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In accordance with 10 CFR 50.71(b), Attachment 1 to this letter provides the
Indiana Michigan Power Company (I&M) 2002 Annual Financial Report. This
report is also available electronically at http://aep.com/investors/edgar/docs/10K-
2-C-2002-final.pdf. Attachment 2 provides a copy of the year 2003 projected
cash flow for I&M as required by 10 CFR 140.21(e).

This letter contains no new commitments. Should you have any questions,
please contact Mr. Brian A. Mclntrye, Manager of Regulatory Affairs, at
(269) 697-5806.
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ATTACHMENT 1 TO AEP:NRC:3071-02

INDIANA MICHIGAN POWER COMPANY
2002 ANNUAL REPORT

Sections B through F and Sections H through K have been omitted from this attachment in order
to provide only information relevant to the Licensee, Indiana Michigan Power Company.
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GLOSSARY OF TERMS .

When the followmg terms and abbrevratlons appear in the text ofthls report they have the meanlngs '

indicated below:

Term ‘ Meaning

2004 True-up Proceeding ......... A fi hng to be made after January 10, 2004 under the Texas Legislation to fmahze the

amount of stranded costs and the recovery of such costs.

AEGCO......cciiirreeicccenriennreeeirene, AEP Generating Company, an electric utility SUbSldIal’y of AEP.

AEP et American Electric Power Company, inc.

AEP Consolidated .......ccccoeeeeaen AEP and its majority owned consolidated subsidiaries. ‘ ce

AEP Credit....cooeerrceeriiiceeeniene, AEP Credit, Inc., a subsidiary of AEP which factors accounts receivable and accrued utility -
' revenues for affiliated and non-affiliated domestlc electnc utility companies.

AEP East companies ........cceu... APCo, CSPCo, 1&M, KPCo and OPCo ; '

AEPR...ci et AEP Resources, Inc.

AEP System or the System....... The American Electric Power System, an mtegrated electnc utlhty system owned and .

operated by AEP’s electric utility subsidiaries.

AEPSC. ... American Electric Power Service Corporation, a service subsidiary providing management
and professional services to AEP and its subsidiaries.
AEP Power Pool.........cccoeeeruene. AEP System Power Pool. Members are APCo, CSPCo, 1&M, KPCo and OPCo. The Pool

shares the generatlon cost of generatlon and resultant wholesale system sales of
: the member companies.
AEP West companies................ PSO, SWEPCo, TCC and TNC.

AFUDC ... cecrennreeee Allowance for funds used during construction, a noncash nonoperatmg income item that is

capitalized and recovered through depreciation over the service life of domestic
regulated electric utility plant.

Alliance RTO ....cccccvvereeceeeenieenns Alliance Regional Transmission Organization, an 1SO formed by AEP and four unaffiliated
) utilities (the FERC overturned earlier approvals of this RTO in December 2001).
Amos Plant........cocecovieerceeniienna, John E. Amos Plant, a 2,900 MW generatron station jointly owned and operated by APCo
and OPCo.
APCO...ccomiricrrireccnerecrceeee e, Appalachian Power Company, an AEP electric utility subsidiary.
Arkansas Commission............... Arkansas Public Service Commission.
" BUCKEYE.....ceeerrerrerrecereeeeenes Buckeye Power, Inc., an unaffiliated corporation.
CLECO....... reerteeerreeeirnrerreeraneans Central Louisiana Electrlc Company, Inc., an unaffiliated corporatlon
COLI......cuuue... [ Corporate owned life insurance program.
Cook Plant.....c.ccoeeeevimrveerinenens The Donald C. Cook Nuclear Plant, a two-unit, 2,110 MW nuclear plant owned by 1&M.
CPL e, Central Power and Light Company [legal name changed to AEP Texas Central Com pany
(TCC) effective December 2002]. See TCC. .
LOR5] ol 07 o J Columbus Southern Power Company, an AEP electrlc utility subS|d1ary
L0101 Central and South West Corporation, a subsidiary of AEP (Effective January 21, 2003, the
" legal name of Central and South West Corporatron was changed to AEP Utilities,
C - Inc.).
CSW ERergy. ..ccoeevvereecvneeeeriinnnas CSW Energy, Inc., an AEP subsndlary Wthh mvests in energy pro;ects and buuds power
plants.
CSW International..................... CSW International, Inc., an AEP subsidiary which invests in energy projects and entities
' outside the United States.
D.C. Circuit Court.......ccccecvrennee The United States Court of Appeals for the District of Columbia Circuit.
DHMV ... Dolet Hills Mining Venture.
DOE.... e United States Department of Energy.
ECOM..coiieierceererncieee e, Excess Cost Over Market.
ENEC ... eeeevcee e Expanded Net Energy Costs. ,
EITE e e, The Financial Accounting Standards Board’s Emerging Issues Task Force. .
ERCOT.cciveereeccccnveeirenns eteenns The Electric Reliability Council of Texas.
EWGS....ooeeereercrevereeeenneneno Exempt Wholesale Generators.
FASB ...ttt ee e, Financial Accounting Standards Board.

Federal EPA.............................United States Environmental Protection Agency.

et e ot e b g



Federal Energy Regulatory Commlssron

w.First Mortgage Bond.- :

...Foreign Utility Compames SERE

..’.’_.Generally Accepted Accountmg Prlncrples ‘ ' ~
Indiana Mlchlgan Power Company, an AEP electnc utlllty sub5|dlary

; 'Interchange Cost Reconstructlon :

...Installment. Purchase Contract. -

Internal Revenue Serwce R

' lndlana Utility Regulatory Commrssmn

lndependent System Operator.” . SRR S » L .

...Joint Stipulation and Agreement for Settlement of APCo S WV rate proceedlng.

.......Kentucky Power Company, an AEP electrlc utlllty subsrdlary

. .‘L..Kentucky Publlc Servnce Commlssmn o

..Kilowatthour. - e e

*Lomsrana Intrastate Gas

..The Customer Chorce and Electncrty Rellabrllty Act a Mlchlgan law whlch provndes for
...+ customer choice of electricity supplier. -

Mldwest Independent System Operator (an lndependent operator of transmtsston o
© . assets in the Midwest). : ‘
......Member Load Ratio, the method used to allocate AEP Power Pool transactlons to |ts
members. : - :
..AEP System’s Money Pool

, Mlchlgan Public Serwce Commlssron

Mark-to-Market. :

Medium Term Notes

Megawatt. - T
‘»'Megawatthour el L RIS
...Nuclear Electric lnsurance lelted o :
Nitrogen oxide. -

" NOx Rule ............... s A final rule |ssued by Federal EPA whrch reqwres NOx reductlons in 22 eastern states
o T TR PN mcludmg seven ofthe states in Wthh AEP companles operate -
NP ceetererernnnttrenserasnarons neerenneraaes N otes Payable , e c _ . =
U NRC.ivinnsivnse s sssssensiisimennionii NUCIESE Regulatory Commlssmn S
_ Ohio Act...iuuueenns rereannreas +evnerin.The Ohio Electric Restructurlng Act of 1999
. Ohio EPA.....;.-...'...f.*...,.,’....’.'...'..'..,..Ohlo Environmental Protection Agency.” K
OPCO...oooevereerie. R erenien OO | Power Company, an AEP electric utility subsnduary :
" OVEC...... reeestsieessensenseesieeaieeenn ODIO Valley Electric Corporatlon an electric utlltty company in Wthh AEP and CSPCo
S o ‘own a 44.2% equity interest. .
PCBSs ..ttt .iviieiennPoOlychlorinated Biphenyls. e
. PJM ....... '.‘.'....Pennsylvama New Jersey Maryland regtonal transmlssmn orgamzahon
. PRP..orernne s isssseinne s POtENtiGllY Responsible Party. ‘
o ' PSO ..... Public Service Company of Oklahoma an AEP electric utlllty subsrdlary
o PUCO........coccssrimrmnesnnrnsincnnnnn The Public Utilities: Commlssmn of Ohio.

...The Public Utility Comm|SS|on of Texas. o
.....Public Utility Holdmg Company Act of 1935 as amended

o PURPAL i, ... The Public Utrllty Regulatory Policies Actof 1978. . - .
.+ " RCRA .o cerrersemeenessineninennRESOUTCE CoNServation and RecoveryAct of 1976, as amended BRI
" Registrant Subsidiaries ...'.....'.L...AEP subsidiaries who are SEC registrants; AEGCo, APCo CSPCo l&M KPCo OPCo,
R .. P8O, SWEPCo, TCCandTNC ‘

U REP i .. Retail Electric Provider. - : - s

o 'Rockport Plant...............;....;..'....A generatlng plant, consrstlng of two 1 ,300 MW coal-flred generating umts near
T L ST ‘Rockport, Indiana owned by AEGCo and l&M o ‘
: RTO...; ............. ;........;.'.'....Q‘."...;.;;jReglonaI Transm|ssmn Organlzatlon ‘



131 =] ORI Secuntres and Exchange Commission. : o
SFAS .ttt see s Statement of Financial Accounting Standards lssued by the Financial Accountrng '

Standards Board. . :

SFAS 71 ccrrrrireirerreeensiereenenenae Statement of Financial Accountrng Standards No. 71 Accounting for the Effects of
Certain Types of Regulation.

SFAS 101 .. vceeeeann Statement of Financial Accounting Standards No. 101, Accounting for the
Discontinuance of Application of Statement 71.

SFAS 133...reereeerrcee e Statement of Financial Accounting Standards No. 133, Accounting for Derivative -
Instruments and Hedqing Activities. o

SNF e, Spent Nuclear Fuel.

SPP e e Southwest Power Pool.

1SN I RSOOSR South Texas Project Nuclear Generatlng Plant owned 25.2% by AEP Texas Central
Company, an AEP electric utility subsidiary.

STPNOC.....coiirrerceererreernne ..STP Nuclear Operating Company, a non- -profit Texas corporation which operates STP
on behalf of its joint owners including TCC.

Superfund.........ccccocvcemrnrrrenccennen The Comprehensive Environmental, Response, Compensation and Liability Act

SWEPCO....cvvrrceeeireereeceeee, Southwestern Electric Power Company, an AEP electric utility subsidiary. o

TCC cnrviirererrcirrerresssereeressesneen AEP Texas Central Company, an AEP electric utility subsidiary [formerly known as
Central Power and Light Company (CPL)].

Texas Appeals Court................. The Third District of Texas Court of Appeals.

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

TNC e receee e AEP Texas North Company, an AEP electric utility subsidiary [formerly known as West
Texas Utilities Company (WTU)].

Travis District Court................... State District Court of Travis County, Texas.

TVA et saneene Tennessee Valley Authority.

UK. e The United Kingdom.

UN coecrrreresireserineernessnessnens Unsecured Note.

VER c.iiciiererrcvreee e csneccsnnenene Value at Risk, a method to quantify risk exposure.

Virginia SCC......ccccevvveunes e Virginia State Corporation Commission.

WV e ereercccisnresennrenens West Virginia.

WVPSC ... sreennenn. Public Service Commission of West Virginia.

