
method to value TCG' nuclear plant was appropriate. The District Cquaige did not reconsider his prelimin
ruling that the PUCT erred when it concluded it weguired to use the carrying cost rate specifieithé truedp order
The District Court judge also determined the PU@prioperly reduced TC&’net stranded plant costs from the sa
its generating units through the commercial unreabkeness disallowance, which could have a matef@orable
effect on TCC. Management cannot predict the altemoutcome of any future court appeals or anyréutemande
PUCT proceeding. If the District Cousttarrying cost rate remand ruling is ultimatelyelo on appeal and reman
to the PUCT for reconsideration, the PUCT coultieritconfirm the existing weighted average carryogt (WACC
rate or redetermine a new rate. If the PUCT chanigegate, it could result in a material adversange to TCG
recoverable carrying costs, results of operatioash flows and financial condition. TCC, the PUG antervenor
appealed the District Court ruling to the CourtApipeals. Management cannot predict what actidras)yi, the PUC
will take regarding the carrying costs.

If TCC ultimately succeeds in its appeals, it cob&ye a favorable effect on future results of of@na, cash flow
and financial condition. If municipal customers aather intervenors succeed in their appeals, itlccdwave
substantial adverse effect on future results ofatmns, cash flows and financial condition.



OTHER TEXAS RESTRUCTURING MATTERS
TCC Deferred Investment Tax Credits and Excess Defd Federal Income Taxes - Affecting TCC

In TCC’s 2006 truetp and securitization orders, the PUCT reducedregtilatory assets and the amount tc
securitized by $51 million related to the preseaitie of ADITC and by $10 million related to EDFIEsaciated wit
TCC'’s generation assets for a total reduction df $dlion.

TCC filed a request for a private letter rulinglwibe IRS in June 2005 regarding the permissihilitger the IRS rule
and regulations of the ADITC and EDFIT reductioogrsed by the PUCT. The IRS issued its privatedettling ir
May 2006, which stated that the PUCT’s flowough to customers of the present value of theéT&Dand EDFIT
benefits would result in a normalization violatidra address the matter and avoid a normalizatiolation, the PUC
agreed to allow TCC to defer an amount of the C&find totaling $103 million ($61 million in presewlue o
ADITC and EDFIT associated with TCE&'generation assets plus $42 million of relatedyoay costs) pendir
resolution of the normalization issue. If it isiolately determined that a refund to customers ftijinothe truedp
process of the ADITC and EDFIT, discussed aboveoisa normalization violation, then TCC will beqrered tc
refund the $103 million, plus additional carryingsts. However, if such refund of ADITC and EDFITuiimately
determined to cause a normalization violation, T&flcipates it will be permitted to retain the $&dllion presen
value of ADITC and EDFIT plus carrying costs, faalbly impacting future results of operations.

If a normalization violation occurs, it could resud TCC’s repayment to the IRS of ADITC on all property;luding
transmission and distribution property, which apgmates $104 million as of March 31, 2007, and sslof TCC§
right to claim accelerated tax depreciation in fattax returns. Tax counsel advised managemenathatmalizatio
violation should not occur until all remedies undaw have been exhausted and the tax benefitsedwened t
ratepayers under a nonappealable order. Managentents to continue its efforts to avoid a nornetian violatior
that would adversely affect future results of ogieres and cash flows.

TCC and TNC Deferred Fuel - Affecting TCC and TNC

The TCC deferred fuel over-recovery regulatory iligbis a component of the other trug items net regulato
liability refunded through the CTC rate rider citedin 2002, TCC and TNC filed with the PUCT seektogreconcil
fuel costs and establish their final deferred fo@lances. In its final fuel reconciliation ordetise PUCT ordered
reduction in TCC’s and TNG’ recoverable fuel costs for, among other things, reallocation of additional AE
System off-system sales margins under a FERC-apdr@IA. Both TCC and TNC appealed the PUCTUling:
regarding a number of issues in the fuel orderstate court and challenged the jurisdiction of B@CT over th
allocation of off-system sales margin allocatiomghe federal court. Intervenors also appealedPti€T’s rulings ir
state court.

In 2006, the Federal District Court issued ordeesiiding the PUCT from enforcing the @ystem sales reallocati
portion of its ruling in the final TNC and TCC fuedconciliation proceedings. The Federal courtduie both case
that the FERC, not the PUCT, has jurisdiction ower allocation. The PUCT appealed both FederalribisCour
decisions to the United States Court of AppealsTINC'’s case, the Court of Appeals affirmed the DgstCourt’s
decision. The PUCT has indicated they will appea tuling to the United States Supreme Court. T@E filed
Motion for Summary Affirmance based on the outcarhthe TNC appeal. For TCC, the PUCT has conceldedssu
concerning the allocation of offystem sales margins to AEP West companies undeslth as governed by the TI
case. However, the PUCT continues to challengelibeation of those margins among AEP West comsaniele
the CSW Operating Agreement. If the PU€&ppeals are ultimately unsuccessful, TCC and &dldd record incorr
of $16 million and $8 million, respectively, reldteo the reversal of the previously recorded fuetrgecoven
regulatory liabilities.



If the PUCT is unsuccessful in the federal coustasm, it or another interested party may file a plaint at the FER
to address the allocation issue. If a complainhat~FERC results in the PUGTdecisions being adopted by the FE
there could be an adverse effect on results ofatipess and cash flows. An unfavorable FERC rulireymesult in
retroactive reallocation of ofystem sales margins from AEP East companies to WESt companies under the t
existing SIA allocation method. If the adjustmewesre applied retroactively, the AEP East compamag be unab
to recover the amounts reallocated to the West eomp from their customers due to past frozen rg@st inactiv
fuel clauses and fuel clauses that do not incluflesystem sales credits. Although management canmaligbrthe
ultimate outcome of this federal litigation, managat believes that its allocations were in accoecdanith the the
existing FERC-approved SIA and that it should na¢ento allocate additional offystem sales margins to the W
companies including TCC and TNC.

In January 2007, TCC began refunding as part ofXh€ rate rider credit described above, $149 nmillad its $16!
million over+ecovered deferred fuel regulatory liability. Thamaining $16 million refund related to the favos
Federal District Court order has been deferred jpgnithe outcome of the federal court appeal andldvbe subject t
refund only upon a successful appeal by the PUCT.

Excess Earnings Affecting TCC

In 2005, the Texas Court of Appeals issued a datifhding the PUCTS prior order from the unbundled cos
service case requiring TCC to refund excess easrpngr to and outside of the trug-process was unlawful under
Texas Restructuring Legislation. TCC refunded $%36an of excess earnings, including interest, dfigh $30 millior
went to the affiliated REP. In November 2005, théCH filed a petition for review with the Supremebof Texa
seeking reversal of the Texas Court of Appedé&ision. The Supreme Court of Texas requestedirgjevhich ha
been provided, but it has not decided whether litlvéiar the casdf the Court of Appeals decision is upheld anc
refund mechanism is found to be unlawful, the impac TCC would then depend on: (a) how and if TE€@rdere
by the PUCT to refund the excess earnings throlghrtieup process to ultimate customers and (b) whethé? Wl
be able to recover the amounts previously refuidede REPs including the REP TCC sold to Centiid@anagemer
is unable to predict the ultimate outcome of thiigdtion and its effect on future results of ogemas and cash flows.

OTHER TEXAS RATE MATTERS
TCC and TNC Energy Delivery Base Rate Filings - aéting TCC and TNC

TCC and TNC each filed a base rate case seekimgtease transmission and distribution energy dgjiservice
(wires) base rates in Texas. TCC and TNC reque8ddmillion and $25 million in annual increasessprectively
Both requests include a return on common equitf125% and the impact of the expiration of the CB\tge
savings rate credits. In March 2007, various irdaors and the PUCT staff filed their recommendatidihough th
recommendations varied, the range of recommendedarse was $8 million to $30 million for TCC andillion to
$14 million for TNC. The recommended return on camnequity ranged from 9.00% to 9.75%. In April 200CC
and TNC filed rebuttal testimony reducing the resjad annual increases to $70 million for TCC and $@lion for
TNC including a reduced requested return on commeguty of 10.75%. Hearings began in April 2007 aare
scheduled to be concluded in May 200Management expects the new base wires rates taneeefiective, subje
to refund, in the second quarter of 2007 with aisies from the PUCT expected in the third quartér2607
Management is unable to predict the ultimate eff#cthis filing on future results of operations,shaflows an
financial condition.

SWEPCo Fuel Reconciliatiol- Texas - Affecting SWEPCo

In June 2006, SWEPCo filed a fuel reconciliationgaeding with the PUCT for its Texas retail openagi SWEPC
sought, in the proceedings, to include undgmveries related to the reconciliation periodsd0 million. In Januai
2007, intervenors filed testimony recommending tB&EPCo$ reconcilable fuel costs be reduced. The intem



recommendations ranged from a $10 million to $28ioni reduction. In February 2007, the PUCT staféd
testimony recommending that SWEPE€woéconcilable fuel costs be reduced by $10 millBWEPCo does not ag|
with the intervenor’'s or staf’ recommendations and filed rebuttal testimony ebrkary 2007. Hearings have b
held and briefs have been filed. Results of opanatcould be adversely affected by $28 million plagying costs
the PUCT adopts all of the intervenor and staforemendations. Management is unable to predict ghgome of thi
proceeding or its effect on future results of opers and cash flows.

Virginia Rate Matters

Virginia Restructuring - Affecting APCo

In April 2004, Virginia enacted legislation thatterded the transition period for electricity restrwing, including
capped rates, through December 31, 2010. The &tigisl provides APCo with specified cost recoverpapunitie:
during the capped rate period, including two omidmundled general base rate changes and an oppyrfor timely
recovery, through a separate rate mechanism, t#icencremental environmental and reliability costcurred on ar
after July 1, 2004. Under the restructuring law,CdPcontinues to have an active fuel clause reconeghanism i
Virginia and continues to practice deferred fualamting. Also, under the restructuring law, AP@beds increment
environmental generation costs and incrementastngssion and distribution reliability costs fordu recovery, to tt
extent such costs are not being recovered whemrgtuand amortizes a portion of such deferralsmensurate wit
recovery.

In April 2007, the Virginia legislature adopted @ntprehensive law providing for the re-regulatioret#ctric utilities’
generation/supply rates. The amendments shortetrahsition period by two years (from 2010 to 20@8gr whict
rates for retail generation/supply will return tdosim of costbased regulation. The legislation provides for, ag
other things, biennial rate reviews beginning ir020rate adjustment clauses for the recovery ofcthss of (e
transmission services and new transmission inveginig) Demand Side Management, load managemetteerg
efficiency programs, (c) renewable energy prograans, (d) environmental retrofit and new generatiorestment:
significant return on equity enhancements for lamgeestments in new generation and, subject to iNi@gSCC
approval, certain environmental retrofits, ando@iflon the allowed return on equity based on tlezaage earned rett
on equities’of regional vertically integrated electric utilisieEffective July 1, 2007, the amendments allowties tc
retain a minimum of 25% of the margins from effstem sales with the remaining margins from swadésscredite
against fuel factor expenses. The legislation a#iows APCo to continue to defer and recover in@eta
environmental and reliability costs incurred thrbugecember 31, 2008. APCo expects this new forraostbase!
ratemaking should improve its annual return on tygamd cash flow from operations when new ratentakiegins i
2009. However, with the return of cost-based reguia APCo’s generation business will again meet the critieni
application of regulatory accounting principles an@&FAS 71. Results of operations and financiablitan could b
adversely affected when APCo is required toeseblish certain net regulatory liabilities apabte to it
generation/supply business. The timing and earngfiget from such reapplication of SFAS 71 regulataccountin
for APCo’s Virginia generation/supply business amneertain at this time.

APCo Virginia Base Rate Cas- Affecting APCo

In May 2006, APCo filed a request with the Virgi8&€C seeking an increase in base rates of $22Bmith recove
increasing costs including the cost of its investtmia environmental equipment and a return on gqoiit11.5%. I
addition, APCo requested to move sffstem sales margins, currently credited to custertiieough base rates, to
fuel factor where they can be trued-up to actu®CA also proposed to share the yfftem sales margins w
customers with 40% going to reduce rates and 60#glretained by APCo. This proposed sf¥fstem sales fuel r¢
credit, which is estimated to be $27 million, paliyi offsets the $225 million requested increasbase rates for a r
increase in base rate revenues of $198 million.mMagr components of the $225 million base rataestinclude $7
million for the impact of removing of§ystem sales margins from the rate year endinge8dgar 30, 2007, $60 millic
mainly due to projected net environmental plantitimtts through September 30, 2007 and $48 millianréturn ol



equity.

In May 2006, the Virginia SCC issued an order, cxirat with Virginia law, placing the net requestease rai
increase of $198 million into effect on October2P06, subject to refund. The $198 million base nateease beir
collected, subject to refund, includes recoveryimdrementalenvironmental compliance and transmission
distribution system reliability (E&R) costsojected to be incurred during the rate year b@gmOctober 2006. The
incremental E&R costs can be deferred and recovbredgh the E&R surcharge mechanism if not recadéhroug!
this base rate request. In October 2006, the MagBCC staff filed its direct testimony recommernygen base ra
increase of $13 million with a return on equity90®% and no ofsystem sales margin sharing. Other intervenors
recommended base rate increases ranging from $#@mmio $112 million. APCo filed rebuttal testimgnin
November 2006. Hearings were held in December z

In March 2007, the Hearing Examiner (HE) issuedmort recommending a $76 million increase in ARCugse ratt
and $45 million credit to the fuel factor for offsiem sales margins. The HE'ecommendations include a returr
equity of 10.1% which would reduce APGotevenue requirement by approximately $23 millidhe HE als
recommended limiting forward looking ratemakingustinents to June 30, 2006 as opposed to Septerab@037
which would reduce APCe’revenue requirement by approximately $72 milliofwhich approximately $60 millic
relates to incremental E&R costs that can be dedefior future recovery through the E&R surchargema@ism. Th
HE further proposed to share the sffstem sales margins using the twelve months edded 30, 2006 of $1
million with 50% reducing base rates, 45% redudugl rates and 5% retained by APCo to determinerévenu
requirement. APCo’s proposal did not reduce bagsesrdor offsystem sales margins, but reduced fuel
approximately $27 million for off-system sales niasy APCo expects a final order to be issued duzidgj/ .