WPCO...eireececiecseerrecaee e Wheeling Power Company, an AEP electric distribution subsidiary. '

WTU oiieeecieessenricsnnnsesseennenns West Texas Utilities Company [legal name changed to AEP Texas North Company
(TNC) effective December 2002].- See TNC. -

YOrKShire ..coeveecieeeenreninneenieneranns Yorkshire Electricity Group plc, a U.K. regional electricity company owned ]omtly by
AEP and New Century Energies until April 2001.

Zimmer Plant.......cccceveenecveeennnn William H. Zimmer Generating Station, a 1,300 MW coal-fired unit owned 25. 4% by

Columbus Southern Power Company, an AEP subsidiary.
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S These reports made by AEP and ltS reglstrant subsrdlanes contaln fowvard looklng statements wnthrn the meanmg of. sl
' .-Section 21E of the Securities Exchange Act of 1934, Although AEP and its registrant subsidiaries believe that their -~

-expectations are based on reasonable assumptlons any such statements may be influenced by factors that could - e

cause actual outcomes and results to be matenally different from those prOJected Among the factors that could cause_t SR

actual results to dlffer matenally from those in the fonzvard-lookmg statements are:

: Electnc load and customer growt_h

Abnormal weather conditions.

_Available sources and costs of fuels

Availability of generating capacity. . » g : e
The speed and degree to which competltlon is mtroduced to our service terrltones

“The ability to recover stranded costs in connection with possrble/proposed deregulatlon
( New legislation and government regulation. : ) :
Oversight and/or investigation of the energy sector or |ts partlmpants

The ability of AEP to successfully control its costs. |

The success of acquiring new busmess ventures and dlsposrng of exastmg lnvestments that no Ionger match our .

corporate profile.

“International and country-specrf ic developments affectmg AEP's foreign mvestments lncludlng the dxsposmon of any = S
" current foreign investments and potential addrtlonal foreign investments,
- The economic climate and growth in AEPs servrce temtory and changes in market demand and demographlc

) patternS L TR BRI SL
lnﬂatlonary trends R
Electricity and gas market pnces

Interest rates.’ _ S S
-e Liquidity in the banking, caprtal and wholesale power markets

Actions of rating agencies. e : : ' ,
Changes in technology, mcludlng the lncreased use of dlstnbuted generatlon w1thln our. transmnssron and dlstnbutlon

" service territory.

Other risks and unforeseen events mcludlng wars the effects of terronsm embargoes and other catastrophlc B
events . $ : , ,
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AEP Common Stock and Dividend Information

4

~ The quarterly high and low sales p.rices and the quarter-end closing price for AEP common stoCk and
the cash dividends paid per share are shown in the following table:

g Quarter-end
Quarter Ended High Low Closing Price Dividend
March 2002 $47.08 $39.70 $46.09 : $0.60
June 2002 - 48.80 39.00 40.02 0.60
September 2002 40.37 22.74 28.51 0.60
December 2002 30.55 15.10 27.33 0.60
March 2001 $48.10 $39.25 $47.00 . $0.60
June 2001 51.20 45.10 46.17 0.60
September 2001 - 48.90 41.50 43.23 0.60
December 2001 46.95 39.70 43.53 0.60

AEP common stock is traded principally on the New York Stock Exchange. At December 31, 2002,
AEP had approximately 144,000 shareholders of record. In 2003 management recommended thatthe
Company reduce dividends by approximately 40% after payment of the March 2003 dividend which
was approved by the Company’s Board of Directors at the current level of $0.60 per share.
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES

Management's Discussion and Analysis of Resuits of Operations ..

¢

American Electric Power Company, Inc. (AEP
or the Company) is one of the largest investor
owned electric public utility holding companies
in the U.S. We provide generation,
transmission and distribution service to almost
five million retail customers in eleven states
(Arkansas, Indiana, Kentucky, Louisiana,
Michigan, Ohio, Oklahoma, Tennessee,

Texas, Virginia and West Virginia) through

our electric utility operating companies.

We have a vast portfolic of assets including:
e 38,000 megawatts of generating
capacity, the largest complement of
generation in the U.S., the majority of
which has a significant cost advantage
in our market areas
e 4,000 megawatts of generating
capacity in the U.K., a countrywhich is
currently experiencing excess
generation capacity
e 38,000 miles of transmission lines, the

backbone of the electric
interconnection grid in the Eastern
U.S.

e 186,000 miles of distribution lines that
support delivery of electricity to our
customers' premises

e Substantial coal transportation assets
(7,000 railcars, 1,800 barges, 37 tug
boats and two coal handling terminals
with 20 million tons of annual capacity)

e 6,400 miles of gas pipelines in
Louisiana and Texas with 128 Bcf of
gas storage facilities

Business Strategy

We plan to focus on utility operations in the
U.S. We continue to participate in wholesale
electricity and natural gas markets. Weakness
in these markets after the collapse of Enron
and other companies caused us to re-
examine and realign our strategy to direct our
attention to our- utility markets. We have
reduced trading to focus predominantly in
markets where we have assets. We plan to
obtain maximum value for our assets by

selling excess output and procuring
economical energy using commercial
expertise gained from our extensive

’

experience in the wholesale business.

Through our utility operations focus, we intend
to be the energy and low cost generation
provider of choice. We have ample
generation to meet our customers’ needs.
We have a cost advantage resulting from
AEP’s long tradition of designing, building and -
operating efficient power plants and delivery -
networks. Our customers continue to show
top quartile level of satisfaction. We provide
safe and reliable sources of energy.

Our business provides a vital requirement of
our economy and affords an opportunity for a
fair return to our shareholders. Our business
provides the opportunity for a predictable
stream of cash flows and earnings, allowing
us to pay a competitive dividend to investors.

We are addressing many challenges in our
unregulated business. We have already
substantially reduced our trading activities.
We have written down the value of several
investments to reflect deterioration in market
conditions. We are evaluating our portfolio
and plan to sell assets that are no longer core
to our business strategy. We are also in
discussion with our regulators to determine if
the legal separation of certain operating .
company subsidiaries into regulated and
unregulated segments can be avoided. We
believe that the expected benefits from legal
separation are no longer compelling.
Transition rules for Michigan and Virginia do
not require legal separation. Deregulation is
no longer an expectation in the foreseeable
future in the other states where we operate.

Our strategy for the core business of utility
operations is to: ’
e Maintain moderate
earnings growth
e Maximize value of transmission assets
and protect our revenue stream in an
RTO membership environment
e Continue process improvement to
maintain distribution service quality
while, at the same time, further
enhancing financial performance
e Optimize generation assets through
increased availability and sale of

but steady



" excess capacuty

R ,/""-'-%: Manage the regulatory process tof::'g_v_v

'maximize - retention - of ' earnings

. -' reasonable rates to our customers
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- liquidity as drscussed in greater detall later in . S

S thls report
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: -We also focused on

lmplementmg an enterpnse-wude nsk"’
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-._~improvement while prov1d|ng fairand .- .0

e '».‘Completmg a cost reductlon mrtratnve
- which"" we " expect to result

o ﬁ"sustalnable net -annual ‘savings of_

" more than $200 mlIIIOl’l begrnnlng in"
2003

e 'Elrmlnatrng or reducmg future capltal I
c R ’ - requirements assocnated wrth non- e
. We are commltted to contmually evaluatlng‘_ T e : S
..o the need to reallocate resources to areas with ~ : .
.. ~-greater potential, to match investments with .
~-..our strategy and to pare investments that do o
~--not produce sufficient return- and sustainable -

;f-'core assets j ,

‘QFWe have redlrected our busmess strategy by B

s Scaling backtradrng actrwtnestofocus;_ :
"pnnmpally on supportmg our. core

" shareholder - value.-.  Any. ‘investment - - “lgssets .
- -dispositions -could- affect future results of .= o o Selling our Texas retail busmess -
- operations, cash flows and possrblyflnancral_f T Proposing the ‘sale of a_significant ,
_ R L . portion of ‘the Texas - unregulated
R - eneratlon assets
2002 Overwew - 8€ ;

' thelr demand for rapld growth

_7 - ~Our wholesale busmess dld not perform well el
..~ . We had significant losses in options tradingin- =~ .
.. the first half of the year and new mvestments F

j-.performed well below our expectatlons

- .l"‘-,\We focused on ﬁnancral strength by Chen
: .*.Issuing -approximately *$1- b|ll|on |n S

. .common stock and equity units "

ks f;l‘(SEEBOARD) “and:
..+ (CitiPower) - -

' . --Establishing a cash l|qu1d|ty reserve of.

' ’-; »$1 bllllon at year-end

}-See Flnancmg Actlwty in Management' o

. 7+ "Discussion -and - Analysis, ~of * Financial ‘ :

"~ Condition; Accounting ' Pol|C|es and ‘Other - :iv!
~ Matters in section*M for-an overwew of all R

n .changes to capltal structure

~' LT ST ":"1Outlookfor2003

“2002 was a year of raprd and dramatlc,* IREPR S

- =change for-the energy industry, 'including "’"""'-We remarn focused on the fund mental
.- AEP, as the wholesale energy market quickly - amen

" shrank and many of its participants exited o - earnings power of our utlllty operations, and
. signifi cantly limited- future tradlng activity, - -
- Investors' lost-' confidence *in: - corporate ...~
* . America and the economy stalled.  Investors’ .

‘demand for stability, predictable cash flows, -

- ear nings, and financial strength have replaced L

we -are commltted to . strengthening our

“ balance sheet. "Our strategy for achlevmg -
e these goals is well planned

‘First, we will continue to ldentlfy

' opportunltles to reduce our 0perat|ons N

. and malntenanoe expense.
‘e - Second, we will find opportunities to
" reduce capital expenditures.
. Third, management recommended a’
40% reductlon Jin the common stock
¢ .dividend beginning in the second -
 “quartertoa quarterly rate of $0.35 per’
~:~.share. This will result in annual cash
* savings of approxnmately $340 million

~.and should improve “our retained .

e Refiring- debt- of - approximately $3 - ,earnrngs as well as create free cash-

~2+ billion through the sale of two foreign - o
# rretail - utility: compames in- the ' U. Koo
Australra_: .

flow to improve llqurdlty and pay—down
outstandmg debt. -
e Fourth, we plan. to evaluate and

" where. appropriate; dispose of non- .

core assets. Proceeds “from these
R ‘sales will be used to reduce debt.
"« Fifth, we will continue to evaluate the .

i further strengthen " our. .balance -

Fd sheet and marntarn credlt quallty

We remaln commltted to belng a low cost

'provrder of electrrcrty,, to servmg our‘ B 1

B ';j.’potentral fori |ssumg addltronal equity -



customers with excellence and to providing an

_attractive return to investors. . We will
therefore focus on producing the best
possible results from our utility operations
enhanced by a commercial group that
ensures maximum value from our assets.

Although we aim for excellent results from
operations there are challenges and certain
risks. We discuss these matters in detail in
the Notes to Financial Statements and in
- Management's Discussion and Analysis of
Financial Condition, Accounting Policies and
Other Matters. We will work diligently to
resolve these matters by finding workable
solutions that balance the interests of our
customers, our employees and our investors.

Results of Operations

In 2002, AEP’s principal operating business
segments and their major activities were:
o Wholesale:

o Generation of electricity for
sale to retail and wholesale
customers

o Gas pipeline and storage
services

o Marketing and trading of
electricity, gas, coal and other
commodities

o Coal mining, bulk commodity
barging operations and other
energy supply related
businesses

e Energy Delivery

o Domestic electricity
mission

o Domestic
bution

e Other Investments

o Energy Services

trans-

electricity  distri-

Net Income

Income Before Discontinued Operations,
Extraordinary ltems and Cumulative Effect
decreased $896 million or 98% to $21 million
in 2002 from $917 million in 2001. The
Company recognized impairments on under-
performing assets and recorded losses in
value of $854 million (net of tax) (see Note
13). The losses in the fourth quarter 2002
were generally caused by the extended
decline in domestic and international

A-4

wholesale energy markets and in
telecommunications. In 2002, the Company’s
Net Loss was $519 million or a loss of $1.57
per share including the fourth quarter losses,
losses on sales of SEEBOARD and
CitiPower, and a loss for transitional goodwill
impairment related to SEEBOARD and
CitiPower that resulted from the adoption of
SFAS 142 (see Note 3).

Net Income increased in 2001 to $971 million
or $3.01 per share from $267 million or $0.83
per share in 2000. The increase of $704
million or $2.18 per share was due to the
growth of AEP’s wholesale marketing
business, increased revenues and the
controlling of our operating and maintenance
costs in the energy delivery business, and
declining capital costs. The effect of 2000
charges for a disallowance of COLI-related
tax deductions, expenses of the merger with
CSW, write-offs related to non-regulated
investments and restart costs of the Cook
Nuclear Plant were all contributing factors to
the increase in 2001 earnings compared to
2000. The favorable effect on comparative
Net Income of these 2000 charges was offset
in part in 2001 by losses from Enron’s
bankruptcy and extraordinary losses for the
effects of deregulation and a loss on
reacquired debt.

Our wholesale business has been affected by
a slowing economy. Wholesale: energy
margins and energy use by industrial
customers declined in 2002 and 2001.
Earnings from our wholesale business, which
includes generation, increased in 2001 largely
as a result of the successful return to service
of the Cook Plant in June 2000 and by
acquisitions of HPL and MEMCO.

Our energy delivery business, which consists
of domestic electricity transmission and
distribution services, contributed to the
increase in earnings by controlling operating
and maintenance expenses and by increasing
revenues in 2002 and 2001.

Capital costs decreased due- primarily to
interest paid to the IRS in 2000 on a COLI
deduction disallowance and continuing
declines in short-term market interest rate
conditions since early 2001.
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“Volatility ‘in ‘energy” commodities - markets_;fff'
affects /the’ fair ‘values  of - all .of our open
, tradlng and derivative contracts exposing AEP - 3

to market risk and ‘causing- our results..of - o
~ . -operations to be more volatile: See “Market_;‘-

. Risks" section for a discussion of the policies - . .
.. and procedures AEP:uses to manage its -
.. exposure. to market and other nsks from

-trading actlvmes SRR :

o Revenues lncrease

A' AEP s total revenues mcreased 14% in 2002 _
-and 15% in 2001: The following table shows, o

‘, the components of revenues:

For The Year Ended
December 31

2002 . 2001 2000‘

: ‘ (1n mtl 1ons
WHOLESALE :

" Residential - . - $ 3 713 s 3,553.§- 3 511, L
‘Commercial - ‘ 2,1 2,3 8 2,249 ...
;Industrial" L 903 2,388 2,444 .

- .0ther Retail

“Customers - 385 ff',"j4'19 a1

' Electr1c1ty

Marketing (net) 2,227 802 © 1,073 "

uUnrealized MTM . e :
Income- Electric.-. 136 © 210 - 38

Less: ‘Transmission and
. Distribution. Revenues
Assigned to Energy

Delivery* - - i (3.551) (3,35 ) (3,17 )

wholesale .
Electr1c T 366 6 976 7 7,392

‘Gas - Market1ng (net) 3, 021 2,274 “i 310 -

unrealized MTM Income D
. (Loss)-Gas . i (399) -~
- . Wholesale Gas .- 2,622 2,321 4
TOTAL WHOLESALE 10 . 98 9,297 7,83

DOMESTIC ELECTRICITY R 5
CDELIVERY: - - ... oo co
Transmission =~ . 922,; 1, 029 1 009

" pistribution 2.629 21327 ~ 21165 ;' =
"+ TOTAL DOMESTIC -© ' - ”,” 'i'.,fvsi R
w0 GELECTRICITY - oo fooo B Bfhimer o
_ DELIVERY .. ... . 3,551 ..3,35 _3;174 - - :
INVESTMENTS ;;'3{}?”‘ iGA’i“11114f”»3i105 .

.- TOTAL REVENUES ' . $14,555 812,767 $11,113

4*Certa1n revenues ‘in ‘the Wholesale bus1nessf<¥‘['

Energy Deltvery bus1ness

| [t
FShv e

has had a major effect on the volume of o
.. wholesale power marketing especrally in the o
' ‘»"-short-term market 3

. ,The increase rn 2002 in wholesale revenues o
~ 'resulted from'a 27% increase in trading .
- «-volume associated with Wholesale Electricity -
_-which was offset bya contlnumg decrease in
... gross margins which" began in. the fourth I
...~quarter. of 2001, 'and an ‘increase in-

~ residential sales as ‘a result of favorable -

. weather conditions in the third quarter 2002. -
+ -In addition Other Wholesale electric revenues -
.increased ".due to the ' mid-year ' 2001
- +..> acquisition .of barglng and ‘coal ‘mining -

R operations ' as- well'as " the recognition of e

‘revenues for-generation prolects completed ’

- for third parties. -

""’_\Wholesale Gas revenues resulted from a full -

The increase in 2002

year of HPL operatlons compared to a partial

" "year from our acqursrtlon date in July 2001,
.. offset by a decrease in the results from
_-financial trading and MTM unrealized losses.
“Other 'Investments revenue decreased in -
72002 due to.the elimination of factoring of
“other - - Ct1,397 0632 837; SR accounts recelvable of an unaffhated utlllty :
o Pnorto the thlrd quarter of 2002 we recorded
‘ “and reported upon settlement, sales under -
'fonNard trading. contracts as revenues and
*_.’purchases under forward trading contracts as
" purchased energy expenses. Effective July1;
'..2002, we reclassified such forward trading -
“revenues and purchases on a net basis, as
’rpermltted by EITF 98 10 (see Note 1).

: v_',j_'Kllowatthour sales to lndustnal customers
A decreased by :10% in 2002 and by 5% in"
"~ 2001. " This decrease was due to: the -
. _q’.',economlc slow’ ~down : which began in:late
©-2001. Sales to residential customers rose 5%
. ".due to weather related demand in 2002. The
- “economic’ slow down reduced demand and

- wholesale pnces especrally in the latter part of
- "include_energy delivery revenues due prtmar11y5~:’='“ SRR
. to bundled tariffs that are a551gnab H :

to the . - -.."_,“_2001

- | ':,,The level of electncrty transactrons tends to:;.;{-"‘ )
~fluctuate due to the highly competltlve nature -

;g‘, of:the short-term (spot) -energy market and f ,
- other . factors, - such: ‘as™: affiliated - and .~

unaffiliated ~generating plant availability, 17

‘weather conditions and the economy. The -
- FERC's introduction of a greater .degrée of

R competltlon lnto the wholesale energy market’,__-; RS




QOperating Expenses Increase

Changes in the components of operating
expenses were as follows:

Increase (Decrease)
From Previous Year

2002 2001
(in mi1lions)
Amount _% Amount %

Fuel and Purchased

Energy:

Electricity $ 959 43.7 $(1,275)(36.7)

Gas 404 14.7 2,339 570.5
Maintenance and

other Operation 303 8.2 228 6.5

Non-recoverable

. Merger Costs (11 (52.4)
Asset Impairments 867 N.M.
Depreciation and

(182)(89.7)

Amortization 134 10.8 152 13.9

Taxes Other Than
Income Taxes 51 7.6 16) (2.3)
Total $2,707 25.6 13.3

The increase in Fuel and Purchased Energy
expense was primarily attributable to an
increase in power generation. Netgeneration
increased 6% for Eastern plants due to
increased demand for electricity and a
reduction in planned power plant maintenance
outages for various plants as compared to
2001. The return to service of the Cook
Plant's two nuclear generating units in June
2000 and December 2000 accounted for the
increase in nuclear generation. The increase
in Gas expense was primarily due to a full
year of HPL operations compared to a partial
year from our acquisition date in July 2001.

The increase in Maintenance and Other
Operation expense in 2002 is primarily due to
recognizing a full year's expense for the
businesses acquired during 2001 including
MEMCO (a barging line), Quaker Coal, two
power plants in the U.K. and HPL. In addition,
increased administrative costs for the
implementation of customer choice in Texas
contributed to the increase. The increase was
offset in part by a reduction in trading
incentive compensation and the effect of
planned boiler plant maintenance at various
plants in 2001 and less refueling outages for
STP in 2002 than 2001.

Maintenance and Other Operation expense
rose in 2001 mainly as a result of additional
traders’ incentive compensation and accruals
for severance costs related to corporate
restructuring. ]

With the consummation of the merger with

CSW, certain deferred merger costs were
expensed in 2000. The merger costs charged
to expense included transaction and transition
costs not allocable to and recoverable from
ratepayers under regulatory commission
approved settlement agreements to share net
merger savings. As expected, merger costs
declined in 2001 and 2002 after the merger
was consummated.

In 2002 AEP recorded pre-tax impairments of
assets (including Goodwill) and investments

totaling $1.4 bilion (consisting of
approximately, $866.6 million related to asset
impairments, $321.1 million related to

investment value losses, and $238.7 million
related to discontinued operations) that
reflected downturns in energy trading
markets, projected long-term decreases in
electricity prices, and other factors. These
impairments exclude the transitional
impairment loss from adoption of SFAS142
(see Note 2). The categories of impairments
included:

2002 pPre-Tax Estimated Loss
(in millions)

Asset Impairments

Held for sale $ 483.1
Asset Impairments
Held and Used 651.4
Investment Value
Losses 291.9
Total $1,426.4

Additional market deterioration associated
with our non-core wholesale investments,
including our U.K. operations, could have an
adverse impact on our future results of
operations and cash flows. Significant long-
term changes in external market conditions
could lead to additional write-offs and
potential divestitures of our wholesale
investments, including, but not limited to, our
U.K. operations.

The rise in Depreciation and Amortization
expense in 2002 resulted from the
amortization of Texas generation related
Regulatory Assets that were securitized in
early 2002, businesses acquired in 2001 and
additional production plant placed into
service.