APCo is providing for a possible refund of revenuesllected subject to refund consistent with the
recommendations. Management is unable to preddatiitimate effect of this filing on future resuttsoperations, ca:
flows and financial condition.

West Virginia Rate Matters

APCo Expanded Net Energy Cost (ENEC) Filir- Affecting APCo

In April 2007, the WVPSC issued an order estabfighan investigation and hearing of APCo’s and WRQD0"
ENEC joint compliance filing. The ENEC is an expaddorm of fuel clause mechanism, which includeésaérgy-
related costs including fuel, purchased power esgegnoffsystem sales credits and other energy/transmigsions. Ir
the March 2007 ENEC joint compliance filing, APQted for an increase of approximately $91 milliowluding ¢
$65 million increase in ENEC and a $26 million i&se in construction surcharges to become effedtilyel, 2007
A hearing on the joint compliance filing is schestlifor May 2007.

APCo IGCC- Affecting APCo

In January 2006, APCo filed a petition with the WBPrequesting its approval of a Certificate of RuBlonvenienc
and Necessity to construct a 629 MW IGCC plant @eh)ato APCacs existing Mountaineer Generating Statio
Mason County, WV. In January 2007, at APCo’s requiee WVPSC issued an order delaying the Commissio
deadline for issuing an order on the certificateDicember 2007. Through March 31, 2007, APCo defepre-
construction IGCC costs totaling $10 million. Ietplant is not built and these costs are not reate, future resul
of operations and cash flows would be adverseklctéd.

Indiana Rate Matters

I&M Depreciation Study Filing- Affecting I&M

In February 2007, 1&M filed a request with the IUR® approval of revised book depreciation ratdeaive Januar



1, 2007. The filing included a settlement agreenartered into with the Indiana Office of the UliliConsume
Counsel that would provide direct benefits to 1&Mlsstomers if new depreciation rates are approyethé IURC
The direct benefits would include a $5 million dted fuel costs and an approximate $8 million snmaetering pilc
program. In addition, if the agreement is approv&) would initiate a general rate proceeding onbefore July I
2007 and initiate two studies, one to investigatgeneral smart metering program and the otheruaysthe marke
viability of demand side management programs. Basedthe depreciation study included in the filingM
recommended a decrease in pretax annual deprec&tense on an Indiana jurisdictional basis of@gmately $6!
million reflecting an NRC-approved 2@ar extension of the Cook Plant licenses for Uhiggd 2 and an extensior
the service life of the Tanners Creek ciidd generating units. This petition was not auesxj for a change
customerskelectric service rates. As proposed, the book agren reduction would increase earnings but waowl
impact cash flows until rates are revised. The IURE a public hearing in April 2007. 1&M requesterpeditiou
review and approval of its filing, but managemeanmot predict the outcome of the request or thengnof any
approved depreciation reduction. If approved &sifipretax earnings would increase by $64 millog007.

Kentucky Rate Matters

KPCo Environmental Surcharge Filin¢- Affecting KPCo

In July 2006, KPCo filed for approval ah amended environmental compliance plan and kves&f to implemer
an adjusted environmental surcharg®Co estimates the amended environmental compliplaseand revised tar
would increase revenues over 2006 levels by apmrabely $2 million in 2007 and $6 million in 2008 fa total of $:
million of additional revenue at current cost potiens. In January 2007, the KPSC issued an ongamoaing KPCos
proposed plan and surcharge. Future recovery isdbapon actual environmental costs and is subgegetiodic
review and approval of those actual costs by th8 &P

In November 2006, the Kentucky Attorney General #mel Kentucky Industrial Utility Consumers (KIUC)efd ar
appeal with the Kentucky Court of Appeals of tharikiin Circuit Court's 2006 order upholding the KPS 200!
Environmental Surcharge order. In its order, th&SKRapproved KPCe’recovery of its environmental costs at its
Sandy Plant and its share of environmental costsriad as a result of the AEP Power Pool capaeityesnent. Th
KPSC has allowed KPCo to recover these FER@Broved allocated costs, via the environmentalhsuge, since tt
KPSC's first environmental surcharge order in 1997. KRZesently recovers $7 million a year in environiat
surcharge revenues.

In March 2007, the KPSC issued an order, at thaegigof the Kentucky Attorney General, stating éhgironmente
surcharge collections authorized in the January7 200@er that are associated with outstdte generating faciliti
should be collected over the six months beginniragdd 2007, subject to refund, pending the outcohtheocourt o
appeals process. At this time, management is utalgeedict the outcome of this proceeding anefitsct on KPCa
current environmental surcharge revenues or oddhaary 2007 KPSC order increasing KPCo’s environateates.

Oklahoma Rate Matters

PSO Fuel and Purchased Power and its Possible Intpat AEP East companies and AEP West compatr

In 2002, PSO undeaecovered $44 million of fuel costs resulting franreallocation among AEP West companie
purchased power costs for periods prior to JaniaB002. In July 2003, PSO proposed collectiorhokeé reallocate
costs over eighteen months. In August 2003, the G@E filed testimony recommending PSO recover dllon of
the reallocated purchased power costs over thrae yad PSO reduced its regulatory asset defgrid2 Imillion. The
OCC subsequently expanded the case to includel @riudence review of PS®'2001 fuel and purchased po
practices. In January 2006, the OCC staff and veteors issued supplemental testimony alleging At deviate
from the FERC-approved method of allocating ®f6tem sales margins between AEP East companieSERAdNes
companies and among AEP West companies. The OGiCQpst@osed that the OCC offset the $42 millionuoider-



recovered fuel with the proposed reallocation dfsystem sales margins of $27 million to $37 millemd with $
million attributed to wholesale customers, whichkytitlaimed had not been refunded. In February 20@60CC sta
filed a report concluding that the $9 million oflecated purchased power costs assigned to whelegatomers he
been refunded, thus removing that issue from @smanendation.

In 2004, an Oklahoma ALJ found that the OCC ladkiharity to examine whether PSO deviated from tE&RE-
approved allocation methodology and held that argh complaints should be addressed at the FERCOD®@ ha
not ruled on appeals by intervenors of the Alfihding. The United States District Court for t&estern District ¢
Texas issued orders in September 2005 regarding@ fliel proceeding and in August 2006 regardingGLCTiue
proceeding, preempting the PUCT from reallocatiffgsgstem sales margins between the AEP East compamnd
AEP West companies. The federal court agreed tleaFERC has sole jurisdiction over that allocatibhe PUC”
appealed the ruling. The United States Court of égbp for the Fifth Circuit, issued a decision incBber 200
regarding the TNC fuel proceeding that affirmedtheted States District Court ruling.

PSO does not agree with the intervenors’ and th€ G@ff’'s recommendations and proposals other tharstaffs
original recommendation that PSO be allowed tovecohe $42 million over three years and will defets right tc
recover its underecovered fuel balance. Management believes thheifposition taken by the federal courts in
Texas proceeding is applied to PSQ@ase, then the OCC should be preempted fromlalisay) fuel recoveries f
alleged improper allocations of afftstem sales margins between AEP East companieAERdNVest companies. T
OCC or another party could file a complaint at HE&RC alleging the allocation of offystem sales margins to PS¢
improper, which could result in an adverse effecfuture results of operations and cash flows f&PAand the AE
East companies. However, to date, there has beetamo asserted at the FERC that AEP deviated tfrapprove
allocation methodologies, but even if one were @sdemanagement believes that it would not prevail

In June 2005, the OCC issued an order directingtéf to conduct a prudence review of PS@iel and purchas
power practices for the year 2003. The OCC stédtiftestimony finding no disallowances in the tgsar data. Tr
Attorney General of Oklahoma filed testimony stgtithat they could not determine if PS0Ogas procureme
activities were prudent, but did not include a raozended disallowance. However, an intervenor fiestimony i
June 2006 proposing the disallowance of $22 millioriuel costs based on a historical review of pbé hedgin
opportunities that he alleges existed during thar.yA hearing was held in August 2006 and managéemgrects
recommendation from the ALJ in 2007.

In February 2006, a law was enacted requiring ti®€CQo conduct prudence reviews on all generatioth fae!
procurement processes, practices and costs om aitimeo or thregrear cycle depending on the number of custo
served. PSO is subject to the required bienniakves: In compliance with an OCC order, PSO is nexflito file ite
testimony by June 15, 2007. This proceeding willesdhe year 2005.

Management cannot predict the outcome of the pgnidiel and purchased power reviews or planned duteviews
but believes that PS©Tuel and purchased power procurement practiogsasts are prudent and properly incurre
the OCC disagrees and disallows fuel or purchasegep costs including the unrecovered 2002 realiocabf sucl
costs incurred by PSO, it would have an adversefin future results of operations and cash flows.

PSO Rate Filing- Affecting PSO

In November 2006, PSO filed a request to increase lbates $50 million for Oklahoma jurisdictionastomers with
proposed effective date in the second quarter 67 2BSO sought a return on equity of 11.75%. PSO mloposed
formula rate plan that, if approved as filed, va#rmit PSO to defer any unrecovered costs as & &fsa revenu
deficiency that exceeds 50 basis points of thenatbreturn on equity for recovery within twelve nizsmbeginning si
months after the test year. The formula would en&$0 to recover on a timely basis the cost afets generatiol
transmission and distribution construction (inchglicarrying costs during construction), provide dpportunity tc
achieve the approved return on equity and avoidrdieg a significant AFUDC that would have beernoréed durin



the construction time period.

In March 2007, the OCC staff and various interverfded testimony. The recommendations were baserealuction
that ranged from $18 million to $52 million. Theeommmended returns on equity ranged from 9.25% t092@. Thes
recommendations included reductions in depreciatigpense of approximately $25 million, which haseawning
impact. The OCC staff filed testimony supportinfipanula rate plan, generally similar to the onepgaged by PSO.
April 2007, PSO filed rebuttal testimony regardwvayious issues raised by the OCC Staff and theviet®rs. As
result of rebuttal testimony, PSO reduced its baserequest by $2 million. Hearings commenced ay ¥ 2007.

Management is unable to predict the outcome ofetlpgeceedings, however, if rates are not increas@h amour
sufficient to recover expected unavoidable costeases future results of operations, cash flowspasdibly financie
condition could be adversely affected.

PSO Lawton and Peaking Generation Settlement Agreen- Affecting PSO

On November 26, 2003, pursuant to an applicatiom.dyton Cogeneration, L.L.C. (Lawton) seeking appicof ¢
Power Supply Agreement (the Agreement) with PSO assibciated avoided cost payments, the OCC issuedde
approving the Agreement and setting the avoidedscd$ie order did not address recovery by PSO efréisultar
purchased power costs.

In December 2003, PSO filed an appeal of the @G&der with the Oklahoma Supreme Court (the Coimtthe
appeal, PSO maintained that the OCC exceededthsray under state and federal laws to require R&©@nter int
the Agreement. The Court issued a decision on 2an005, affirming portions of the OCLCorder and remandi
certain provisions. The Court affirmed the O&@hding that Lawton established a legally enfatile obligation ar
ruled that it was within the OCC's discretion toaad a 20year contract and to base the capacity paymentpaalking
unit. The Court directed the OCC to revisit itsettatination of PSG avoided energy cost. Hearings were held o
remanded issues in April and May 2006.

In April 2007, all parties in the case filed a kattent agreement with the OCC resolving all isstlias. OCC approve
the settlement agreement in April 2007. The settl@nagreement provides for a purchase fee of $8mio be pai
by PSO to Lawton and for Lawton to provide, at PS@trection, all rights to the Lawton Cogenerattearcility for
permits, options and engineering studies. PSOraalbrd the purchase fee as a regulatory asseeandar it through
rider over a thregear period with a carrying charge of 8.25% begignn September 2007. In addition, PSO
recover through a rider, subject to a $135 milbost cap, all of the traditional costs associatét plant in service ¢
its new peaking units to be located at the SouttemesStation and Riverside Station at the timeehests are place
in service. PSO may request approval from the OGCrécovery of costs exceeding the cost cap if igf
circumstances occurred necessitating a higher vabsts. Such costs will continue to be recovenedugh the ride
until cost recovery occurs through base rates ontita rates in a subsequent proceeding. PSO nmeasi fiate cas
within eighteen months of the beginning of recovémpugh the rider unless the OCC approves a fa#ated ral
mechanism that provides for recovery of the peakinigs. Once the cost recovery for the new peakimts begins i
mid-2008, PSO expects annual revenues of an estimatdlion related to cost recovery of the peakingts an
the purchase fee. This settlement agreement wagsoged by the OCC Staff, the Attorney General, @ldahom:
Industrial Energy Consumers and Lawton CogenerakidnC.

Louisiana Rate Matters

SWEPCo Louisiana Compliance Filin- Affecting SWEPCo

In October 2002, SWEPCo filed with the LPSC dethifnancial information typically utilized in a remue
requirement filing, including a jurisdictional cost service. This filing was required by the LPSE€ aresult of i
order approving the merger between AEP and CSW.tDusultiple delays, in April 2006, the LPSC and BEMCc



agreed to update the financial information based 8005 test year. SWEPCo filed updated finanetakemw schedule
in May 2006 showing a return on equity of 9.44% paned to the previously authorized return on equiity1.1%.

In July 2006, the LPSC stasf’consultants filed direct testimony recommendingase rate reduction in the rang:
$12 million to $20 million for SWEPCe’Louisiana jurisdiction customers, based on agseg 10% return on equi
The recommended reduction range is subject to SVeER(lidating certain ongoingperations and maintenai
expense levels. SWEPCo filed rebuttal testimon@atober 2006 strongly refuting the consultamé£ommendation
In December 2006, the LPSC staff's consultantsl fileply testimony asserting that SWEP€Ebbuisiana base ra
are excessive by $17 million which includes a psmgbreturn on equity of 9.8%. SWEPCo filed rebutatimony il
January 2007. A decision is not expected until oridate 2007. At this time, management is unablerexict th
outcome of this proceeding. If a rate reductiorulismately ordered, it would adversely impact fituresults ¢
operations, cash flows and possibly financial cbonli

FERC Rate Matters

Transmission Rate Proceedings at the FERC - AffegtiAPCo, CSPCo, 1&M, KPCo and OPCo

The FERC PJM Regional Transmission Rate Proceeding

At AEP’s urging, the FERC instituted an investigatiof PJM5 zonal rate regime, indicating that the preset#
regime may need to be replaced through establishwienegional rates that would compensate AEP atinb!
transmission owners for the regional transmissamilifies they provide to PJM, which provides seevior the benei
of customers throughout PJM. In September 2005, A&GP a nonaffiliated utility (Allegheny Power or Apintly
filed a regional transmission rate design propegti the FERC. This filing proposes and supportseas PJM rat
regime generally referred to as Highway/Byway.

Parties to the regional rate proceeding proposedoifowing rate regimes:

» AEP/AP proposed a Highway/Byway rate design in Wwhic
» The cost of all transmission facilities in the Padgion operated at 345 kV or higher would be inetlich a
“Highway” rate that all load serving entities (L9&gould pay based on peak demand. The AEP/AP pabpos
would produce about $125 million in additional reues per year for AEP from users in other zond3JM.
« The cost of transmission facilities operating atéo voltages would be collected in the zones whieose
costs are presently charged under PIJM’s existitegd@sign.
 Two other utilities, Baltimore Gas & Electric Compya (BG&E) and Old Dominion Electric Cooperative
(ODEC), proposed a Highway/Byway rate that includesmsmission facilities above 200 kV, which would
produce lower revenues for AEP than the AEP/AP psap
» In another competing Highway/Byway proposal, a grotiLSEs proposed rates that would include exgsE80
kV and higher voltage facilities and new facilitiabove 200 kV in the Highway rate, which would proe
considerably lower revenues for AEP than the AEP#dposal.
» In January 2006, the FERC staff issued testimony exhibits supporting a PIJM-wide flat rate or “Ros
Stamp” type of rate design that would include @hsmission facilities, which would produce higlransmission
revenues for AEP than the AEP/AP proposal.

All of these proposals were challenged by a majooit other transmission owners in the PJM regiohpwavo
continuation of the existing PJM rate design wipcbvides AEP with no compensation for through anttraffic or
its east zone transmission system. Hearings wedem@pril 2006 and the ALJ issued an initial dgon in July 200¢
The ALJ found the existing PJM zonal rate desigia@ounjust and determined that it should be replatée AL.
found that the Highway/Byway rates proposed by AHPand BG&E/ODEC and the Postage Stamp rate prolpoy
the FERC staff to be just and reasonable alteresitiVhe ALJ also found FERC stafforoposed Postage Stamp ra
be just and reasonable and recommended that itityeted. The ALJ also found that the effective datehe rat



change should be April 1, 2006 to coincide with ®5@te elimination. Because the Postage Stampwasefound t
produce greater cost shifts than other propodadsjudge also recommended that the design be pimas@édthout ¢
phase-in, the Postage Stamp method would produce reeenue for AEP than the AEP/AP proposal. Thesphn of
Postage Stamp rates would delay the full impathaif result until about 2012.

AEP filed briefs noting exceptions to the initi@ailsion and replies to the exceptions of otherigarAEP argued th
a phasen should not be required. Nevertheless, AEP argheat if the FERC adopts the Postage Stamp rates
phase-in plan, the revenue collections curtailethbyphase-in should be deferred and paid latdr iwierest.

During 2006, the AEP East companies sought to asgeetail rates in most of their states to recta&r T&O anc
SECA revenues. The status of such state retaipratmeedings is as follows:

» In Kentucky, KPCo settled a rate case, which predifbr the recovery of its share of the transmiss&venu
reduction in new rates effective March 30, 2006.

» In Ohio, CSPCo and OPCo recover their FE&{proved OATT that reflects their share of the frdhsmissio
revenue requirement retroactive to April 1, 2006ema May 2006 PUCO order.

« In West Virginia, APCo settled a rate case, whicbvjled for the recovery of its share of the T&OCSk
transmission revenue reduction beginning July P862

« In Virginia, APCo filed a request for revised rateghich includes recovery of its share of the T&BLR
transmission revenue reduction starting Octob@086, subject to refund.

« InIndiana, I1&M is precluded by a rate cap fronmsmag its rates until July 1, 2007.

» In Michigan, 1&M has not filed to seek recoverytbe lost transmission revenues.

In April 2007, the FERC issued an order revershyALJ decision. The FERC ruled that the curre Pakte desig
is just and reasonable. The FERC further ruled ttmatcost of new facilities of 500 kV and above Wiobe share
among all PJM participants. As a result of thiseoydhe AEP East companies retail customers wildidleed to bear tl
full cost of the existing AEP east transmissionedacilities. However, the AEP East companies custs will alsc
be charged a share of the cost of new 500 kV agloehivoltage transmission facilities built in PJd which the vas
majority for the foreseeable future will not be deé by their customers, but will bolster service aaduce costs
other zones of PJM. The AEP East companies willineebtain regulatory approvals for recovery of ansts of ne
facilities that are assigned to them as a resulthef order, if upheld. AEP will request reheariafj this ordel
Management cannot estimate at this time what effeany, this order will have on their future ctmgtion of nev
east transmission facilities, results of operati@ash flows and financial condition.

The AEP East companies presently recover fromlretatomers approximately 85% of the reductionramgmissio
revenues of $128 million a year. Future result®pdérations, cash flows and financial condition wiintinue to b
adversely affected in Indiana and Michigan untgh lost transmission revenues are recoveredaih rates.

SECA Revenue Subject to Refund

The AEP East companies ceased collecting througheanhtransmission service (T&O) revenues in accacdanitt
FERC orders, and collected SECA rates to mitigaelass of T&O revenues from December 1, 2004 gjinoMdarct
31, 2006, when SECA rates expired. Intervenorsobéjeto the SECA rates, raising various issuesaAssult, th
FERC set SECA rate issues for hearing and ordéradthe SECA rate revenues be collected, subjentftond o
surcharge. The AEP East companies paid SECA ratethér utilities at considerably lesser amounés tbollected.
a refund is ordered, the AEP East companies wdsl r@ceive refunds related to the SECA rates fiaeg to thirc
parties. The AEP East companies recognized gro€aA3&venues as follows:

Year Ended December 31,
2006 (a) 2005 2004

Company (in millions)




APCo $ 134 % 524 $ 4.4

CSPCo 7.C 28.4 2.8
&M 8.1 30.4 2.€
KPCo 3.2 12.4 1.C
OPCo 10.4 39.4 S

(@) Represents revenues through March 31, 200én 8 CA rates expired, and
excludes all provisions for refund

Approximately $19 million of these recorded SECAawues billed by PJM were never collected. The AR
companies filed a motion with the FERC to forcerpant of these uncollected SECA billings.

In August 2006, the ALJ issued an initial decisifinding that the rate design for the recovery BIC& charges wz
flawed and that a large portion of the “lost revesiueflected in the SECA rates was not recoverable. AbJ founc
that the SECA rates charged were unfair, unjustdisctiminatory and that new compliance filings aatlinds shoul
be made. The ALJ also found that the unpaid SEG@#snaust be paid in the recommended reduced amount.

Since the implementation of SECA rates in Decen#t¥)4, the AEP East companies recorded approxim&ly
million of gross SECA revenues, subject to refuiite AEP East companies reached settlements wittai
customers related to approximately $70 million afcls revenues. The unsettled gross SECA revenued
approximately $150 million. If the ALd'initial decision is upheld in its entirety, it wid disallow $126 million of th
AEP East companies’ unsettled gross SECA revenues.

The AEP East companies provided for net refundshag/n in the following table:

Year Ended December 31,

2006 2005
Company (in millions)
APCo $ 11.C % 1.C
CSPCo 6.1 0.€
&M 6.4 0.€
KPCo 2.€ 0.2
OPCo 8.2 0.6

In September 2006, AEP, together with Exelon an&IDQRiled an extensive postearing brief and reply brief noti
exceptions to the ALJ’s initial decision and askihg FERC to reverse the decision in large pdanagement believ
that the FERC should reject the initial decisiorcdwese it is contrary to prior related FERC decisjomhich ar
presently subject to rehearing. Furthermore, mamage believes the AL3’findings on key issues are largely witt
merit. Although management believes they have omrésils arguments, management cannot predict thenait
outcome of any future FERC proceedings or coureals If the FERC adopts the AkJdecision, it will have ¢
adverse effect on future results of operationscasth flows.

4, COMMITMENTS, GUARANTEES AND CONTINGENCIES

The Registrant Subsidiaries are subject to cediaims and legal actions arising in their ordinaoyrse of busines
In addition, their business activities are subjecextensive governmental regulation related toliputealth and th
environment. The ultimate outcome of such pendimgatential litigation cannot be predicted. Forreat proceedin(
not specifically discussed below, management damsanticipate that the liabilities, if any, arisirfgpm sucl
proceedings would have a material adverse effecthenfinancial statements. The Commitments, Guaesnan
Contingencies note within the 2006 Annual Repoaoidth be read in conjunction with this report.



GUARANTEES

There are certain immaterial liabilities recorded fjuarantees in accordance with FASB Interpratatim. 4f
“Guarantors Accounting and Disclosure Requirements for Guaes; Including Indirect Guarantees of Indebtec
of Others.”There is no collateral held in relation to any guaees. In the event any guarantee is drawn, theare
recourse to third parties unless specified below.

Letters of Credit

Certain Registrant Subsidiaries enter into stardtigrs of credit (LOCs) with third parties. Thdd8Cs cover itenr
such as insurance programs, security deposits,s#gebice reserves and credit enhancements forddsoieds. All o
these LOCs were issued in the subsidiar@slinary course of business. At March 31, 2007, rtfteximum futur:
payments of the LOCs include $1 million and $4 imillfor 1I&M and SWEPCo, respectively, with matuggirangin
from June 2007 to March 2008.

Guarantees of Third-Party Obligations
SWEPCo

As part of the process to receive a renewal of a3 eRailroad Commission permit for lignite minifgyWEPC«
provides guarantees of mine reclamation in the amnofi approximately $85 million. Since SWEPCo used-
bonding, the guarantee provides for SWEPCo to cantoruse its resources to complete the reclamatiahe ever
the work is not completed by Sabine Mining Compé&gbine), an entity consolidated under FIN 46. Quarante
ends upon depletion of reserves and completiorinall feclamation. Based on the latest study, ikstmated th
reserves will be depleted in 2029 with final rectdion completed by 2036, at an estimated cost pfaagimately $3'
million. As of March 31, 2007, SWEPCo collected apgmately $30 million through a rider for final me closur
costs, which is recorded in Deferred Credits arfte©bn SWEPCo’s Condensed Consolidated BalancdsShee

Sabine charges SWEPCao, its only customer, albisssc SWEPCo passes these costs through its fuedecl
Indemnifications and Other Guarantee
Contracts

All of the Registrant Subsidiaries enter into certigpes of contracts which require indemnificaofypically thes
contracts include, but are not limited to, saleeagrents, lease agreements, purchase agreementmamcing
agreements. Generally, these agreements may indwudeare not limited to, indemnifications arounertain tax
contractual and environmental matters. With respedale agreements, exposure generally does wetdxhe sa
price. Prior to March 31, 2007, Registrant Subsidgentered into sale agreements including indgoations with :
maximum exposure that was not significant for amdividual Registrant Subsidiary except TCC. TC& sajreemen
include indemnifications with a maximum exposure$db6 million related to the sale price of its gatien asset
See “Texas Plants - South Texas Project”, “TexasmtBl- TCC Generation Assets” and “Texas Plar@klaunior
Power Station”sections of Note 8 of the 2006 Annual Report. There no material liabilities recorded for
indemnifications.

AEP East companies, PSO and SWEPCo are jointlysanedrally liable for activity conducted by AEPSChhalf o
AEP East companies, PSO and SWEPCo related to powelnase and sale activity conducted pursuaimet&GtA.

Master Operating Leas

Certain Registrant Subsidiaries lease certain @eqgenp under a master operating lease. Under the greement, tl
lessor is guaranteed to receive up to 87% of tlzenantized balance of the equipment at the endetalse term.



the fair market value of the leased equipment isvbehe unamortized balance at the end of the leasma, the
subsidiary has committed to pay the difference betwthe fair market value and the unamortized loalawith th
total guarantee not to exceed 87% of the unamartdance. At March 31, 2007, the maximum potertia$ by
subsidiary for these lease agreements assuminfaithenarket value of the equipment is zero at the ef the leas
term is as follows:

Maximum Potential
Loss
Company (in millions)
APCo $
CSPCo
&M
KPCo
OPCo
PSO
SWEPCo
TCC
TNC

wWooorT NN OB

CONTINGENCIES
Federal EPA Complaint and Notice of Violation - Adétting APCo, CSPCo, I&M, and OPCo

The Federal EPA, certain special interest grougsaanumber of states allege that APCo, CSPCo, I&RCo an
other nonaffiliated utilities including the TennessValley Authority, Alabama Power Company, CinatirGas &
Electric Company, Ohio Edison Company, Southernaimal Gas & Electric Company, lllinois Power Comp,
Tampa Electric Company, Virginia Electric Power Gamy and Duke Energy, modified certain units atl-foad
generating plants in violation of the NSR requiraiseof the CAA. The Federal EPA filed its complaiagainst AE
subsidiaries in U.S. District Court for the SouthdDdistrict of Ohio. The alleged modifications ocad at ou
generating units over a twenygar period. A bench trial on the liability issusgas held during July 2005. In Ju
2006, the judge stayed the liability decision pegdhe issuance of a decision by the U.S. Supreoet@ the Duk
Energy case.