Depreciation and Amortization: expense
increased in-2001 primarily as a result of the



‘ commencement of amortization of fransition -
generation - regulatory -assets in the Ohio, "
~ Virginia and West Virginia junsdrctrons dueto™ -+

passage of restructuring legislation, the new .-

E “businesses acqurred in 2001 and addItronaI i

Investments |n

,PIant
A Equrpment o

Property, ,

Texas recerpts taxes due to dereguIatlon

Interest Preferred Stock Drvrdends MmomA

Interest

The decrease in Interest in 2002 was primarily -~
due to a reduction in short-term interestrates - .~
- and lower outstanding balances of shortterm .
~debt and the refinancing of long-term debtat . -

- favorable interest rates offset in part by an
increased - amount - of -
outstanding.

Interest expense decreased 15% in 2001 due ‘

-~ to the effect of interest paid to the IRS on a
~ COLI deduction_disallowance in 2000 and
lower average outstandrng -short-term debt

“balances and a decrease m average short- o

_ term Interest rates '

_ Mmonty Interest

for the entire year. -

fong-term debt )

in - Finance . Subsidiary -
increased substantially in 2002 because the -
- distributions to minority interest were in effect -
-In 2001 we issued a -
" preferred member interest to: finance ‘the

A“-’.«\Thrs increase was pnmanly caused by an PR
' ‘increase in equrty earnlngs dueto acqursrtrons S
.of $63 million and'a $73 million gain from the -

' sale of a generating plant (see Note 1). Other

S Expenses increased by $110 million or 143%.
R ‘frberoptrc and DatapuIt busmesses (see Note
Taxes Other Than Income Taxes Increased in.oo
2002 due to a full year of state excise taxes . -
“which replaced the state gross receipts taxin .- "
- Ohio and increased local franchise taxes.in -
Texas partly offset by the effect of Texasone-~ - -
time 2001 assessments and decreased gross L

* in 2001 due to costs to exit air transportation, -

lncome Taxes

“ The decrease in totaI IncomeTaxes' in 2002

was due to a decrease in pre-tax book income
offset by the tax effects of the saIe of forergn

. operatrons

. vAIthough pre-tax book Income mcreased '
", considerably

"' decreased due to the effect of recording in
‘ _"2000 prior year federal income taxes as a _
~.;resuIt of the.disallowance of COLI interest -~ '
“deductions by the -IRS and. nondeductlbIe Lo
merger reIated costs in 2000 i ,

in. 2001, Income  Taxes

f"Extraordmarv Losses and CumuIatrve Effect '

- The loss for transrtlonaI gooderI Impan'ment :

" related to SEEBOARD and CitiPower resulted - o
. from the adoption of SFAS 142 (see Notes 2 -

acquisition of HPL and paid a preferred return -

of $13 million ‘to the . preferred member_ -
The minority interest was only in ~

interest.
effect dunng the last four months of 2001

, Other IncomeIOther Exgenses

_ Other Income rncreased by $110 mthon or -ﬂf,i?
. 33% in 2002 due to the sale of AEP'S retail - - -
electric provrders in Texas and due to non-"-
Other - -

operational ‘revenue .(see:Note 1),

“Expenses increased $134 million or 72% in . -
2002 due to non—operatlonal expenses (see Sl

' 'Note1)

and 3) and has been reported as a-

8 CumuIatlve Effect of Accountlng Change on
;'j_January1 2002 C C

102001 we recorded an extraordlnary loss of L
* $48 million net of tax to write-off prepaid Ohio- -

excise taxes stranded by Ohio deregulation.

'i .. The application of regulatory accountmg for

generation was discontinued in 2000 for the
Ohio, Virginia and West Virginia jurisdictions’

f}{whrch resulted in the after-tax extraordlnaryv o
' -.Ioss of $35 mnlllon N _

- New accountlng rules that became effectnve in .
- 2001 regarding accounting for derivatives

" ‘required us to mark-to-market certain fuel

.- supply contracts that qualify as financial
~ derivatives. The effect of initially adopting the

new rules at July 1, 2001 was a favorable

‘earnings effect of $18 million, net of tax, _
~which is reported as a CumuIatuve Effect of
- Accountlng Change ~

 OtherIncome incréased $240 millonin2001.



Discontinued Operations

The operations shown below ' were
discontinued or held for sale in 2002 (See
Note 12). Results of operations including
impairment losses, net of tax, of these
businesses have been reclassified:

Company 2002 2001 2000
(in millions)

SEEBOARD $ 96 $ 88 $ 99

CitiPower (123) (6) 17

Pushan (7) 4 7

Eastex _(156) - 1
$(190) $386 3122

Reclassification

Balance sheet amounts have been restated to
reflect our change in accounting policy
regarding certain assets and liabilities related
to forward physical and financial transactions
(see “Reclassification” discussion Note 1.)
Based upon AEP’s legal rights of offset,
physical and financial contracts were netted in
2002 and 2001 amounts and financial
contracts were netted in 2000 and 1999
amounts. Related assets and liabilities were
not netted in 1998 amounts as the impact is
not material.



'AMERlCAN ELECTRIC POWER COMPANY INC AND SUBSIDIARY COMPANIES
. Consolidated Statements of Operations " *
o (m mllhons except per share amounts)

y

PR

: e Yeah EndedlDeCEmbeEEBIT»" -
R TT2002 2000 2000
" REVENUES: ' ' e

- wWholesale E1ectr1c1ty ‘ -f’f'” , L $ 8, 366,f5$_6;976 s 7 392

“wholesale Gas . : : -;”* R 12,622 v 2,321 442
_ Domestic Electricity. De11very I R '3,551’f'~j 3,356 . 3,174
' Other Investment R T o160 - 214 0 ’105 S

S TOTAL REVENUES S0 14,556 0 712,767 0 11,113

Y”?,EXPENSES -."’ e _ S = ,
E1ectr1c1ty ST 'H;'_.-fsug{,?_;' T R o Y- 2,195 3,470

- Gas: oot 301530 202,749 410 0
’ TOTAL FUEL AND PURCHASED ENERGY ] Lo et 16,307 04,944 - 3,880

_~" “'Maintenance and oOther operation- - .- - oo 4,013 0 3,710 - 3,482
. Non-recoverable Merger Costs . ... . . R .,n;;i~*¢4 10 - 21 . 203
- Asset Impairments ~ - LT S . 867 —_— e e

~~ - Depreciation .and AmortTZatTon e T T L 1,377 001,243 - 0 1,091
"Tf-Taxes Other Than Income Taxes T ' s 718 .~ 667 . 683

o TOTAL EXPENSES - -luefx;ju‘:;ff {f?ﬁ@ﬂ«r~f¥h'i:113;292v5{:”10;585 9,339

"ﬁ;fOPERATING INCOME | %-':iffEf sf;Efffﬁ;"Iif?;_:C}"E;};;“ﬂfﬂ;l;ZGEi;hfv;z;lsz‘”h 1,774

ihﬁ*CDOTHER INCOME :., . Af.", "’;fff?ff['fifﬁfﬁhrffffff ??f}i;445n :”ﬁ,'335, f:" o5 fﬁ,

- LESS: INVESTMENT VALUE AND OTHER IMPAIRMENT. LOSSES - 5Y5'ff‘”ﬁa7f;321“fh'::;%;' S 7vjl‘

| | LESST OTHER EXPENSES o j*v"i'?ff¥’3'7,v,-,f..‘!}l,’~§-" TR ”-E'137l?;f?31'77

LESS: INTEREST ° S ; B lv;7$5~*f'{‘”’844: U999
~-. PREFERRED STOCK DIVIDEND REQUIREMENTS OF o e

~ 'SUBSIDIARIES - SRR L r10 11
MINORITY INTEREST IN FINANCE SUBSIDIARY '}."3 < o 35 - --13 . -

uwj"INCOME BEFORE INCOME TAXES o ,lvaew'q,',..,-,“ SRR 235 . 1,463 - - 782
- INCOME TAXES =~ ' T ' Sl 214%“2 546 ' - 602
~ INCOME BEFORE DISCONTINUED OPERATIONS EXTRAORDINARY ITEMS - oo Do
.. - AND CUMULATIVE EFFECT . ' 4 o 21 917;;va.f.180
 DISCONTINUED OPERATIONS (LOSS) INCOME (NET OF TAx) e (190),,._' 86 . ,122
+ . EXTRAORDINARY LOSSES (NET OF TAX): e S L

B (48) C35)

" 'DISCONTINUANCE OF REGULATORY ACCOUNTING FOR GENERATION ," o
LOSS ON REACQUIRED DEBT ~ .~ -~ - T ()

-v;CUMULATIVE EFFECT :OF ACCOUNTING CHANGE (NET oF TAX) |.’(?*(350)f;f*71-«18 -
NET INCOME (LOSS) | g‘;;‘] o ;“;*v.il;;vgi ';,E*J'"ﬂf 3 (519) § 971 ' $ 267
AVERAGE NUMBER OF SHARES oUTSTANDING - . . 332 32 322

,EARNINGS (LOSS) PER SHARE T o o _
Income Before Discontinued 0perat10ns, ExtraordTnary AU

: Items and cumulative Effect Of AccountTng Change ... 3006 %2
Discontinued Operations f-n,; R s , E T, (0 57 0 0
Extraordinary Losses . . . ' "ff,ﬂ HI o j‘j “ (0.
‘Cumu1at1ve Effect Of AccountTng Change ¢:~:~_‘Qt,«_- , (1 06) 0

h:'fiEarnTngs (Loss) ‘per Share (BaSTC and D11uted) :?;i,xfhEnf $(1 51)::i;513.93,77v$ 0.83
:’CASH DIVIDENDS PAID PER SHARE = YA;_-;;‘;}gQ: f~£‘~,, [’;A g2 QQ.;TA 5219Q'" $2.40

“~:“5ee thes to cvn5077dated F7nanc7a7 Statements beg7nn7ng on page L 1




| AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES

Consolidated Balance Sheets
(in millions - except share data)

ASSETS
CURRENT ASSETS:
Cash and Cash Equivalents
Accounts Receivable:
customers
" Miscellaneous
- Allowance for uncollectible Accounts
Fuel, Materials and Supplies
Enﬁrgy Trading and Derivative Contracts
Other

TOTAL CURRENT ASSETS

PROPERTY, PLANT AND EQUIPMENT:
Electric:
Production
Transmission
Distribution
other (including gas and coal mining assets
and nuclear fuel)
Construction wWork in Progress
Total Property, Plant and Equipment
Accumulated Depreciation and Amortization

NET PROPERTY, PLANT AND EQUIPMENT
REGULATORY ASSETS |
SECURITIZED TRANSITION ASSETS
INVESTMENTS IN POWER AND DISTRIBUTION PROJECTS
ASSETS HELD FOR SALE
ASSETS OF DISCONTINUED OPERATIONS
GOODWILL

LONG-TERM ENERGY TRADING AND DERIVATIVE CONTRACTS

OTHER ASSETS
TOTAL ASSETS

/

'
’

rd

December 31,

2002 2001

$ 1,213 $ 224
466 343
1,394 1,365
(119) (69)
1,166 1,037
1,046 2,125
93 ___ 639
6,101 5,664

17,031
5,882
9,573
3,965

1,406

37,857
16,173

21,684
2,688
735
283
247
396
824

1,783

334,741

See Notes to Consolidated Financial Statements beginning on page L-1.
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17,054
5,764
9,309
4,272
1,015

37,414

15,310

22,104
3,162

633
721
3,954

392
795



‘w’v;fCURRENT LIABILITIEs-““

"'DIS4COMMITMENTS AND CONTINGENCIES (Note 9)

v.“NCUMULATIVE PREFERRED STOCK OF SUBSIDIARIES*

e j"%”AMERICAN ELECTRIC POWER DOIVIPANY INC. AND SUBSIDIARY COMPANIES
I ConsolIdated Balance Sheets =~ /-

I

E ~LIABILITIES AND SHAREHOLDERS EQUITY f%?fE“3

.. ‘Accounts Payable -
~ .. Short-term'Debt"

. 'Long-term Debt’ DueVWTth1n one Year* S 7:,ffiAii’.*“”]ig;&1,63311ﬂ7:4
- Energy’ TradIng and Der1vat1ve Contracts . ;jrﬁ,r”g;;¢~ ~f.~;1,147njfg~g.