Under the CAA, if a plant undertakes a major madiiion that results in an emissions increase, btng
requirements might be triggered and the plant mayelguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec
components or other repairs needed for the relighlie and efficient operation of the plant. TheAC&uthorizes civ
penalties of up to $27,500 ($32,500 after March2l8)4) per day per violation at each generating umi2001, th
District Court ruled claims for civil penalties lemson activities that occurred more than five ydmfore the filing
date of the complaints cannot be imposed. Theme iEme limit on claims for injunctive relief.

The Federal EPA and eight northeastern states #adhan additional complaint containing additioradlegation
against the Amos and Conesville plants. APCo and@Sffiled an answer to the northeastern statasiplaint and tr
Federal EPAs complaint, denying the allegations and statirar tlefenses. Cases are also pending that cowdd!
CSPCo’s share of jointlgwned units at Beckjord (12.5% owned), Zimmer (2b.dwned), and Stuart (26% own
Stations. Similar cases have been filed againseérottonaffiliated utilities, including Allegheny Emyy, Easter
Kentucky Electric Cooperative, Public Service Eptese Group, Santee Cooper, Wisconsin Electric P@oenpany
Mirant, NRG Energy and Niagara Mohawk. Severahefse cases were resolved through consent decrees.

Courts have reached different conclusions regardimgther the activities at issue in these casesr@uéne
maintenance, repair, or replacement, and therefmreexcluded from NSR. Similarly, courts have reacHifferen



results regarding whether the activities at issiteeased emissions from the power plants. Appeathese and oth
issues were filed in certain appellate courts,uditlg a petition to appeal to the U.S. Supreme Cibiait was grante
in the Duke Energy case. The Federal EPA issuauharille that would exclude activities similarttiose challenge
in these cases from NSR as “routine replacemehtdvlarch 2006, the Court of Appeals for the Didtot Columbi:
Circuit issued a decision vacating the rule. Thar€denied the Federal EPRArequest for rehearing, and the Fec
EPA and other parties filed a petition for reviewthe U.S. Supreme Court. In April 2007, the Supredourt denie
the petition for review. The Federal EPA also pisgzba rule that would define “emissions increases way the
most of the challenged activities would be exclufitech NSR.

On April 2, 2007, the U.S. Supreme Court reversedFRourth Circuit Court of Appealsiecision that had suppor
the statutory construction argument of Duke Enengigs NSR proceeding. In a unanimous decision,Gbert rulec
that the Federal EPA was not obligated to definajgmmodification”in two different CAA provisions in the sal
way. The Court also found that the Fourth Circun®rpretation of “major modificationds applying only to projec
that increased hourly emission rates amounted ioaiidation of the relevant Federal EPA regulasiowhich unde
the CAA can only be challenged in the Court of Agpewithin 60 days of the Federal EPA rulemakinge TU.S
Supreme Court did acknowledge, however, that Dukergy may argue on remand that the Federal EPAbbat
inconsistent in its interpretations of the CAA dhd regulations and may not retroactively changge2s of accept
practice.

In addition to providing guidance on certain of therits of the NSR proceedings brought against ARLZIPCo, 1&N
and OPCo in U.S. District Court for the Southerstbét of Ohio, the U.S. Supreme Cosrissuance of a ruling in t
Duke Energy cases has an impact on the timing oN&R proceedings. First, the court in the casevfuch a trial ol
liability issues has been conducted has indicatethint to issue a decision on liability. Secotiet bench trial ¢
remedy issues, if necessary, is likely to be sclegdo begin in the third quarter of 2007.

Managemenis unable to estimate the loss or range of logsgadlto any contingent liability, if any, AEP suliaries
might have for civil penalties under the CAA prodieg)s. Management is also unable to predict thengnof
resolution of these matters due to the number lefatl violations and the significant number of ésyet to b
determined by the Court. If AEP subsidiaries do praivail, management believes AEP subsidiariesreanver an
capital and operating costs of additional pollutemmtrol equipment that may be required througlulegd rates ar
market prices for electricityf any of the AEP subsidiaries are unable to receueh costs or if material penalties
imposed, it would adversely affect future resufteperations, cash flows and possibly financialdiban.

Notice of Enforcement and Notice of Citizen Si- Affecting SWEPCo

In March 2005, two special interest groups, Si€ab and Public Citizen, filed a complaint in FemldDistrict Cour
for the Eastern District of Texas alleging violaisoof the CAA at SWEPCs'Welsh Plant. SWEPCo filed a respc
to the complaint in May 2005. A trial in this matte scheduled for the second quarter of 2007.

In 2004, the Texas Commission on Environmental QudlrCEQ) issued a Notice of Enforcement to SWE
relating to the Welsh Plant containing a summarfirafings resulting from a compliance investigaterthe plant. |
April 2005, TCEQ issued an Executive DirecsoiPreliminary Report and Petition recommending eh&y of ai
enforcement order to undertake certain correctteols and assessing an administrative penaltyppfaximatel
$228 thousand against SWEPCo based on allegedtisitdaof certain representations regarding heatitirip
SWEPCo05 permit application and the violations of certaatordkeeping and reporting requirements. SWE
responded to the preliminary report and petitioiMisly 2005. The enforcement order contains a recamdaien the
would limit the heat input on each Welsh unit te tteferenced heat input contained within the peapitlicatior
within 10 days of the issuance of a final TCEQ oraled until a permit amendment is issued. SWEP Clophaviousl
requested a permit alteration to remove the referéo a specific heat input value for each Welsih aimd to clarify
the sulfur content requirement for fuels consunitetthe plant. A permit alteration was issued in Ma2©07 removin
the heat input references from the Welsh permit@dadfying the sulfur content of fuels burned la¢ tplant is limite



to 0.5% on an as-received basis. The Sierra CldiPamblic Citizen filed a motion to overturn the ipéralteration.

Management is unable to predict the timing of artyrie action by TCEQ or the special interest graupthe effect ¢
such actions on results of operations, cash flawsancial condition.

Carbon Dioxide (CQ,) Public Nuisance Claims - Affecting AEP East Compias and AEP West Companies

In 2004, eight states and the City of New Yorkdikn action in federal district court for the SarthDistrict of Nev
York against AEP, AEPSC, Cinergy Corp, Xcel Ener§puthern Company and Tennessee Valley Authorihe
Natural Resources Defense Council, on behalf dethgpecial interest groups, filed a similar conmplaigainst th
same defendants. The actions allege that,€Qissions from the defendasipower plants constitute a public nuise
under federal common law due to impacts of globatming, and sought injunctive relief in the form ggdecific
emission reduction commitments from the defendartie. defendantanotion to dismiss the lawsuits was grante
September 2005. The dismissal was appealed toetten8 Circuit Court of Appeals. Briefing and oraed@ment hav
concluded. On April 2, 2007, the U.S. Supreme Cmsued a decision holding that the Federal EPAaudisority tc
regulate emissions of CQ and other greenhouse gases under the CAA, which impgct the Second Circust’
analysis of these issues. Management believextioma are without merit and intends to defend rgjahe claims.

TEM Litigation - Affecting OPCo

OPCo agreed to sell up to approximately 800 MWradrgy to Tractebel Energy Marketing, Inc. (TEM) inknowr
as SUEZ Energy Marketing NA, Inc.) for a period28f years under a Power Purchase and Sale Agreatatm
November 15, 2000 (PPA). Beginning May 1, 2003, OREndered replacement capacity, energy and amy
services to TEM pursuant to the PPA that TEM rei@é@s nonconforming.

In September 2003, TEM and OPCo separately filedadgtory judgment actions in the United StategrizgisCour
for the Southern District of New York. OPCo allegbdt TEM breached the PPA, and sought a deteriromaf its
rights under the PPA. TEM alleged that the PPA néwerame enforceable, or alternatively, that thé\ R
terminated as the result of OPCo’s breaches. Theocate parent of TEM (SUEZRACTEBEL S.A.) provided
limited guaranty.

In August 2005, a federal judge ruled that TEM haelached the contract and awarded damages to OPEIPE
million plus prejudgment interest. Any eventual ggeds will be recorded as a gain when received.

In September 2005, TEM posted a $142 million letfecredit as security pending appeal of the judgimBoth partie
filed Notices of Appeal with the United States Qoofr Appeals for the Second Circuit, which heardl@gument o
the appeals in December 2006. Management canrditptiee ultimate outcome of this proceeding.

Coal Transportation Dispute - Affecting PSO, TCC aiNC

PSO, TCC, TNC, the Oklahoma Municipal Power Auttyoaind the Public Utilities Board of the City of&vnsville
Texas, as joint owners of a generating statiompudesd transportation costs for coal received batwiedy 2000 and tt
present time. The joint plant remitted less tha@ #&mount billed and the dispute is pending befbee S$urfac
Transportation Board. Based upon a weighted avepeggability analysis of possible outcomes, PSOgerator ¢
the plant, recorded provisions for possible 10s2004, 2005, 2006 and the first quarter of 2007 Plovision wa
deferred as a regulatory asset under BRS@l mechanism and immaterially affected incomeTCC and TNC fc
their respective ownership shares. Managementragdito work toward mitigating the disputed amounthe exter
possible.

Coal Transportation Rate Dispute - Affecting PSO

In 1985, the Burlington Northern Railroad Co. (nBMSF) entered into a coal transportation agreemeittt PSO



The agreement contained a base rate subject tstadjnt, a rate floor, a reopener provision and woitratior
provision. In 1992, PSO reopened the pricing pionisThe parties failed to reach an agreement hadrtatter we
arbitrated, with the arbitration panel establishintpwered rate as of July 1, 1992 (the 1992 Rat&), modifying th
rate adjustment formula. The decision did not ntanthe rate floor. From April 1996 through the gant terminatio
in December 2001, the 1992 Rate exceeded the adjuate, determined according to the decision. PSIA the
adjusted rate and contended that the panel eliedrtae rate floor. BNSF invoiced at the 1992 Rat# @ntended th
the 1992 Rate was the new rate floor. At the entid®1, PSO terminated the contract by paying aitextion fee, a
required by the agreement. BNSF contends thatetimaitation fee should have been calculated on 992 Rate, nc
the adjusted rate, resulting in an underpaymeappfoximately $9.5 million, including interest.

This matter was submitted to an arbitration bo&ndApril 2006, the arbitration board filed its dsiwin, denyin
BNSF’'s underpayments claim. PSO filed a request fordaraonfirming the arbitration award and a reqé@sentry
of judgment on the award with the U.S. District @dor the Northern District of Oklahoma. On Julg, 12006, th
U.S. District Court issued an order confirming tditration award. On July 24, 2006, BNSF filed atMn tc
Reconsider the July 14, 2006 Arbitration ConfirrmatOrder and Final Judgment and its Motion to Vaeatd Corre
the Arbitration Award with the U.S. District Couth February 2007, the U.S. District Court granBNISF’s Motior
to Reconsider. PSO filed a substantive respon8N®F's motion and BNSF filed a reply. Management cormints
work toward mitigating the disputed amounts togktent possible.

Claims by the City of Brownsville, Texas Against TG Affecting TCC

On April 27, 2007, the City of Brownsville, Texasrged its Fifth Amended Answer and Crd3sims in litigatior
pending in the District Court of Dallas County, &ex The crosstaims seek recovery against TCC base:
allegations of breach of contract, breach of fidugiduty, unjust enrichment, constructive truspwasion, breach
the Texas theft liability act and fraud allegedlgcorring in connection with a transaction in whiBhownsuville
purchased TCG interest in the Oklaunion electric generatingiata Management believes that the claims are wi
merit and intends to defend against them vigorously

FERC Long-term Contracts - Affecting AEP East Compias and AEP West Companies

In 2002, the FERC held a hearing related to a campfiled by Nevada Power Company and Sierra RaBibwe
Company (the Nevada utilities). The complaint sdughbreak longerm contracts entered during the 2000 and
California energy price spike which the customellsgad were “high-priced. The complaint alleged that Al
subsidiaries sold power at unjust and unreasor@ides. In December 2002, a FERC ALJ ruled in AERVor an
dismissed the complaint filed by the Nevada ugiitiin 2001, the Nevada utilities filed complaiasserting that tt
prices for power supplied under those contractalshbe lowered because the market for power wasyeadly
dysfunctional at the time such contracts were eteecurhe ALJ rejected the complaint, held thatrttegkets for futur
delivery were not dysfunctional, and that the Nevadlities failed to demonstrate that the pubtiterest required th
changes be made to the contracts. In June 2008BRE issued an order affirming the Akdecision. In Decemt
2006, the U.S. Court of Appeals for the Ninth Citecaversed the FERC order and remanded the cabe I6ERC fc
further proceedings. Management is unable to préiaicoutcome of these proceedings or their impaduture resuli
of operations and cash flows. We have assertedhslaigainst certain companies that sold power tovhgh we
resold to the Nevada utilities, seeking to recaportion of any amounts we may owe to the Nevdititias.

5. ACQUISITIONS, DISPOSITIONS AND ASSETS HELD FOR SALE

ACQUISITIONS
2007

Darby Electric Generating Statio- Affecting CSPCo



In November 2006, CSPCo agreed to purchase Damxtriel Generating Station (Darby) from DPL EnergiC, a
subsidiary of The Dayton Power and Light Company; $102 million and the assumption of liabilitie$
approximately $2 million. CSPCo completed the pasghin April 2007. The Darby plant is located nb&yunt
Sterling, Ohio and is a natural gas, simple cyoegr plant with a generating capacity of 480 MW.

Lawrenceburg Generating Statio- Affecting AEGCo

In January 2007, AEGCo agreed to purchase LawremgeBenerating Station (Lawrenceburg) from an iafél o
Public Service Enterprise Group (PSEG) for appratelty $325 million and the assumption of liabiktief
approximately $2 million. AEGCo will complete theiphase in May 2007. The Lawrenceburg plant istextar
Lawrenceburg, Indiana, adjacent to 1&\Tanners Creek Plant, and is a natural gas, cadloycle power plant wi
a generating capacity of 1,096 MW.

2006
None
DISPOSITIONS

2007

Texas Plants - Oklaunion Power Station - AffectiigCC

In February 2007, TCC sold its 7.81% share of Okilam Power Station to the Public Utilities Boardtbé City o
Brownsville for $42.8 million plus adjustments. Tisale did not have a significant effect on T€Qesults
operations. See "Claims by the City of Brownsvillexas Against TCC" section of Note 4.

2006

None

ASSETS HELD FOR SALE

Texas Plants - Oklaunion Power Station - AffectinigCC

In February 2007, TCC sold its 7.81% share of Okilam Power Station to the Public Utilities Boardtbé City o
Brownsville. The sale did not have a significanteef on TCCS results of operations nor does TCC expect
remaining litigation to have a significant effect its results of operations.

TCC'’s assets related to the Oklaunion Power Statiere classified in Assets Held for Sal&exas Generation Ple
on TCC’s Condensed Consolidated Balance Sheet@mger 31, 2006. The plant does not meet the “coeteof-
an-entity” criteria because it does not have cash flows thathe clearly distinguished operationally. The plasc
does not meet the “component-of-an-entityiteria for financial reporting purposes becauseldes not opera
individually, but rather as a part of the AEP Sygstevhich includes all of the generation facilitiesned by th
Registrant Subsidiaries except TNC.

The Assets Held for Sale were as follows:

March 31, December 31
2007 2006
Texas Plants (TCC) (in millions)




Assets:

Other Current Assets $ - % 1

Property, Plant and Equipment, Net - 43

Total Assets Held for Sale - Texas Generation

Plant $ - $ 44
6. BENEFIT PLANS

APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPCo, TCC BNE participate in AEP sponsored qualified pen
plans and nonqualified pension plans. A substantggbrity of employees are covered by either onaified plan o
both a qualified and a nonqualified pension planadidition, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWE,
TCC and TNC patrticipate in other postretirementdberplans sponsored by AEP to provide medical deditt
benefits for retired employees.

APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPCo, TCCENG adopted SFAS 158 as of December 31, 2006.
recorded a SFAS 71 regulatory asset for their tyiiagj SFAS 158 costs of regulated operations tbatr&temakin
purposes will be deferred for future recovery.

Components of Net Periodic Benefit Cost

The following table provides the components of AERet periodic benefit cost for the plans for thee¢ month
ended March 31, 2007 and 2006:

Other
Postretirement
Pension Plans Benefit Plans
2007 2006 2007 2006
(in millions)

Service Cost $ 24 $ 24 $ 10 $ 10
Interest Cost 59 57 26 25
Expected Return on Plan Assets (85) (893) (26) (29)
Amortization of Transition Obligatic - - 7 7
Amortization of Net Actuarial Loss 15 20 3 5
Net Periodic Benefit Cost $ 13 $ 18 $ 20 $ 24

The following table provides the net periodic bénedst (credit) for the plans by Registrant Sulasid for the thre
months ended March 31, 2007 and 2006:

Other Postretirement

Pension Plans Benefit Plans
2007 2006 2007 2006
Company (in thousands)

APCo $ 84z $ 1468 $ 356( $ 4,48¢
CSPCo (257) 20E 1,491 1,80¢
&M 1,90( 2,331 2,53( 2,95:
KPCo 25t 35¢ 42¢€ 51:c
OPCo 24t 82¢€ 2,80z 3,39¢
PSO 424 977 1,431 1,58¢
SWEPCo 74¢€ 1,22¢ 1,41¢ 1,57¢

TCC 101 778 1,57¢ 1,69¢



TNC 7C 32t 631 71¢

7. BUSINESS SEGMENTS

All of AEP’s Registrant Subsidiaries have one reportable ssigriée one reportable segment is an integ
electricity generation, transmission and distribatibusiness except AEGCo, which is an electricignegatiol
business, and TCC and TNC, which are transmissighdsstribution businesses. All of the RegistranbS8diaries’
other activities are insignificant. The Registr&absidiariesoperations are managed on an integrated basis d®oi
the substantial impact of cosased rates and regulatory oversight on the busipescess, cost structures
operating results.

8. INCOME TAXES

We join in the filing of a consolidated federal amse tax return with our subsidiaries in the Amari@&ectric Powe
(AEP) System. The allocation of the AEP Systeraurrent consolidated federal income tax to theP® A&yster
companies allocates the benefit of current taxeles® the AEP System companies giving rise to daskes i
determining their current expense. The tax berdfthe parent is allocated to our subsidiaries watkable incoms
With the exception of the loss of the parent comnypéme method of allocation approximates a sepaedten result fc
each company in the consolidated group.

Audit Status

AEP System companies also file income tax retumwadrious state, local, and foreign jurisdictiongith few
exceptions, we are no longer subject to U.S. fédstate and local, or nod:S. income tax examinations by
authorities for years before 2000. The IRS andraidveng authorities routinely examine our tax rats We believ
that we have filed tax returns with positions thety be challenged by these tax authorities. Wecanently unde
exam in several state and local jurisdictions. Heevemanagement does not believe that the ultimegelution o
these audits will materially impact results of cigms.

We have settled with the IRS all issues from thditalwof our consolidated federal income tax retdans/ears prior t
1997. We have effectively settled all outstandingppsed IRS adjustments for years 1997 through &@@Sthroug
June 2000 for the CSW preerger tax period and anticipate payment for threedyadjustments to occur during 2(
Returns for the years 2000 through 2003 are prigsesing audited by the IRS and we anticipate thataudit will b
completed by the end of 2007.

The IRS has proposed certain significant adjustmé&mtAEPS foreign tax credit and interest allocation posis
Management is currently evaluating those proposialsaments to determine if it agrees, but if acedpive do nc
anticipate the adjustments would result in a makehange to our financial position.

FIN 48 Adoption

We adopted the provisions of FIN 48 on Januar0D,/2As a result of the implementation of FIN 4& approximal
increase (decrease) in the liabilities for unredogph tax benefits, as well as related interest eg@eand penaltie
which was accounted for as a reduction to the JgnLila2007 balance of retained earnings was rezedgnby eac
Registrant Subsidiary as follows:

Company (in thousands)
AEGCo $ (27)
APCo 2,68t
CSPCo 3,022

1&M (327)



KPCo 78¢€

OPCo 5,38(
PSO 38¢
SWEPCo 1,642
TCC 2,18
TNC 557

At January 1, 2007, the total amount of unrecoghizex benefits under FIN 48 for each Registrants&liry was &
follows:

Company (in millions)
AEGCo $ 0.1
APCo 217
CSPCo 25.C
&M 18.2
KPCo 3.4
OPCo 49.¢
PSO 8.C
SWEPCo 7.1
TCC 20.7
TNC 6.C

We believe it is reasonably possible that theré lvéla net decrease in unrecognized tax benefédalthe settleme
of audits and the expiration of statute of limipas within 12 months of the reporting date for ed&dyistrar
Subsidiary as follows:

Company (in millions)
AEGCo $ 0.5
APCo 5.5
CSPCo 9.3
&M 6.C
KPCo 1.4
OPCo 9.C
PSO 4.4
SWEPCo 2.8
TCC 3.4
TNC 1.€

At January 1, 2007, the total amount of unrecoghtze benefits that, if recognized, would affe #ffective tax ra
for each Registrant Subsidiary was as follows:

Company (in millions)
APCo $ 5.4
CSPCo 13.¢
&M 5.4
KPCo 0.€
OPCo 23.2
PSO 1.2
SWEPCo 1.2
TCC 9.2

TNC 2.€



At January 1, 2007, tax positions for each RegistBubsidiary, for which the ultimate deductibiligyhighly certail
but for which there is uncertainty about the timofguch deductibility was as follows:

Company (in millions)
AEGCo $ 0.1
APCo 13.7
CSPCo 3.€
&M 10.2
KPCo 2.5
OPCo 142
PSO 7.1
SWEPCo 5.1
TCC 6.4
TNC 2.€

Because of the impact of deferred tax accountitigerothan interest and penalties, the disallowarfcéhe shorte
deductibility period would not affect the annuafeetive tax rate but would accelerate the payméntash to th
taxing authority to an earlier period.

Prior to the adoption of FIN 48, we recorded inséi@nd penalty accruals related to income tax ipositin tax accru.
accounts. With the adoption of FIN 48, we begarogeing interest accruals related to income tagitmms ir
interest income or expense as applicable, and feha@h operating expenses. As of January 1, 268¢h Registra
Subsidiary accrued for the payment of uncertaierggt and penalties as follows:

Company (in millions)
AEGCo $ 0.1
APCo 4.€
CSPCo 1.7
&M 2.8
KPCo 1.2
OPCo 4.3
PSO 2.7
SWEPCo 2.C
TCC 2.t
TNC 1.C

9. FINANCING ACTIVITIES

Long-term Debt

Longterm debt and other securities issued, retiredpaimtipal payments made during the first three merf 200
were:

Principal Interest
Company Type of Debt Amount Rate Due Date
(@in
thousands) (%)

Issuances:

Senior Unsecure
SWEPCo Notes $ 250,00( 5.55 2017



Principal Interest
Company Type of Debt Amount Rate Due Date
in
thou(sands) (%)

Retirements and

Principal
Payments:
OPCo Notes Payabl $ 1,46: 6.81 2008
OPCo Notes Payabl 6,00( 6.27 2009
SWEPCo Notes Payabl 1,64t 4.47 2011
SWEPCo Notes Payabl 4,00( 6.36 2007
SWEPCo Notes Payabl 75C Variable 2008
TCC Securitization Bonds 32,12t 5.01 2008

In April 2007, OPCo issued $400 million of threeay@oating rate notes at an initial rate of 5.58&& in 2010. The
proceeds from this issuance will contribute to iowestment in environmental equipment.

Lines of Credit and Sho-term Debt - AEP System

The AEP System uses a corporate borrowing progoametet the shoterm borrowing needs of its subsidiaries.
corporate borrowing program includes a Utility Mgnool, which funds the utility subsidiaries, andNanutility
Money Pool, which funds the majority of the nontytilsubsidiaries. The AEP System corporate borrgwinogran
operates in accordance with the terms and condit@proved in a regulatory order. The amount o$tantling loar
(borrowings) to/from the Utility Money Pool as ofavth 31, 2007 and December 31, 2006 are includédlvance
to/from Affiliates on each of the Registrant Sulmités’ balance sheets. The Utility Money Pool ggrants’ money
pool activity and their corresponding authorizedrbwing limits for the three months ended March 3007 ar

described in the following table:
Loans
(Borrowings)

Maximum Maximum Average Average  to/from Utility = Authorized

Borrowings Loans to Borrowings Loansto  Money Pool a: Short-Term

from Utility  Utility Money  from Utility  Utility Money of March 31,  Borrowing

Money Pool Pool Money Pool Pool 2007 Limit

Company (in thousands)

AEGCo $ 75,42 $ -$ 44,34( $ -$ (29,997 % 125,00((a)
APCo 109,25¢ - 71,37¢ - (82,86() 600,00(
CSPCo 15,69: 35,27( 6,204 14,54: 922 350,00t
&M 100,37- - 66,57( - (45,759 500,00(
KPCo 46,31" - 30,84t - (20,769 200,00t
OPCo 444,15: - 333,46° - (397,12) 600,00(
PSO 135,69: - 76,77¢ - (135,69 300,00t
SWEPCo 240,78t 48,97¢ 215,20° 30,26 8,95¢ 350,00(
TCC - 394,18 - 295,54, 216,95: 600,00(
TNC (b) 35,19: 3,20( 22,17¢ 2,36¢ (24,48Y) 250,00t

(@) In April 2007, limit increased by $285 million undegulatory orders.
(b) Does not include short-term lending activity of THGQvholly-owned subsidiary, AEP Texas North Genere
Company LLC (TNGC), who is a participant in the Mdality Money Pool. As of March 31, 2007, TNGC
$13.3 million in outstanding loans to the Nonuwjilifloney Pool.



The maximum and minimum interest rates for fundsegiborrowed from or loaned to the Utility MonegdPwere a
follows:

Three Months Ended March 31,

2007 2006
Maximum Interest Rate 5.4% 4.85%
Minimum Interest Rate 5.3(% 4.31%

The average interest rates for funds borrowed faowh loaned to the Utility Money Pool for the threenths ende
March 31, 2007 and 2006 are summarized for all ®egit Subsidiaries in the following table:

Average Interest Rate for Average Interest Rate for

Funds Funds
Borrowed from the Utility Loaned to the Utility
Money Money
Pool for Pool for
Three Months Ended Three Months Ended
March 31, March 31,
2007 2006 2007 2006
Company (in percentage)
AEGCo 5.3¢ 4.57 - -
APCo 5.34 4.6( - -
CSPCo 5.3t 4.5¢ 5.3¢ 4.6¢€
&M 5.34 4.5¢ - -
KPCo 5.3¢ 4.54 - 4.7¢
OPCo 5.34 4.6( - -
PSO 5.34 4.6% - -
SWEPCo 5.3t 4.6( 5.34 -
TCC - 4.47 5.3¢ 4.6¢
TNC (a) 5.34 4.57 5.3¢ 4.5¢4

(a) Does not include shoterm lending activity for TNGC, who is a particigan the
Nonutility Money Pool. For the three months endedréh 31, 2007, the aver:
interest rate for funds loaned to the Nonutility My Pool by TNGC was 5.31%.