'-Other o

TOTAL CURRENT LIABILITIES f;iif)ffx_;,ﬁﬁfg'_ 9 790i3"

1 LONG—TERM DEBT* Lo

I:IEQUITY UNIT SENIOR NOTES ;'V_REI“’f'ﬁf?}if:T"'I‘ fjg}If?Sil-?' '375;[if""'A -
k‘lLONG ~TERM ENERGY TRADING AND DERIVATIVE CONTRACTS »}'If _ f,-,"434.j: J]“}ji‘603_;,
B DEFERRED INCOME TAXES ,A~ij {'lig_j;;;;;;@¢;{.rf_ 5511}1"{ 3_9i5-{if,
' DEFERRED INVESTMENT TAX CREDITS : IDS]:ff‘fﬁtif;fA»Q?R°2Ifi:;¥;ﬁ§§ L
‘.’7'_DEFERRED CREDITS AND REGULATORY LIABILITIES. fj‘Tlf: i ;71 765
“f7,DEFERRED GAIN ON SALE AND LEASEBACK - ROCKPORT PLANT UNIT- 2 ‘iiiRS;?fS )
. OTHER' NONCURRENT LIABILITIES. .- - a0
'?FLIABILITIES HELD FOR SALE - ”;, ﬂ f-*;{jifg.¢;<E}.ELIIt.IgEIi? ey

LIABILITIES OF DISCONTINUED OPERATIONS |

ADCERTAIN SUBSIDIARY OBLIGATED MANDATORILY REDEEMABLE
PREFERRED SECURITIES OF SUBSIDIARY TRUSTS HOLDING

- SOLELY. JUNIOR SUBORDINATED DEBENTURES OF sucH ,;-';gﬂgfﬁﬁ',,l. Lg0q

SUBSIDIARIES

'I-MINORITY INTEREST IN FINANCE SUBSIDIARY j;;"f*1¢fff"fffif;fwf"A'ISQ'!“:_

COMMON SHAREHOLDERS EQUITY o o
Common stock- -par Va1ue $6.50: _,«-axa:wf?“”‘:~ﬁ'
. 2002 : =.2001 PRI
.-Shares AuthorTzed .600,000,000 .~ 600,000, 000 """" T
shares Issued. .347,835,212 - - 331, 234 997 - o R
(8,999,992 shares were held in. treasury : o
_"at December 31, 2002 and 2001) R R R AN 261

- Paid-in Capital . i “"1“"'""“T"I?-'3v413 L
- Accumulated Other Comprehen51ve Income (Loss) ;;;HI_E?T,V (609)E;;;.

Retained Earnings.
o TOTAL COMMON SHAREHOLDERS EQUITY

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY . 834,741

*See Accompany7ng Schedb?es

See thes to Cvnsa77dhted F7nanc7a7 Statements begInn7ng on page L- 1

;;’-AV f'_ff";fff;f-_7fAf,‘ : L December 31

2001f,'

C$1,914.
74,011 -

1,095 -
1,877
L1924

‘»Q 10 8211.

8 410’?‘

4,500

f—— LY
lf,@§T194 e

1,334

g7
2,582

321

750
156




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES
Consolidated Statements of Cash Flows ) ,

(in millions) ! i .
' - Year Ended December 31,
: 2002 2001 2000
OPERATING ACTIVITIES:
Net Income (Loss) . $ (519 $ 971 $ 267
Plus: Discontinued Operations . 540 (86) (122)
Net Income from Continuing Operations . 21 885 145
Adjustments for Noncash Items:
Asset Impairments, Investment Value and Other Impairments 1,188 - -
Depreciation and Amortization 1,403 1,277 1,152
Deferred Investment Tax Credits 3D (29) (36)
Deferred Income Taxes . (66) 157 (190)
Amortization of Operating Expenses and Carrying Charges 40 40 48
Cumulative Effect of Accountin? Change - (18) -
Equity Earnings of Yorkshire Electricity Group plc - - 44
Extraordinary LoSs - 50 35
Deferred Costs under Fuel Clause Mechanisms (D 340 (449)
Mark-to-Market of Energy Trading Contracts 263 257) (170)
Miscellaneous Accrued Expenses . 30 (384) 217
changes 1in Certain Current Assets and Liabilities:
Accounts Receivable (net) (152) 1,766 (1,530
Fuel, Materials and Supplies (127) 78 149
Accrued Revenues (283) 35 (71
Accounts Payable 52 (478) 1,292
Taxes Accrued (216) (147) 171
" payment of Disputed Tax and Interest Related to COLI - - 319
change 1in other Assets azn» (239) (283)
change in other Liabilities (237) (161) 386
Net Cash Flows From Operating Activities 1,677 2,759 1,141
INVESTING ACTIVITIES:
Construction Expenditures (1,722) (1,654) (1,468)
Purchase of Gas Pipe Line A - (727) -
Purchase of U.K. Generation - (943) -
purchase of Coal Company - (101) -
pPurchase of Barging Operations - (266) -
Purchase of Wind Generation - (175) -
Proceeds from Sale of Retail Electric Providers 146 - -
Proceeds from sale of Foreign Investments 1,117 383 -
Proceeds from sale of U.S. Generation - 265 -
Other 37 (42) (18)
Net Cash Flows Used For Investing Activities (422) (3.260) (1.,486)
FINANCING ACTIVITIES:
Issuance of Common Stock 656 11 14
Issuance of Minority Interest - 744 -
Issuance of Long-term Debt 2,893 2,863 878
Issuance of Equity Unit Senior Notes 334 - -
Retirement of Cumulative Preferred Stock (@ L1)] ) 2L
Retirement of Long-term Debt (2,514) (1,570) (1,303)
change in sShort-term Debt (net) (829) (790) 1,328
Dividends paid on Common Stock (793) (773) (805)
Dividends on Minority Interest in Subsidiary - (5) -
Net Cash Flows From (Used for) Financing Activities (263) 475 91
Effect of Exchange Rate Changes on Cash . 3 1) 30
Net Increase (Decrease) in Cash and Cash Equivalents 989 Q7)- (224)
Cash and Cash Equivalents from Continuing Operations -
Beginning of Period L . 224 251 475
Cash and Cash Eguiva]ents from Continuing Operations -
End of Perio $1,213 3 224 $§ 251
Net Increase (Decrease) in Cash and Cash Equivalents from
Discontinued Operations ) . $ (100) $ 17 $  @an
Ccash and cash Equivalents from Discontinued Operations -
Beginning of Period 108 91 108
Ccash and cash Equivalents from Discontinued Operations -
End of Period 3 _ 8 $ 108 $ 9

See Notes to Consolidated Financial Statements beginning on page L-1.
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AMERICAN ELECTRIC POWER COMPANY INC AND SUBSIDIARY COMPANIES -

o Consohdated Statements of Common SharehoIders Eqmtv and Comprehenswe lncome
'-"(un mllhons) R , .

s AT _ o Accumu1ated
R S SRR : . . - Other :
... - . Common :Stock" Pa1d -In - Retajned Comprehensive
Shares _amount: Cap1ta1 _Earnings Income (LosA), Total

DECEMBER 31, 1999 ”f-»; e e 331 :~$2;149 ' $2 898 . 53 630 - S (4) ) ‘, $8,673

- :Issuances - T e 11 - : O S

‘- ‘cash D1v1dends DecIared S S 7,u_ S (805) Col=oo oL (805)

- -other = - .- i SRR R A 6 N R 4
e T ) e el o ,‘ : . 7,886

* .Comprehensive’ Income : ' o _
- other Comprehens1ve Income Net of Taxes .. - R e o : IR o

. Foreign Currency. Transiation Ad]ustment; R S SEE S s S Q119) o 119 .
Reclassification Adjustment - [ R - IR :
For LOSS IncIuded in Net Income ol - - = - o200 L .20 -

Net Income - ) . e e T e e 28T - o 267
Tota1 COmprehens1ve Income' T e R .o S - 168

DECEMBER 31, 2000 - oo 0331 .$2,152 ° $2,915 .- $3,090 .. $C103) ... $8,054 -
- Issuances . R S B TN
. cash D1v1dends Dec]ared R B e e “(773) - O (773)

Other L R TEEIRE I ¢ <) SR S N ¢

:c0m rehen51ve Income: ’ ‘ .
-Other Comprehensive Incomel Net of Taxes . - I T ’ R R o
Fore1?n currency Translation Adjustment .. - . “l= Pl T~ e T as) : (14 .
- unrealized Gain -(Loss) on R e SRR . - o .
‘Hedged Derivatives - - o e e e T e T () e (3)
-Minimum Pension L1ab111ty e D e e e s e e (B) T (6)
Net Income - - i, e N 971 - s 9N -
TotaI COmprehens1ve Income R R e : e L

', DECeMeEr 31, 2001 . . 331 $2,153  $2,906  $3,296 - $(126) . §8,229
- Issuances ‘ o 17 108 . ses. - - 676

Cash Dtv1dends DecIared - o - N ¢4 ) @93

__ Other S RN > AR L *Zﬁ‘%

COmﬁrehens1ve Income: .. -
: er Comprehensive Income, Net of Taxes<g Sebare st S : R : R
Fore1?n Currency Translation AdJustment LT P L ERPREY & ¥ AN -0.117

. Unrealized Gain ﬂos)on C T P ST
7"+ Hedged Derivatives. -. : o O f SRR I U ¢ & 5 B (
- Minimum Pension L1ab111ty ‘ T o= w0 (588) oo (8

‘Unrealized Loss on Secur1t1es Ava1Iab1e- S
. For sale = - L
i Net Income (Loss) ’ e ;yv:a T
: Tota] COmprehens1ve Income i O

pscsmaen 31 2002 SR o m i_;k;f_i; g;,g_a éL_Bi!; M)“_:f . 32,064
See Notes to Conso77dated F7nanc1a7 Statements begmnmg on page L—1 e




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES
- Schedule of Consolidated Cumulative Preferred Stocks of Subsidiaries

December 31, 2002

call
Price per Shares Shares Amount (In
Share(a) Authorized(b) outstanding(f) Millions)
Not Subject to Mandatory Redemption:
4.00% - 5.00% $102-$110 1,525,903 608,150 $ 61
Subject to Mandatory Redemption:
5.90% - 5.92% (¢) d) 1,950,000 333,100 33
6.02% - 6-7/8% (c) $100 1,650,000 513,450 51
Total Subject to Mandatory
Redemption (c) 84
Total preferred Stock 3145
December 31, 2001
call
Price per Shares Shares Amount (In
share(a) Authorized(b) outstanding(f) __Millions)
Not Subject to Mandatory Redemption:
4.00% - 5.00% $102-3110 1,525,903 614,608 $ 61
Subject to Mandatory Redemption:
5.90% - 5.92% (c) (d) 1,950,000 333,100 33
6.02% - 6-7/8% () $100 1,650,000 513,450 52
7% (e) (e) 250,000 100,000 10
Total subject to Mandatory
Redemption (c) 95
Total preferred Stock 3156

NOTES TO SCHEDULE OF CONSOLIDATED CUMULATIVE PREFERRED STOCKS OF SUBSIDIARIES

(a) At the option of the subsidiary the shares may be redeemed at the_call price plus accrued
dividends. The involuntary liquidation preference is $100 per share for all outstanding shares.