The Registrant Subsidiaries’ outstanding short-tdetot was as follows:

March 31, 2007 December 31, 2006
Outstanding Interest Outstanding Interest
Type of Debt Amount Rate Amount Rate
Company (in millions) (in millions)
OPCo Commercial Paper - IMG $ 5 5.56% $ 1 5.56%
SWEPCo Line of Credit - Sabine 2( 6.52% 17 6.38%






COMBINED MANAGEMENT 'S DISCUSSION AND ANALYSIS OF REGISTRANT SUBSIDIARIE S

The following is a combined presentation of certaomponents of the registrants’ managengeuiscussion at
analysis. The information in this section completee information necessary for managenerdiscussion at
analysis of financial condition and results of @giems and is meant to be read with (i) ManagerseRihancie
Discussion and Analysis, (ii) financial statementsd (iii) footnotes of each individual registrafithe combine
Managemens Discussion and Analysis of Registrant Subsidsasiection of the 2006 Annual Report should als
read in conjunction with this report.

Significant Factors

Ohio New Generation

In March 2005, CSPCo and OPCo filed a joint appilbicawith the PUCO seeking authority to recovertsaslated t
building and operating a 629 MW IGCC power planingscleaneoal technology. The application proposed t
phases of cost recovery associated with the IG@@GtpPhase 1, recovery of $24 million in manastruction cos
during 2006; Phase 2, concurrent recovery of coostm{inancing costs; and Phase 3, recovery or refur
distribution rates of any difference between thekeigbased standard service offer price for generatimhtiae cost ¢
operating and maintaining the plant, including tume on and return of the ultimate cost to congtihe plant
originally projected to be $1.2 billion, along wifbiel, consumables and replacement power costs. pfgose
recoveries in Phases 1 and 2 would be applied stgdia 4% limit on additional generation rate iases CSPCo a
OPCo could request under their RSPs.

In April 2006, the PUCO issued an order authoriz8§PCo and OPCo to implement Phase 1 of the cosveg
proposal. In June 2006, the PUCO issued anothar @pproving a tariff to recover Phase 1 po@struction cos
over no more than a twelmenth period effective July 1, 2006. Through Mag&® 2007, CSPCo and OPCo €
recorded presonstruction IGCC regulatory assets of $10 milleoxd each recovered $9 million of those costs. C!
and OPCo will recover the remaining amounts throdighe 30, 2007. The PUCO indicated that if CSP@bQ@RAC(
have not commenced a continuous course of constnuct the IGCC plant within five years of the Juz@6 PUC(
order, all charges collected for prenstruction costs, associated with items that beawytilized in IGCC projects
other sites, must be refunded to Ohio ratepayetis interest. The PUCO deferred ruling on Phasesd 3acos
recovery until further hearings are held. A dateftwther rehearings has not been set.

In August 2006, the Industrial Energy Users, Oham§limersCounsel, FirstEnergy Solutions and Ohio Energy @
filed four separate appeals of the PUCO’s ordahenIGCC proceeding. CSPCo and OPCo believe tleaPthCO%
authorization to begin collection of Phase 1 r&dawful. Management, however, cannot predictdbheome of thes
appeals. If the PUCQO’s order is found to be unlaw@SPCo and OPCo could be required to refund Phasst-
related recoveries.

SECA Revenue Subject to Refund

The AEP East Companies ceased collecting througkeahtransmission service (T&O) revenues in accacdamitt
FERC orders and implemented SECA rates to mitifageloss of T&O revenues from December 1, 2004 utdpr
March 31, 2006, when SECA rates expired. Intervemdjected to the SECA rates, raising various ssireAugus
2006, the ALJ issued an initial decision, findihgttthe rate design for the recovery of SECA claxgas flawed ar
that a large portion of the “lost revenueasflected in the SECA rates was not recoverable AbJ found that tr
SECA rates charged were unfair, unjust and disoatory and that new compliance filings and refusdsuld b
made.



Since the implementation of SECA rates in Decen#t¥)¥4, the AEP East companies recorded approxim&ly
million of gross SECA revenues, subject to refufide AEP East companies have reached settlemertiscestair
customers related to approximately $70 million afcls revenues. The unsettled gross SECA revenued
approximately $150 million. If the ALd'’initial decision is upheld in its entirety, it uid disallow $126 million of th
AEP East companiesinsettled gross SECA revenues. In the second hab@6, the AEP East companies provids
reserve of $37 million in net refunds.

In September 2006, AEP, together with Exelon ared Dlayton Power and Light Company, filed an extemgos
hearing brief and reply brief noting exceptionshte ALJ’s initial decision and asking the FERC to revengedecisio
in large part. Managemehelieves that the FERC should reject the initiaisien because it is contrary to prior relz
FERC decisions, which are presently subject toaehg. Furthermore, management believes the @fididings ol
key issues are largely without merit. Although ngaraent believes they have meritorious argumentsagemer
cannot predict the ultimate outcome of any futuERE proceedings or court appeals. If the FERC adibygt ALJS
decision, it will have an adverse effect on futresults of operations and cash flows.

Environmental Matters

The Registrant Subsidiaries are implementing a tanbal capital investment program and incurringdiadnal
operational costs to comply with new environmentaitrol requirements. The sources of these reqeingsrinclude:

« Requirements under the Clean Air Act (CAA) to regleenissions of sulfur dioxide (S§), nitrogen oxide (N(
« )» particulate matter (PM) and mercury from fossél-fired power plants; and

» Requirements under the Clean Water Act (CWA) taucedthe impacts of water intake structures on ac
species at certain power plants.

In addition, the Registrant Subsidiaries are endagditigation with respect to certain environmaniatters, ha\
been notified of potential responsibility for theeanup of contaminated sites and incur costs for diabos sper
nuclear fuel and future decommissioning of I&Mhuclear units. Management also monitors posdiblere
requirements to reduce carbon dioxide (£)3missions to address concerns about global dictznge.

Environmental Litigation

New Source Review (NSR) Litigatioln 1999, the Federal EPA and a number of stated ibmplaints alleging tr
APCo, CSPCo, I&M, OPCo and other nonaffiliateditigis including the Tennessee Valley Authority, Bdana Powe
Company, Cincinnati Gas & Electric Company, Ohidsed Company, Southern Indiana Gas & Electric Camyj
lllinois Power Company, Tampa Electric Company,gifita Electric Power Company and Duke Energy, nied
certain units at codired generating plants in violation of the NSR uggments of the CAA. A separate laws
initiated by certain special interest groups, hesrnbconsolidated with the Federal EPA case. Sesiendar complaint
were filed in 1999 and thereafter against nonatid utilities including Allegheny Energy, Easté&eantucky Electri
Cooperative, Public Service Enterprise Group, Sam@eoper, Wisconsin Electric Power Company, MirdhRG
Energy and Niagara Mohawk. Several of these cases msolved through consent decrees. The allegedioation:
at the Registrant Subsidiaries’ power plants oexliover a twentyear period. A bench trial on the liability isswess
held during 2005. Briefing has concluded. In JuB@&, the judge stayed the liability decision pegdime issuance
a decision by the U.S. Supreme Court in the Dukerdggncase.

Under the CAA, if a plant undertakes a major maadiiion that directly results in an emissions inseggermittin
requirements might be triggered and the plant neyeguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec
components, or other repairs needed for the reljaaife and efficient operation of the plant.



Courts that considered whether the activitiessatasn these cases are routine maintenance, repa@placement, al
therefore are excluded from NSR, reached diffecentlusions. Similarly, courts that considered \ubethe activitie
at issue increased emissions from the power plaante reached different results. Appeals on thedgeo#imer issue
were filed in certain appellate courts, includingedition to appeal to the U.S. Supreme Court Wed granted in tt
Duke Energy case. The Federal EPA issued a finalthat would exclude activities similar to thodeaklenged i
these cases from NSR as “routine replacemeirisMarch 2006, the Court of Appeals for the Didtra¢ Columbie
Circuit issued a decision vacating the rule. Thair€denied the Federal EPArequest for rehearing, and the Fec
EPA and other parties filed a petition for reviewthe U.S. Supreme Court. In April 2007, the Supredourt denie
the petition for review. The Federal EPA also pisgzba rule that would define “emissions increases way the
would exclude most of the challenged activitiesfridSR.

On April 2, 2007, the U.S. Supreme Court reversedFRourth Circuit Court of Appealsiecision that had suppor
the statutory construction argument of Duke Enengigs NSR proceeding. In a unanimous decision,Gbert rulec
that the Federal EPA was not obligated to definajgmmodification”in two different CAA provisions in the sal
way. The Court also found that the Fourth Circun®rpretation of “major modificationds applying only to projec
that increased hourly emission rates amounted ioaiidation of the relevant Federal EPA regulasiowhich unde
the CAA can only be challenged in the Court of Agpewithin 60 days of the Federal EPA rulemakinge TU.S
Supreme Court did acknowledge, however, that Dukergy may argue on remand that the Federal EPAbbar
inconsistent in its interpretations of the CAA dhd regulations and may not retroactively changge2s of accept:
practice.

In addition to providing guidance on certain of therits of the NSR proceedings brought against ARLIPCo, 1&N
and OPCo in U.S. District Court for the Southerstbét of Ohio, the U.S. Supreme Cosrissuance of a ruling in t
Duke Energy cases has an impact on the timing oN&R proceedings. First, the court in the casevfuch a trial ol
liability issues has been conducted has indicatethint to issue a decision on liability. Secotiet bench trial ¢
remedy issues, if necessary, is likely to be sclegdio begin in the third quarter of 2007.

Management is unable to estimate the loss or rahdess related to any contingent liability, if arthe Registral
Subsidiaries might have for civil penalties undee CAA proceedings. Management is also unable ¢aligtr the
timing of resolution of these matters due to theber of alleged violations and the significant nembf issues to t
determined by the court. If the Registrant Subsieéado not prevail, management believes the RagisSubsidiarie
can recover any capital and operating costs oftiaddl pollution control equipment that may be regd througl
regulated rates and market prices for electriditghe Registrant Subsidiaries are unable to receueh costs or
material penalties are imposed, it would adveraéfigct future results of operations, cash flows passibly financie
condition.

Adoption of New Accounting Pronouncements

FIN 48 clarifies the accounting for uncertaintyiimtome taxes recognized in an enterpgd@iancial statements
prescribing a recognition threshold (whether apgasition is more likely than not to be sustainedhaut which, th
benefit of that position is not recognized in theahcial statements. It requires a measurementrdetation fol
recognized tax positions based on the largest atrafurenefit that is greater than 50 percent likeflyoeing realize
upon ultimate settlement. FIN 48 also provides goa on derecognition, classification, interest pedalties
accounting in interim periods, disclosure and titeots FIN 48 requires that the cumulative effe€tapplying thit
interpretation be reported and disclosed as arsad@nt to the opening balance of retained earrimghat fiscal yee
and presented separately. The Registrant Subsisliatdopted FIN 48 effective January 1, 2007. Jd&l “48
“Accounting for Uncertainty in Income Taxes”” samtiof Note 2 and see Note 8ncome Taxes. The impact of t
interpretation was an unfavorable (favorable) adpesit to retained earnings as follows:

Company (in thousands)
AEGCo $ (27)




APCo
CSPCo
&M
KPCo
OPCo
PSO
SWEPCo
TCC
TNC

2,68¢
3,02:

(327)
78¢€
5,38(
38¢
1,64:
2,18
557




CONTROLS AND PROCEDURES

During the first quarter of 2007, management, idirig the principal executive officer and princifiaancial officer o
each of AEP, AEGCo, APCo, CSPCo, I&M, KPCo, OPC&OR SWEPCo, TCC and TNC (collectively,
Registrants), evaluated the Registramsclosure controls and procedures. Disclosurerotsntnd procedures
defined as controls and other procedures of thasRagts that are designed to ensure that infoomatquired to k
disclosed by the Registrants in the reports they file or submit under the Exchange Act are reedydgrocesse
summarized and reported within the time periodscifipd in the SECS rules and forms. Disclosure controls
procedures include, without limitation, controlsdaprocedures designed to ensure that informatiguired to b
disclosed by the Registrants in the reports thay thle or submit under the Exchange Act is accuated an
communicated to the Registrantianagement, including the principal executive andcppal financial officers, ¢
persons performing similar functions, as appropriatallow timely decisions regarding required hisare.

As of March 31, 2007 these officers concluded thatdisclosure controls and procedures in placestieetive an
provide reasonable assurance that the disclosateot®and procedures accomplished their objectiVee Registran
continually strive to improve their disclosure amtg and procedures to enhance the quality of fir@ncial reportin
and to maintain dynamic systems that change agswanrant.

The only change in the Registrants’ internal cdndkeer financial reporting (as such term is defimedRule 13at5(f)
and 15d15(f) under the Exchange Act) during the first qea2007 that materially affected, or is reasondikigly to
materially affect, the Registrants’ internal colgrover financial reporting, relates to the Soutstv@ower Poof
(SPP) implementation of an Energy Imbalance SerMaeket. In connection with this market implemerat two o
AEP’s subsidiaries (Public Service Company of Oklahama Southwestern Electric Power Company) implend
or modified a number of business processes andaterb facilitate participation in, and resultagttlement withir
the SPP Energy Imbalance Service Market.




PART Il. OTHER INFORMATION

ltem 1. Legal Proceedings

For a discussion of material legal proceedingsNsate 4, Commitments, Guarantees and Contingendresyrporate
herein by reference.

ltem 1A. Risk Factors

Our Annual Report on Form 1K-for the year ended December 31, 2006 includestaildd discussion of our ri
factors. The information presented below amendsrasthtes in their entirety certain of those rigktdrs that hay
been updated and should be read in conjunction théhrisk factors and information disclosed in @006 Annue
Report on Form 10-K.

General Risks of Our Regulated Operations
Our request for rate recovery of additional costs ray not be approved in Virginia. (Applies to AEP and APCo.)

APCo filed a request with the Virginia SCC in May® seeking a net increase in base rates of $1i8nmb recove
increasing costs, including a return on equity df5%. APCo also requested to apply its ©fftem sales margi
(currently credited to customers through base yatethe fuel factor where they can be adjustedualiyn APCo als
requested to retain a portion of the syistem sales margins. In May 2006, the Virginia 3€Qed an order placi
the net requested base rate increase into effewt @stober 2, 2006, subject to refund. In OctoP@d6, the Virgini:
SCC staff filed direct testimony recommending aebi@de increase of $13 million with a return oniggaf 9.9% an
no off-system sales margin sharing. Other intervenors res@mmended base rate increases ranging from $i@n
to $112 million. APCo has filed rebuttal testimoagd hearings were held in December 2006. In Mafbv 2the
Hearing Examiner released a report recommendirgsa kate increase of $31 million with a return quity of 10.1%
and a 5% retention of off-system sales margin sgaif the Virginia SCC deniethe requested rate recovery, it cc
adversely impact future results of operations, ¢ksirs and financial condition.

Our request for rate recovery of additional costs my not be approved in Texas. (Applies to AEP, TCC al
TNC.)

TCC and TNC have filed requests with the PUCT twease their transmission and distribution ratée. rhte reques
include the amounts charged for the delivery otteigity over TCC’s and TNG transmission and distribution lin
TCC is seeking approval of an $81 million increaskich includes the expiration of $20 million inllivig credits the
the PUCT required in approving the merger of CSWé IAEP. The credits have been in place since 200 is
seeking approval of a $25 million increase, whintlides the expiration of $6 million in billing ciés. TCC and TN«
are requesting a return on equity of 11.25% witiapital structure of approximately 60% debt/40%ityqi\s part o
rebuttal testimony filed in April 2007, TCC and TN€duced their base rate request by $11 million &hanillion,
respectively, and reduced their return on equityOtBp6. If the PUCT deniethe requested rate recovery, it cc
adversely impact future results of operations, ¢ksts and financial condition.

Our request for rate recovery of additional costs may not be approved in Oklahoma. (Applies to AEP and PSO.)

PSO filed a request with the OCC in November 20¥kimg approval of a $50 million overall increasebase rate
an annually adjusted rate mechanism to recoverepected significant investment PSO will be makingnew
facilities, several new and restructured tariff@iow PSO to begin to reduce the relationship ketwits revenues a
its sales volumes, and to implement some demaredns@hagement tariffs. PS©Oplanned investments over the 1



five years include new generation facilities ($1Milion), new and refurbished transmission sulistet and line
($302 million) and new distribution lines and equignt ($582 million). In April 2007, PSO filed relait testimon'
regarding various issues raised by the OCC Stafftha intervenors. As part of rebuttal testimongOPreduced i
base rate request by $2 million. If the OCC dethiesrequested rate recovery, it could adverselhaohfuture resul
of operations, cash flows and financial condition.

The amount we charged third parties for using our tansmission facilities has been reduced, is subjetd refund
and may not be completely restored in the future. (Applies to AEP and the AEP East companies .)

In July 2003, the FERC issued an order directing Bdd MISO to make compliance filings for theirpestive tariff
to eliminate the transactidmased charges for through and out (T&O) transmissgrvice on transactions where
energy is delivered within those RTOs. The elimoraof the T&O rates reduces the transmission servevenue
collected by the RTOs and thereby reduces the tmgenreceived by transmission owners under the RT&&nu:
distribution protocols. To mitigate the impact ol T&O revenues, the FERC approved temporary cepiant sean
elimination cost allocation (SECA) transition ratemginning in December 2004 and extending througinckl 200¢€
Intervenors objected to this decision; therefore 8ECA fees we collected ( $220 millioa)e subject to refun
Approximately $19 million of the SECA revenues tha billed were never collected. AEP filed a motigith the
FERC to force payment of these SECA billings.

A hearing was held in May 2006 to determine whedrer of the SECA revenues should be refunded. lguau200€
the ALJ issued an initial decision, finding tha¢ tate design for the recovery of SECA chargesflaaged and that
large portion of the “lost revenuesgéflected in the SECA rates was not recoverable AbJ found that the SEC
rates charged were unfair, unjust and discrimiyatand that new compliance filings and refunds &hbe made. Tt
ALJ also found that unpaid SECA rates must be patte recommended reduced amount. The FERC hasiledtor
the matter. If the FERC upholds the decision ofAhd, up to $126 million of collected SECA ratesuttbbe refunde
by the AEP East companies. We have recorded pomgsin the aggregate amount of $37 million relai@dhe
potential refund of SECA rates pending settlemegotiations with various intervenors.

SECA transition rates expired on March 31, 2@@@ did not fully compensate AEP East companie®fgoing los
T&O revenues . As a result of rate relief in cerairisdictions, however, approximately 85% of tnmgoing lost T&C
revenues are now being recovered from native lamstomers of AEP East companies in those jurisdistioThe
portion attributable to Virginia is being collectsdbject to refund.

In addition to seeking retail rate recovery frontiveaload customers in the applicable states, AdPamother memb
of PJM have filed an application with the FERC seglcompensation from other unaffiliated member® ¥ for the
costs associated with those members’ use of teesfithe AEP East companies respective transmissssets A
majority of PJM members have filed in oppositionth® proposal. Hearings were held in April 2006. AhJ
recommended a rate design that would result intgreacovery for AEP than the proposal AEP had stibch The
ALJ also recommended, however, that the designhbsemlin, which could limit the amount of recovery for REIr
April 2007, the FERC issued an order reversingAhé& decision. The FERC ruled that the current Paké design
just and reasonable. The FERC further ruled trettst of new facilities of 500 kV and above wolbddshared amoi
all PIM patrticipants. Management cannot estimatiattime what affect, if any, this order will lawn our futur
construction of new east transmission facilitiesults of operations, cash flows and financial doord

We are exposed to losses resulting from the bankrigy of Enron Corp. (Applies to AEP.)

On June 1, 2001, we purchased HPL from Enron C(&pron). Later that year, Enron and its subsidsafiged
bankruptcy proceedings in the U.S. Bankruptcy Céarrtthe Southern District of New York. Various Hipélatec
contingencies and indemnities from Enron remainesktiled at the date of Enron’s bankruptayconnection with th
2001 acquisition of HPL, we entered into an agregmsath BAM Lease Company, which granted HPL thelegive
right to use approximately 65 BCF of cushion gagimed for the normal operation of the Bammel gasage facility



At the time of our acquisition of HPL, Bank of Anea (BOA) and certain other banks (together withABB@OA
Syndicate) and Enron entered into an agreementtiggatiPL the exclusive use of 65 BCF of cushion.
Additionally, Enron and the BOA Syndicate releasédL from all prior and future liabilities and obdigons ir
connection with the financing arrangemeidter the Enron bankruptcy, HPL was informed by B@A Syndicate of
purported default by Enron under the terms of thanfcing arrangement. We purchased 10 BCF of gas Enron an
are currently litigating the rights to the remamb BCF of cushion gas.

In February 2004, in connection with BGAdispute, Enron filed Notices of Rejection regagdihe cushion gas
agreement and other incidental agreements. We tigjeeted to Enrois’ attempted rejection of these agreemen
2005, we sold HPL, including the Bammel gas storfagdity. We indemnified the purchaser for damagésany.
arising from the litigation with BOAManagement is unable to predict the final resofutd these disputes, howe
the impact on results of operations, cash flowsfarahcial condition could be material.

Risks Relating To State Restructuring
In Ohio, our costs may not be recovered and rates ay be reduced(Applies to AEP, OPCo and CSPCo.)

In January 2005, the PUCO approved RSPs for CSREG@&Co. The RSPs provide, among other thingsC & C«
and OPCo to raise their generation rates on anahmasis through 2008 by 3% and 7%, respectivehe RSPs al¢
provide for possible additional annual generatiate increases of up to an average of 4% per yeapkxified cost
The RSPs also provide that CSPCo and OPCo can eeamrtain environmental carrying costs, PdN&tec
administrative costs and certain congestion ctst2006, CSPCo and OPCo collected an additionahastd $24
million in gross margin as a result of the RSP3s Bmount is expected to increase in 2007 and 2008.

In 2005, the Ohio Consumer€ounsel filed an appeal to the Ohio Supreme Cdatt ¢hallenged the validity of t
RSPs under Ohio’s electricity restructuring lawJidy 2006, the Ohio Supreme Court vacated the PR3P orde
for CSPCo and OPCo and remanded the case to th®R&fGurther proceedings.

In August 2006, the PUCO directed CSPCo and OPQiteta plan providing an option for customer papgation ir
the electric market through competitive bids oreotheasonable means. The PUCO also held that tlirs RBa
remain effective. Accordingly, CSPCo and OPCo curgd collecting RSP revenues. In September 200BO08Sni
OPCo submitted their proposals to provide additiopéions for customer participation in the electmarket.

In March 2007, CSPCo and OPCo filed a settlementeamgent at the PUCO resolving the Ohio Supreme tG
remand of the PUCQO’s RSP order. Management exfieet8UCO will approve this settlement agreement.

Some laws and regulations governing restructuringn Virginia have not yet been interpreted or adoptedand
could harm our business, operating results and finacial condition. (Applies to AEP and APCo.)

Virginia restructuring legislation was enacted 892 providing for retail choice of generation suggd to be phased
over two years beginning January 1, 2002. It regljurisdictional utilities to unbundle their powsrpply and energ
delivery rates and to file functional separatioans by January 1, 2002. APCo filed its plan with irginia SCC anc
following Virginia SCC approval of a settlement agment, now operates in Virginia as a functionakyparate
electric utility charging unbundled rates for ittail sales of electricity. The settlement agreema€eldressed functior
separation, leaving decisions related to legal regjoa for later Virginia SCC consideration. Whilke electri
restructuring law in Virginia established the gemdramework governing the retail electric markietrequired th
Virginia SCC to issue rules and determinations enpnting the law.

In April 2007, Virginia enacted a law providing foost-based regulation of electric utilitiggneration/supply rate
With the return of cost-based regulation, APLgeneration business will again meet the critemaapplication o
regulatory accounting principles under SFAS 71.uResof operations and financial condition could daversel



affected if and when APCo is required to esablish certain net regulatory liabilities apahbte to it
generation/supply business. The timing and time- earnings effect from such reapplication of SFAL regulator
accounting for APCo’s Virginia generation/supplysiess are uncertain at this time.

There is uncertainty as to our recovery of strandedosts resulting from industry restructuring in Texas. (Applie¢
to AEP and TCC.)

Restructuring legislation in Texas required ugltiwith stranded costs to use matkated methods to value cer
generating assets for determining stranded costseMtted to use the sale of assets method tondetethe marke
value of TCCS generation assets for stranded cost purposgenkeral terms, the amount of stranded costs uha
market valuation methodology is the amount by whiah book value of generating assets, includingleggry asse
and liabilities that were not securitized, excedus market value of the generation assets, as meghdy the ne
proceeds from the sale of the assktdviay 2005, TCC filed its stranded cost quantifima application with the PUC
seeking recovery of $2.4 billion of net strandedeagyation costs and other recoverable wpatems. A final order wi
issued in April 2006. In the final order, the PUG@Etermined TC& net stranded generation costs and
recoverable true-up items to be approximately $.8iflion. We have appealed the PUGTfinal order seekir
additional recovery consistent with the Texas Restiring Legislation and related rules, other garthave appeal
the PUCTS final order as unwarranted or too large. In dipreary ruling filed in February 2007, the Texasite
district court (District Court) adjudicating thegal of the final order in the trug proceeding found that the PU
erred in several respects, including the method tseletermine stranded costs and the awardingrbdia carryin
costs. Following the preliminary ruling, the cogranted a rehearing of the issue regarding the adetin determin
stranded costs.

In March 2007, the District Court judge reversee darlier preliminary decision concluding the safl@assets methe
to value TCCS nuclear plant was appropriate. It is expectetttigaparties and intervenors will appeal varioogipns
of the District Court ruling along with other itenis the Texas Court of Appeals. Management canredigt the
ultimate outcome of any future court appeals orfatyre remanded PUCT proceeding.

Risks Related to Owning and Operating Generation Agets and Selling Power

Our costs of compliance with environmental laws aresignificant and the cost of compliance with futur
environmental laws could harm our cash flow and prétability. (Applies to AEP and each Registrant Subsic
other than TCC and TNC.)

Our operations are subject to extensive federatfe sind local environmental statutes, rules andla&gns relating t
air quality, water quality, waste management, ratuesources and health and safety. Compliance tvéke leg:
requirements requires us to commit significant t@pioward environmental monitoring, installatioh mollution
control equipment, emission fees and permits abfatiur facilities. These expenditures have begnitant in the
past, and we expect that they will increase inftitere. On April 2, 2007, the U.S. Supreme Coustied a decisic
holding that the Federal EPA has authority to raguemissions of CQand other greenhouse gases under the !
Costs of compliance with environmental regulati@osild adversely affect our results of operationd &inancia
position, especially if emission and/or dischargeits are tightened, more extensive permitting neunents ar
imposed, additional substances become regulatedh@ndumber and types of assets we operate incradss our
estimates are subject to significant uncertairdiesut the outcome of several interrelated assumpt@md variable
including timing of implementation, required level§ reductions, allocation requirements of the rmeNes and ot
selected compliance alternatives. As a result, amnot estimate our compliance costs with certaifitye actual cos
to comply could differ significantly from our estates. All of the costs are incremental to our gurievestment ba:
and operating cost structure.

If Federal and/or State requirements are imposed orelectric utility companies mandating further emisson
reductions, including limitations on CO , emissions, such requirements could make some of owlectric



generating units uneconomical to maintain or operat. (Applies to AEP and each Registrant Subsidiary rothan
TCC and TNC.)