(b) As of December 31, 2002 the subsidiaries had 13,749,202, 22,200,000 and 7,713,501 shares of $100,
$25 and no par value preferred stock, respectively, that were authorized but unissued.

(c) shares outstanding and related amounts are stated net of applicable retirements through sinking
funds(genera]]y at par) and reacquisitions of shares 1in _anticipation of future requirements.
The subsidiaries reacquired enough shares in 1997 to meet all sinking fund requirements on certain
segies gnti] 2008 and on certain series until 2009 when all remaining outstanding shares must be
redeemed.

(d) Not callable prior to 2003, after that the call price is $100 per share plus accrued dividends.

(e) with sinking fund. : . .

(f) The number of shares of preferred stock redeemed is 106,458 shares in 2002, 50,000 shares in 2001 and
209,563 shares in 2000.
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AMERICAN ELECTRlC POWER COMPANY INC AND SUBSIDIARY COMPANIES
~t,_fijchedule of Consohdated Lonq-term Debt of Subsndlanes ST

We1ghted Average : -" : 7 ) ' .
P;_éz Interest Rate -Interest Rates at December 31
’ December 31 2002 2002 . 200 - 2002

o mMaturity

December 31

<002 2001 .-

: : o : - (n m11110n5§ o
*‘FIRST MORTGAGE BONDS (a) LA LT , : e
- 2002-2004 , , : , v 6.00%-7.85% - 6.00%-7.85%  § 648 ’ $1,246 - .
2005-2008 - - - '”vgnr,-gf-'»" 2 6.,90%: .. 6.20%-8%. . 1 6.20%-8% 463 - . . .-699. -
2022~ 2025 o ;':_;; R ',';7.66% B 6 '875%-8.7% .. .6-7/8%-8.80% 1y_h 7730 - 0 8507

e

BN INSTALLMENT PURCHASE CONTRACTS (b) D e e e T e e
.0 2002-2009 -4.62% ‘,'3;75%-7;70% - 1.80%-7.70% - - "396 o 446
2013-2030 - .o 0 T U sIB3% 0 1135%-8.20% . 1.55%-8.20% - 1,284 1,234 -
NOTES PAYABLE (c) T T e e e R T e T o
2002-2021 T o U5.54% o . 3.732%-9.60%  A4.048%-9.60% 520 . - .. 217 -
T SENIOR' UNSECURED NOTES T BT A T S
- . 2002-2005 ST 5,.53% C o 2.12%-7.45% - 0 2.31%-7.45% 0 0 01,8347 . ¢ 1,910°°
©..2006-2012 . ﬂ B B - 5.91% - 0 4,.31%-6.91% 6.125%-6.91% . 2,295 1,727
2032-2038 - .7 U UBLGA% U 6.00%-7-3/8%,  7.20%-7-3/8% - T'690 - .- '3a0
- JunTOR DEBENTURES B TR T e o
"2025-2038 S U7.00%. . 7.60%-8.72% - 7.60%-8.72% .0 <205 0 6ls
-ASECURITIZATION BONDS o o
‘ 2003-2016 . 5L40% . 3.54%-6.25% L o= Lagey e o T
'~ OTHER LONG—TERM DEBT (d) el e s e T e L e2ar L asel
;. Unamortized D1scount (net) 5f.7*fi" R I U NI S (32) e (40).
. Total Long -term Debt e ,\gj”- o R ) -
" outstandin . e T e - - . 10 120 - .-9,505
. Less Port1on Due W1th1n One Year B T A T SRR 1,633: 1,095

“~Long-term Portion - - TEaB7 .I;E:Zi@ ;V‘

s, 75% . s ae o s

" " "EQUITY UNIT SENIOR NOTES .- ""‘f AN
oy S 575

‘NOTES TO SCHEDULE OF CONSOLIDATED LONG-TERM DEBT OF SUBSIDIARIES :““

- (a) First mortgage bonds aré secured by First mortgage 11ens on electric’ pro erty, p]ant and equ1pment . .
~."(b) - For certain series of installment purchase contracts interest rates are su Ject te periodic adjustment. -Certain

.- . series will be purchased on demand at periodic: 1nterest-ad3ustment dates. Letters of cred1t from banks and -

o standby bond purchase agreements support certain series. .

- (€} Notes payable represent outstanding promissory notes issued under term Toan agreements and revo1v1ng cred1t-

- - -agreements with a number of banks and other financial institutions. At expiration all notes then issued and

. to specified short-term interest rates.’ ‘¢
‘(d) other long-term debt consists of a:-liability a1ong w1th accrued interest for d1sposa1 of _spent nuclear. fuel
-+ . (see Note 9 of the Notes to cOnso11dated F1nanc1a1 Statements) and f1nanc1ng ob11gat1on under sale 1ease
back agreements, - S ; ) . . . . .

. Long term debt outstand1ng at December 31 2002 S
.(1ncludes Equ1ty unit Sen1or Notes) 1s payab1e as foITows...

©2003 0 o o 00 $ 01,6330 0
2004 . 7 o . 8240 T

2005 - o LT 993

©..2006 - e o 1,611
..2007 S S ST r1,081 00 _
- Later, Years S _4,3860 0 -
‘ L 10, 5zs:_w L e oA
-_Unamort1zed Discount - 3250 e

Total [ ;fiéigiégé;ffﬂ~_u3

- outstanding are due and payable. Interest rates are both f1xed and var1ab1e. Var1ab1e rates generally relate



AMERICAN ELECTRIC POWER COMPANY INC. AND SUBSIDIARY COMPANIES
Index to Combined Notes to Consolidated Financial Statements

i '
.' / »

The notes listed below are combined with the notes to financial statements for AEP
and its other subsidiary registrants. The combined footnotes begin on page L-1.

Combined

Footnote

Reference
Ssignificant Accounting Po]iciesa Note 1
Extraordinary Items and Cumulative Effect Note 2
Goodwill and other Intahgib]e Assets Note 3
Merger Note 4
Nuclear Plant Restart Note 5
Rate Matters | : Note 6
effects of Regulation Note 7
Customer Choice and Industry Restructuring Note 8
Commitments and Contingencies Note 9
Guarantees Note 10
Sustained Earnings Improvement Initiative Note 11
Acquisitions, Dispositions and Discontinued Operations Note 12
Asset Impairments and Investment value Losses Note 13
Benefit Plans Note 14
Stock-Based Compensation Note 15
Business Segments Note 16
Risk Management, Financial Instruments And Derivatives Note 17
Income Taxes ' Note 18
Basic and Diluted Earnings Per Share Note 19
Ssupplementary Information Note 20
power and Distribution Projects Note 21
Leases Note 22
Lines of Credit and Sale of Receivables Note 23
Unaudited Quarterly Financial Information Note 24
Trust Preferred Sechrities Note 25
Minority Interest in Finance Subsidiary Note 26
Equity Units Note 27
Subsequent Events (Unaudited) Note 30
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.. To the Shareholders and Board of Dlrectors

 INDEPENDENT AUDITORS'REPORT =

"",ﬁ’_-:v_ 'of Amencan Electnc Power Company, lnc

“We have audrted the acoompanymg consohdated balance sheets of Amencan Eleotnc Power Company, Inc and -
~ subsidiaries as of December 31, 2002 and 2001, and the related consolidated statements of operations, cash flows .
- and common shareholders' -equity and comprehenswe income, for each of the three years in the period ended
. December 31, 2002. “These financial statements are the responsibility of the Company's management Our, -

o respon3|b|l|ty is to express an oplnron on these f nanmal statements based on our audlts

- We conducted our audlts in accordance wnth audrtlng standards generally accepted in the Umted States of Amenca |

o " Those standards’ require that we plan and perform the audit to obtain reasonable assurance about whether the .

financial statements are free of material misstatement. An audit includes examining, on-a test basis, evidence

. supporting the amounts and disclosures in the financial statements. - An audit also includes ‘assessing the .
g.,accountmg principles used and significant estimates made by management, as well as evaluatlng the overall -
RS nanC|a| statement presentatlon We beheve that our audrts provrde a reasonable basrs for our opmlon ’

5§ .

s In our opmlon the consohdated t” nancral statements referred to above present falrly, in all matenal respects the 7

- financial position of American Electric Power Company, Inc. and subsidiaries as of December 31,2002 and 2001,
- and the results of their operations and their cash flows for each of the three years'in the period ended December -

'31 2002 in conformlty wnth accountlng pnncrples generally accepted in the Umted States of America.

‘ _' As dlscussed in Note 3 to the consohdated fi nanC|aI statements the Company adopted SFAS 142, “Goodwnll and N

B ;Other Intanglble Assets effectlve January1 2002

o _ As dlscussed in Note 13 to the consolldated fi nancral statements the Company recorded certam lmpalrments of .

. goodwnll Iong-lrved assets and other mvestments |n the fourth quarter of 2002.

- "/s/ DeIOItte & Touche LLP

o - Deloitte &Touche P
" " Columbus, Ohio -

| - February 21, 2’003‘ PR




‘\

MANAGEMENT'S RESPONSIBILITY

The management of American Electric Power Company, Inc. has prepared the financial statements and schedules
herein and is responsible for the integrity and objectivity of the information and representations in this annual report,
including the consolidated financial statements. These statements have been prepared in conformity with
accounting principles generally accepted in the United States of America, using informed estimates where
appropriate, to reflect the Company's financial condition and resuits of operatlons The information in other sections
of the annual report is consistent with these statements.

The Company’s Board of Directors has oversight responsibilities for determining that management has fulfilled its
obligation in the preparation of the financial statements and in the ongoing examination of the Company’s
established internal control structure over financial reporting. The Audit Committee, which consists solely of outside
directors and which reports directly to the Board of Directors, meets regularly with management, Deloitte & Touche
LLP - independent auditors and the Company’s internal audit staff to discuss accounting, auditing and reporting
matters. To ensure auditor independence, both Deloitte & Touche LLP and the internal audit staff have unrestricted
access to the Audit Committee.