Emissions of nitrogen and sulfur oxides, mercurgl particulates from fossil fueled generating plaats potentiall
subject to increased regulations, controls andgatitbn expenses. Environmental advocacy groupsy atfyanizatior
and some agencies in the United States are focesingiderable attention on C{missions from power generat
facilities and their potential role in climate clgan Although several bills have been introduce@amgress that wou
compel CO, emission reductions, none have advanced througtetislature. On April 2, 2007, the U.S. Supr
Court issued a decision holding that the Feder@ B&s authority to regulate emissions of Génd other greenhou
gases under the CAA. Future changes in environresgalations governing these pollutants could msdme of oL
electric generating units uneconomical to maintaioperate. In addition, any legal obligation thaiuld require us f
substantially reduce our emissions beyond presseid could require extensive mitigation effortsl,aim the case
CO, legislation, would raise uncertainty about the fatuiability of fossil fuels, particularly coal, @ energy sour
for new and existing electric generation faciliti®ghile mandatory requirements for further emisgieductions fror
our fossil fleet do not appear to be imminent, watmue to monitor regulatory and legislative deypshents in thi
area.

Governmental authorities may assess penalties on usit is determined that we have not complied witl
environmental laws and regulations. (Applies to AEP and each Registrant Subsidiangiothan TCC and TNC.)

If we fail to comply with environmental laws andytgations, even if caused by factors beyond outrogrthat failure
may result in the assessment of civil or criminathg@lties and fines against us. Recent lawsuith®y-ederal EPA al
various states filed against us highlight the esmvinental risks faced by generating facilities, @mgral, and codlred
generating facilities, in particular.

Since 1999, we have been involved in litigationareling generating plant emissions under the CA/ Feaderal EP
and a number of states alleged that we and othegfiliated utilities modified certain units at cei@led generatin
plants in violation of the CAA. The Federal EPAetil complaints against certain AEP subsidiaries 8. istric
Court for the Southern District of Ohio. A separi@esuit initiated by certain special interest grewas consolidat
with the Federal EPA case. The alleged modificatibthe generating units occurred over a 20-yeaogeA benct
trial on the liability issues was held during J@Q05. Briefing has concluded and the court hascatdd an intent
issue a decision on liabilitAdditionally, in July 2004 attorneys general oflgigtates and others sued AEP and «
utilities alleging that CQ, emissions from power generating facilities congtita public nuisance under fed:
common law. The trial court dismissed the suits pladhtiffs have appealed the dismissal. While wbdve the clainr
are without merit, the costs associated with re@eCO , emissions could harm our business and our rest
operations and financial position.

If these or other future actions are resolved agaig, substantial modifications of our existingldored power plani
could be required. In addition, we could be reqiiite invest significantly in additional emissionntm| equipmen
accelerate the timing of capital expenditures, payalties and/or halt operations. Moreover, ounltef operatior
and financial position could be reduced due totitiméng of recovery of these investments and thesesp of ongoir
litigation.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

The following table provides information about pusses by AEP (or its publiclyaded subsidiaries) during -
qguarter ended March 31, 2007 of equity securitied tire registered by AEP (or its publittgded subsidiarie
pursuant to Section 12 of the Exchange Act:

ISSUER PURCHASES OF EQUITY SECURITIES

Maximum



Total Number (or
Number of Approximate

Shares Dollar Value)
Purchased as of Shares that
Part of May Yet Be
Total Publicly Purchased
Number Average Price Announced Under the
of Shares Paid per Plans or Plans or
Period Purchased Share Programs Programs
01/01/07 -
01/31/07 30(a)$ 79 -$ .
02/01/07 -
02/28/07 - - - -
03/01/07 -
03/31/07 - - - -

(@) OPCo repurchased 30 shares of its 4.40% ctineifareferred stock, in a privately-
negotiated transaction outside of an announcedanog

Iltem 5. Other Information

NONE
Item 6. Exhibits
AEP, APCo, CSPCao, I&M, KPCo, OPCo, PSO, SWEPCo, a@CTNC
12 - Computation of Consolidated Ratio of EarnitgBixed Charges.
AEP

31(a) - Certification of AEP Chief Executive OfficBursuant to Section 302 of the Sarbanes-OxleyoA2002.
31(c) - Certification of AEP Chief Financial OfficBursuant to Section 302 of the Sarbanes-OxleyoA2002.

AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWEPCGE;, and TNC

31(b) - Certification of Registrant Subsidiarieshi€f Executive Officer Pursuant to Section 302 leé Sarbanes-
Oxley Act of 2002.
31(d) - Certification of Registrant Subsidiarieshi€f Financial Officer Pursuant to Section 302 lo¢ {Sarbanes-
Oxley Act of 2002.

AEP, AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWMEFCC and TNC

32(a) - Certification of Chief Executive Officer Pursuaot Section 1350 of Chapter 63 of Title 18 of theitel
States Code.
32(b) - Certification of Chief Financial Officer Pursuatat Section 1350 of Chapter 63 of Title 18 of theite
States Code.




SIGNATURE

Pursuant to the requirements of the Securities &xgé Act of 1934, each registrant has duly caussdepor
to be signed on its behalf by the undersigned threceduly authorized. The signature for each ungeesi compan
shall be deemed to relate only to matters havifegeace to such company and any subsidiaries thereo

AMERICAN ELECTRIC POWER COMPANY, INC.

By: /s/Joseph M. Buonaiuto
Joseph M. Buonaiuto
Controller and Chief Accogt Officer

AEP GENERATING COMPANY
AEP TEXAS CENTRAL COMPANY
AEP TEXAS NORTH COMPANY
APPALACHIAN POWER COMPANY
COLUMBUS SOUTHERN POWER COMPANY
INDIANA MICHIGAN POWER COMPANY
KENTUCKY POWER COMPANY
OHIO POWER COMPANY
PUBLIC SERVICE COMPANY OF OKLAHOMA
SOUTHWESTERN ELECTRIC POWER COMPANY

By: /s/Joseph M. Buonaiuto
Joseph M. Buonaiuto
Controller and Chief Accougt Officer

Date: May 4, 2007



EXHIBIT 12

OHIO POWER COMPANY CONSOLIDATED
Computation of Consolidated Ratios of Earnings to iked Charges
(in thousands except ratio data)

Twelve Three
Months Months
Year Ended December 31, Ended Ended

2002 2003 2004 2005 2006  3/31/200° 3/31/200

EARNINGS
Income Before Income Taxes $351,61: $389,43( $306,22t $375,39" $346,96° $ 327.68' $ 119,12!
Fixed Charges (as beloy 121,57: 126,16¢ 130,59¢ 12555: 149,01 157,38: 42,33!
Total Earnings $473,18 $515,59¢ $436,82! $500,94¢ $495,98: $ 485,06( $ 161,45

FIXED CHARGES

Interest Expense $ 83,68: $106,46: $118,68! $103,35: $ 97,08 $ 99.60. $ 25,93
Credit for Allowance for Borrowed
Funds

Used During Constructic 6,691 3,90« 481« 16,39¢ 42,73 48,58( 14,10
Estimated Interest Element in Leas
Rentals 31,20C  15,80( 7,10( 5,80( 9,20( 9,20( 2,30(
Total Fixed Charges $121,57 $126,16¢ $130,59¢ $125,55. $149,01° $ 157,38: $ 42,33!

Ratio of Earnings to Fixed Charges 3.8¢ 4.0¢ 3.3¢ 3.9¢ 3.32 3.0¢ 3.81



EXHIBIT 31(b)
CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Michael G. Morris, certify that:
1. | have reviewed this report on Form 10-Q bf@CPower Company ;

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omitaie -
material fact necessary to make the statements,nratight of the circumstances under which su@teshent
were made, not misleading with respect to the plecavered by this report;

3. Based on my knowledge, the financial statements,adiner financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows of eagistrant ¢
of, and for, the periods presented in this report;

4. Each registrard’ other certifying officer and | are responsible &stablishing and maintaining disclos
controls and procedures (as defined in ExchangeRAMi¢és 13a-15(e) and 18d{e)) for the registrant a
have:

a. Designed such disclosure controls and proceduresgused such disclosure controls and procedu
be designed under our supervision, to ensure tretermal information relating to the registre
including its consolidated subsidiaries, is madevkm to us by others within those entities, partacly
during the period in which this report is beingpaeed;

b. Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtiuk
report our conclusions about the effectivenessiefdisclosure controls and procedures, as of tdeot
the period covered by this report based on sucluatian; and

c. Disclosed in this report any change in thgisteants internal control over financial reporting t
occurred during the registrant’'s most recent fisparter (the registrast’fourth fiscal quarter in tl
case of an annual report) that has materially sdtkcor is reasonably likely to materially affettig
registrant’s internal control over financial repogt; and

5. Each registrard’other certifying officer and | have disclosedsdxh on our most recent evaluation of inte
control over financial reporting, to the registfarduditors and the audit committee of the regmtsaboard c
directors (or persons performing the equivalentfioms):

a. All significant deficiencies and material weaknessgethe design or operation of internal controér
financial reporting which are reasonably likely ddversely affect the registrastability to recorc
process, summarize and report financial informatzou

b. Any fraud, whether or not material, that involvesamagement or other employees who ha
significant role in the registrant’s internal casltover financial reporting.

Date: May 4, 2007 By: /sl Michael G. Morris
Michael G. Morris
Chief Executive Officer



EXHIBIT 31(d)
CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Holly Keller Koeppel, certify that:
1. | have reviewed this report on Form 10-Q bf@CPower Company ;

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omitaie -
material fact necessary to make the statements,nratight of the circumstances under which su@teshent
were made, not misleading with respect to the plecavered by this report;

3. Based on my knowledge, the financial statements,adiner financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows of eagistrant ¢
of, and for, the periods presented in this report;

4. Each registrard’ other certifying officer and | are responsible &stablishing and maintaining disclos
controls and procedures (as defined in ExchangeRAMi¢és 13a-15(e) and 18d{e)) for the registrant a
have:

a. Designed such disclosure controls and proceduresgused such disclosure controls and procedu
be designed under our supervision, to ensure tretermal information relating to the registre
including its consolidated subsidiaries, is madevkm to us by others within those entities, partacly
during the period in which this report is beingpaeed;

b. Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtiuk
report our conclusions about the effectivenessiefdisclosure controls and procedures, as of tdeot
the period covered by this report based on sucluatian; and

c. Disclosed in this report any change in thgisteants internal control over financial reporting t
occurred during the registrant’'s most recent fisparter (the registrast’fourth fiscal quarter in tl
case of an annual report) that has materially sdtkcor is reasonably likely to materially affettig
registrant’s internal control over financial repogt; and

5. Each registrard’other certifying officer and | have disclosedsdxh on our most recent evaluation of inte
control over financial reporting, to the registfarduditors and the audit committee of the regmtsaboard c
directors (or persons performing the equivalentfioms):

a. All significant deficiencies and material weaknessgethe design or operation of internal controér
financial reporting which are reasonably likely ddversely affect the registrastability to recorc
process, summarize and report financial informatzou

b. Any fraud, whether or not material, that involvesamagement or other employees who ha
significant role in the registrant’s internal casltover financial reporting.

Date: May 4, 2007 By: /s/ Holly Keller Koeppel
Holly Keller Koeppel
Chief Firtgad Officer




Exhibit 32(a)

This Certification is being furnished and shall h& deemed “filedfor purposes of Section 18 of the Secur
Exchange Act of 1934, as amended, or otherwiseestily the liability of that section. This Certditton shall not k
incorporated by reference into any registrationest@nt or other document pursuant to the Secumtesof 1933
except as otherwise stated in such filing.

Certification Pursuant to Section 1350 of Chapter 6
of Title 18 of the United States Code

In connection with the Quarterly Report of the Camigs (as defined below) on Form 10-Q (the “Reppfftr the
quarterly period ended March 31, 2007 as filed it Securities and Exchange Commission on the loateof, |
Michael G. Morris, the chief executive officer of

Ohio Power Company

(the “Companies”), certify pursuant to 18 U.S.Cct@m 1350, as adopted pursuant to Section 906efSarbanes-
Oxley Act of 2002 that, based on my knowledgeHh@ Reports fully comply with the requirements o€t8m 13(a) o
15(d) of the Securities Exchange Act of 1934 andtife information contained in the Reports faipsesents, in €
material respects, the financial condition and ltesaf operations of the Companies.

/s/ Michael G. Morris
Michael G. Morris
Chief Executive Officer

May 4, 2007

A signed original of this written statement reqdidey Section 906 has been provided to AmericantitePowe
Company, Inc. and will be retained by American EiecPower Company, Inc. and furnished to the S&esranc
Exchange Commission or its staff upon request.



Exhibit 32(b)

This Certification is being furnished and shall h& deemed “filedfor purposes of Section 18 of the Secur
Exchange Act of 1934, as amended, or otherwiseestily the liability of that section. This Certditton shall not k
incorporated by reference into any registrationest@nt or other document pursuant to the Secumtesof 1933
except as otherwise stated in such filing.

Certification Pursuant to Section 1350 of Chapter 6
of Title 18 of the United States Code

In connection with the Quarterly Report of the Camigs (as defined below) on Form 10-Q (the “Reppfftr the
quarterly period ended March 31, 2007 as filed it Securities and Exchange Commission on the loateof, |
Holly Keller Koeppel, the chief financial officef o

Ohio Power Company

(the “Companies”), certify pursuant to 18 U.S.Cct@m 1350, as adopted pursuant to Section 906efSarbanes-
Oxley Act of 2002 that, based on my knowledgeHh@ Reports fully comply with the requirements o€t8m 13(a) o
15(d) of the Securities Exchange Act of 1934 andtife information contained in the Reports faipsesents, in €
material respects, the financial condition and ltesaf operations of the Companies.

/s/ Holly Keller Koeppel
Holly Keller Koeppel
Chief Financial Officer

May 4, 2007

A signed original of this written statement reqdidey Section 906 has been provided to AmericantitePowe
Company, Inc. and will be retained by American EiecPower Company, Inc. and furnished to the S&esranc
Exchange Commission or its staff upon request.