The financial statements have been audited by Deloitte & Touche LLP, whose report appears on the previous page.
The auditors provide an objective, independent review as to management’s discharge of its responsibilities insofar
as they relate to the fairness of the Company’s reported financial condition and results of operations. Their audit
includes procedures believed by them to provide reasonable assurance that the financial statements are free of
material misstatement and includes an evaluation of the Company’s internal control structure over financial
reporting.
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INDIANA MICHIGAN POWER COMPANY

 AND SUBSIDIARIES



INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

Selected Consolidated Financial Data '
. Year Ended December 31,
2002 2001 2000 ’ 1999 “ 1998
(in thousands)

INCOME STATEMENTS DATA:

Operating Revenues $1,526,764 $1,526,997 $1,488,209 $1,351,666 $1,405,794
Operating Expenses 1,375,575 1.367,292 1,522,911 1,243,014 1,239,787
Operating Income

(Loss) 151,189 159,705 (34,702) 108,652 166,007
Nonoperating Items, ‘

Net 16,726 9,730 9,933 4,530 (839)
Interest Charges 93,923 93,647 107,263 80,406 68,540
Net Income (LoOSS) 73,992 75,788 (132,032) 32,776 96,628
Preferred Stock :

Dividend

Requirements 4,601 4.621 4,624 4,885 4,824

Earnings (Loss)
Applicable to

Common Stock $ 69,391 $ 71,167 $(136,656) $ 27,891 § 91,804
December 31,
2002 2001, 2000 1999 1998

(in thousands)
BALANCE SHEETS DATA:

Electric utility

Plant $5,029,958 $4,923,721 $4,871,473 $4,770,027 $4,631,848
Accumulated

Depreciation and

Amortization 2,568.604 2,436,972 2,280,521 2,194,397 2,081,355
Net Electric uUtility

Plant $2,461,354 $2,486,749 $2,590,952 $2,575,630  $2,550,493
Total Assets $4,587,191  $4,394,062 $5,774,108 $4,575,210 4,148,523
Common Stock and

Paid-in capital $ 915,144 §$ 789,800 $§ 789,656 $ 789,323 $ 789,189

Accumulated other ,
Comprehensive Income
(Loss) (40,487) (3,835)

Reta%ned Earnings 143,996 74,605 3.443 166,389 253,154
Total Common
Shareholder's Equity $1,018,653 §$ 860,570 $ 793,099 §$ 955,712 $1.042,.343
Cumulative Preferred
Stock:
Not Subject to
Mandatory
Redemption $ 8,101 § 8,736 $ 8,736 § 9,248 $ 9,273
Subject to
Mandatory
Redemption (a) 64,945 64,945 64,945 64,945 68,445

Total Cumulative

Preferred Stock §$ 73,046 $ 73,681 $ 73,68 & 74,193 § 77,718
Long-term Debt (a) 31,617,062 $1,652,082 $1,388,939 $1,324.326  $1,175,789

Obligations under

Capital Leases (a) § 50,848 § 61,933 § 163,173 § 187,965 § 186,427

Total Capitalization

And Liabilities $4,587,191 34,394,062  $5,774,108 $4,575,210  $4,148,523

(a) Including portion due within one year.
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L INDIANA MICHIGAN POWER COMPANY AND SUBSlDlARIES

‘Manaqement s Dlscussmn and Analvsrs of Results of Operatlons -

,‘_'AI&M is a publlc utrllty engaged in- the'
- -_generation, purchase, sale, transmission and . -
- distribution of electric power to 571, 000 retail
- _customers in its service territory -in northemv
‘and: eastern - Indiana and :a -portion of
southwestern Michigan.- As a member ofthe =
" AEP Power Pool, 1&M shares the revenues = .
~ - and the costs of the. AEP Power Pool's' -
" wholesale sales to nelghborlng utilities and
.. power marketers 1&M also sells wholesale . =
. .- power. to _mun|C|pal|tles and -electric - - }Note 5)
© ,cooperatlves N Y '

I The cost of the AEP Power Pool s generatlng"'i KN
. capacity is allocated among its members =
- based on their relative peak demands and’

generatmg reserves through the payment of

~ . capacity charges and the receipt of capacity

. credits. - AEP.Power Pool members are also - -
- - compensated for the out-of-pocket costs of E
.“energy delivered to the AEP Power Pooland

~ charged for energy received -from the AEP -
" . Power Pool. The AEP Power Pool calculates

each company's prior twelve month peak
~demand relative to the total peak demand of -

_ - all member companies as a basis for sharing *
The result of this .

revenues and: costs.

-+ calculation is each company’s member load .
- -ratio (MLR) which determines each compan}fs
. percentage share of revenues and costs

L __Under : un|t power agreements I&M e

- purchases AEGCo's 50% share of the 2 600 -

.- MW Rockport Plant capacnty unless itis sold .~

" to other utilities. AEGCo is an affiliate thatis =

* " not a member of the AEP Power Pool. An -
-+ agreement between.. AEGCo,  and KPCo ~/:iiii..:.

" provides for the sale of 390 MW of AEGCo's -~ = 7 o

- Rockport Plant capacity to KPCo through

. -2004.. The KPCo agreement extends until - e
.. December 31, 2009 for Rockport Unit-1 and e

- until. December. 7, 2022 for.Rockport, Plant - -~

~ Unit 2 if AEP's restructuring ‘settlement - '

. agreement filed with the FERC :becomes -

.. operative. Therefore, 1&M purchases 910MW ~

of AEGCos 50% share of Rockport Plant SR

2 : capacrty

' "Results of Operatlons

;,:; ..:'Dunng 2002 Net lncome decreased by $2 -
_ -~ million "due to increased - operatlon‘s_ ‘and -

“;*Reflects th
“transm1551on and distribution ' revenues
included “in -bundled. reta11 rates to _energy
B de11very T :

0‘1

‘ﬂ,_malntenance costs lncurred as part of», o
- :planned and* unplanned - outages. at Cook [
Plant and Rockport Plant ‘ oL

' aDurmg 2000 both of the Cook Plant nuclear’, PR

units were successfully restarted after belng. LT

- shutdown .. in .. September - 1997 - due - to

-~ questions regarding the operability of certam R
. safety. systems which arose during a NRC- -

architect . englneer desrgn mspectlon (see o

L As a result of costs mcurred in 2000 torestart
‘the Cook Plant and a disallowance of interest”
deductlons for . a - corporate owned _life
- - insurance (COLI) program, Net Income

“increased in- 2001 by $208 million. In
" February 2001 the U.S. District Court for the
- Southern District of Ohio ruled ‘against AEP. -
and certain of its subsidiaries, including I&M,

in‘a suit over deductlblllty of interest claimed i

“in AEPs consolidated tax return related to -

-7 COLL " In" 1998 and 1999 I&M paid the :

o disputed taxes and interest attributable tothe

- COLlinterest deductions forthe taxableyears = -~ = - -
~1991-98 and defeired them.  The deferrals -~

., were expensed and lmpacted Net Income in -

E }2000 - - A . S

T Operatlnq Revenues lncrease

Operatlng Revenues were ﬂat in 2002 and )
- increased 3% in 2001. The 2001 increase .
‘ureflects increased “sales to AEP: affiliates
- ‘through the AEP Power Pool. The followmg :
N analyzes the changes in Operatlng Revenues

'7~ Increase (Decrease)
From Previous Year

v"g - (dd1Tars in millions)
. 02 : 2001

. Amount % - Amount - % -
‘Retail* s 28 2 g $ (2.3) - nN.M
Marketing . . . L1 o Q2.0) (4)
Other . . jA 2 6 6 5.0 - 13
SoTotals ooV e T '
“”f;;-wholesale S e . o
- Electric1ty'4v33.4, 37 7(9.3) NeS IS
- Delivery* - . - 7 3 2 3.4 S §
- - .Sales to AEP . oL
T Affiliates (40 ) (16) __44.7 21

L Total “.é=£2¢2) 5—3§f8 3

f"ifN M = Not Meantngful

allocat1on " of . certain -



The increase in Operating Revenues in 2001
is primarily due to increased sales to AEP
affiliates reflecting increased availablility of the
Cook Plant. The return to service of the Cook
Plant units increased the amount of power
I&M could sell to its affiliates in the AEP
Power Pool.

Operating Expenses

Total Operating Expenses increased 1% in
2002 and decreased 10% in 2001. The 2001
decrease was primarily due to the unfavorable
COLI tax ruling and costs related to the
extended Cook Plant outage and restart
efforts in 2000. The changes in the
components of Operating Expenses were:

Increase (Decrease)
From Previous Year
dollars in millions

2002 2001

Amount %  Amount %
Fuel $(10.6) (4 $ 39.2 19
wholesale
Electricity
Purchases 4.7 25 4.9 36
AEP Affiliate
Purchases (4.5) (2) (27.2) (10)
other Operation 13.6 3 (147.7) (25)
Maintenance 24.3 19 (92.6) (42)
Depreciation and
Amortization 3.8 2 9.3 6
Taxes Other Than
Income Taxes (7.8) (12) 4.9 8
Income Taxes 15.2) (28) 53.6 N.M.
Total 1 ) (10)

N.M. = Not Meaningful

Fuel expense decreased in 2002 due to lower
average costs of fuel and a decline in nuclear
generation. The increase in Fuel expense in
2001 reflects an increase in nuclear
generation as the Cook Plant units returned to
service following the extended outage.

Wholesale Electricity purchases increased in
2002 and 2001 due to increased purchases
from third parties for sales for resale. AEP
Affiliates purchases declined in 2002 due to
lower purchases from AEGCo at lower costs.
The decline in purchased power from AEP
affiliates in 2001 reflects generation from the
Cook Plant replacing purchases from the AEP
Power Pool which declined 21%.

Other Operation expense increased in 2002
primarily due to higher costs for pensions,
other benefits and insurance. The decrease
in Other Operation and Maintenance
expenses in 2001 was primarily due to the
cessation of expenditures to prepare the Cook

G-3

Plant nuclear units for restart with their return
to service in 2000. Maintenance expense
increased for nuclear maintenance costs
incurred during refueling outages in 2002.

The increase in Depreciation and
Amortization charges in 2001 reflects
increased generation and distribution plant
investments and amortization of 1&M's share
of deferred merger costs.

Due to a change in the Indiana property tax
law which lowered the floor percentage for
calculating tax liability, Taxes Other Than
Income Taxes declined in 2002, Taxes Other
than Income Taxes increased in 2001 due to
higher real and personal property tax expense
from the effect of a favorable accrual
adjustment of amounts recorded in December
2000 to actual expenses.

Income Taxes attributable to operations
decreased in 2002 due to a decrease in pre-
tax operating income. The significant
increase in Income Taxes attributable to
operations in 2001 is due to an increase in
pre-tax operating income.

Nonoperating Income,
Expenses and Income Taxes

Nonoperating

The decrease in Nonoperating Income in
2002 is primarily due to decreased net gains
on forward electricity trading transactions
outside AEP’s traditional marketing area. The
increase in Nonoperating Income in 2001 is
primarily due to increased net gains on
forward electricity trading transactions outside
AEP’s traditional marketing area.

Nonoperating Expenses decreased in 2002
due to decreased trading overheads and
traders’ incentive compensation.
Nonoperating Expenses increased in 2001
due to increased trading overheads and
traders’ incentive compensation.

The increase in Nonoperating Income Taxes
in 2001 reflects the increase in nonoperating
pre-tax income.

Interest Charges

The decrease in 2001 Interest Charges
reflects the recognition in 2000 of deferred



'lnterest payments to the IRS ‘on dlsputed_
income taxes from. the disallowance-of tax =",

deductions for COLI mterest for the: yearsffff ERNEET

1991 1998




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

Consolidated Statements of Income

OPERATING REVENUES:
wholesale Electricity
Energy Delivery
sales to AEP Affiliates

TOTAL OPERATING REVENUES

OPERATING EXPENSES:
Fuel
Purchased Power:
wholesale Electricity
AEP Affiliates
Other Operation
Maintenance i .
Depreciation and Amortization
Taxes other Than Income Taxes
Income Taxes
TOTAL OPERATING EXPENSES
OPERATING INCOME (LOSS)
NONOPERATING INCOME
NONOPERATING EXPENSES
NONOPERATING INCOME TAXES
INTEREST CHARGES
NET INCOME (LOSS)

PREFERRED STOCK DIVIDEND REQUIREMENTS

EARNINGS (LOSS) APPLICABLE TO COMMON STOCK

Consolidated Statements of Comprehensive Income

NET INCOME (LOSS)

OTHER COMPREHENSIVE INCOME (LOSS)
Cash Flow Interest Rate Hedge
Cash Flow Power Hedge
Minimum Pension Liability

COMPREHENSIVE INCOME (LOSS)

i

vear Ended December 31,

2002 . 2000
(in thousands)
$ 990,905 $ 957,548 $§ 966,882
321,721 314,410 311,019
214,138 255,039 210,308
1,526,764 1,526,997 1,488,209
239,455 250,098 210,870
23,443 18,707 13,785
233,724 238,237 265,475
462,707 449,115 596,861
151,602 127,263 219,854
168,070 164,230 154,920
57,721 65,518 60,622
38,853 54,124 524
1,375,575 1,367,292 1,522,911
151,189 159,705 (34,702)
93,739 97,810 76,499
71,029 83,037 62,377
5,984 5,043 4,189
93,923 93,647 107,263
73,992 75,788 (132,032)
4,601 4,621 4,624
$ 69,391 § 71,167 $(136,656)
Year Ended December 31,
2002 2001 2000
(in thousands)
$ 73,992 $75,788 $(132,032)
3,835 (3,835)
(286) - -
(40,201) -
$ 37,340 $71,953 $(132,032)

See Notes to Financial Statements beginning on page L-1.
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* INDIANA MICHIGAN POWER GOMPANY AND SUBSIDIARIES e e

b : Consolldated Statements of Retamed Earnlnqs

o ;Retatned Earntngs January 1 v

: *E;TNet Income (Loss)

A“lfoeducttons

Cash D1v1dends Dec]ared
~Common Stock -
~-Cumulative Preferred Stock

o 4-1/8% Sertes' S
~’f'4 56% Series-
7 4.12% Series

o 5.90% series =

.. 6-1/4% series: .
. 6.30% series
'6-7/8% Series:

Total Cash Dtv1dends Dectared”jf{f:a;‘”

o Capttat Stock Expense -
’ N Tota1 Deducttons ’

“’Retatned Earn1ngs December 31

o

'f'$174,605'~5
© 7 73992

. 148,597

J'See thes ‘to F7nanc7a7 Statements beg7nn7ng on page L-l

- Year Ended December 31
-:2002,,- -

2001

(1n thousahds)
g 13,443 -

75,788

‘2000'

$ 166 389
(132 032)

79 231;;:

34 357

26 290;;




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
Consolidated Balance Sheets

ASSETS

ELECTRIC UTILITY PLANT:
Production
Transmission
Distribution
General (including nuclear fuel)
Construction Work in Progress
Total Electric utility Plant
Accumulated Depreciation and Amortization
NET ELECTRIC UTILITY PLANT

NUCLEAR DECOMMISSIONING AND SPENT NUCLEAR
FUEL DISPOSAL TRUST FUNDS

LONG-TERM ENERGY TRADING AND DERIVATIVE CONTRACTS
OTHER PROPERTY AND INVESTMENTS

CURRENT ASSETS:

Cash and cash Equivalents
Advances to Affiliates
Accounts Receivable:

Customers

Affiliated Companies

MiscelTlaneous

A1}owance for Uncollectible Accounts
Fue

Materials and Supplies .

Energy Trading and Derivative Contracts
Accrued Utility Revenues

Prepayments and oOther

TOTAL CURRENT ASSETS

REGULATORY ASSETS
DEFERRED CHARGES

TOTAL ASSETS

See Notes to Financial Statements beginning on page L-1.
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December %1.

2002

2001

(in thousands)

$2,758,160

$2,768,463
971,599 957,336
921,835 900,921
220,137 233,005
147,924 74,299
5,029,958 4,923,721
2,568,604 2,436,972
2,461,354 2,486,749
870,754 834,109
83,265 82,898
120,941 127,977
3,237 16,804
191,226 46,309
67,333 60,864
122,489 31,908
30,468 25,398
(578) (741)
32,731 28,989
95,552 91,440
68,148 108,895
6,511 2,072
11,899 6.497
629,016 418,435
348,212 408,927
73,649 34,967
$4,587,191 34,394,062



- pecember-31, ..
2002 . 2001 . -
- (Tn thousands) -

CAPITALIZATION AND LIABILITIES '.:“;I"‘ -

CAPITALIZATION - - .
“Common Stock - No Par Va]ue ’ , ‘ SRR S L

. Authorized - 2,500,000 Shares ;-v"'g<'_ S T ‘ ,k'~c-'5u e
,gﬁ. Outstanding -/1 400 000 shares *ﬁ;'f-f;ﬂ AR TR TP, 56 584 _$ 56,584 < .-

- pPaid-in.capital : : e tEns o "'858 560 ¢ 733 216 .
- Accumulated Other. Comprehen51ve Income (Loss) LT e "7(40 487) - (3, 835)

Retained Earnings: - : S T o 143,996 74, 605 -

-~ Total Common Shareho1der 'S Equ1ty I NS o 1 018 653 “-. - 860,570
»rCumu1atTve Preferred stock: - N ER L RS O
- Not 'Subject to Mandatory RedemptTon _*“'“ T Z‘”ifl‘? 8 101 sl 8,736

SRR Subject to Mandatory RedemptTDn . ;~~T_i B S 64,945 . 64,945’97>?
- ,Long term Debt. P SRRSOt 1,587,062 1,312,082

TOTAL CAPITALIZATION {; T R S r55_2,678,76111};24246.333,g;ff

. f OTHER NONCURRENT LIABILITIES e LR T s T P P
“ " Nuclear DecommTSSTonTng S ',,“vs'zif ,i* :*&;'5 L. i .0 620,672, . 600,244
Other .;,A : “f’-} L 22138,965 L 87,025 -
-+ TOTAL OTHER NONCURRENT LIABILITIES Sl 70 759,637 . 687,269

- CURRENT LIABILITIES S : TR T e R
" Long-term Debt Due W1th1n One Year e e e e 030,000 340 000
-~ -Accounts Payable - General’ ' e b e 125,048 - - 1 86,766
.- - Accounts Payable - Aff111ated CompanTes ST e e T 93,608 - 43,956 -

‘Taxes Accrued .. .~ . Coee s e e e 71,5589 ‘.69,761 o

~ Interest Accrued .. 4 B ,isivif,é‘,;':;'~f», . .21,48100 . .0 20,691 -

.. Obligations under Cap1ta1 Leases S Lkl'] el e T oo 8,229 0000010, 840

" Energy TradTng and Der1vat1ve Contracts LT e T 48,568 0 0 93,413
Other - . ‘~,q[ R 92,822 . - 76,486

s TOTAL CURRENT LIABILITIES ;,;g;kgu.},.;.ghta 0.0l 401,315 741,913 - -

Vl{DEFERRED INCOME TAXES = j356 197E.i%?»400.53il5s

';DEFERRED INVESTMENT TAx CREDITS . ““_'97,709;"3{”'105;4495 e

. DEFERRED GAIN ON SALE AND* LEASEBACK -jkr«{lgﬁgg:;L{gt;«, o
- ROCKPORT PLANT UNIT 2 ;' . R

‘f‘73;885'fTA: 77;592.-'“"

LONG- ~TERM. ENERGY TRADING AND DERIVATIVE CONTRACTS ol e 32,261 _ 42,936

"ff;REGULAToRY LIABILITIES AND DEFERRED CREDITS jf{is,{»}:g}?][':';*3f‘97;426,f1v' 92,039

”'; COMMITMENTS AND CONTINGENCIES (Note 9)

TOTAL CAPITALIZATION AND LIABILITIES

, See thes to F7nanc7a7 Statements beg7nn7ng an page L-lif;,i‘"‘;“"




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARiES
Consolidated Statements of cash Flows

¢ vear Ended December 31,
2002 2001 2000
(in thousands)

OPERATING ACTIVITIES!:

Net Income (LoOSsS) $ 73,992 $ 75,788 $(132,03
Adjustments for Noncash Items:
Depreciation and Amortization 168,070 166,360 163,39
Amortization (pDeferral) of Incremental Nuclear
Refueling outage Expenses (net) (26,577) 418 5,73
Amortization of Nuclear outage Costs 40,000 40,000 40,00
Deferred Income Taxes (16,921) (29,205) (125,17
Deferred Investment Tax Credits (7,740) (8,324) (7,85
unrecovered Fuel and Purchased Power Costs 37,501 37,501 37,50

Changes in Certain Current Assets
And Liabilities:

Accounts Receivable (net) (102,283) 64,841 (25,30
Fuel, Materials and Supplies (7,854) (19,426) 10,74
Accrued Uti1it¥ Revenues (4,439) (2,072) 44,42
Accounts Payable 87,934 (60,185) 85,05
Taxes Accrued 1,798 1,345 19,44
Mark-to-Market of Energy Trading and
Derijvatives Contracts 9,517) (62,647) 14,83
Disputed Tax and Interest Related to COLI - - 56,85
Regulatory Asset - Trading Losses (992) 8,493 (17,91
Regulatory Liability - Trading Gains 2,494 34,293 (7,41
Cchange in Other Assets (28,233) (5,871 (68,16
Change 1in Other Liabilities 21,001 (5,102) 37,30
Net cash Flows From Operating Activities 228.234 236,207 131,43
INVESTING ACTIVITIES:_
Construction Expenditures (167,484) (91,052) (171,07
Buyout of Nuclear Fuel Leases - (92,616) -
other 1,759 1,074 5
Net cash Flows Used For Investing Activities (165,725) (182,594) (170.4
FINANCING ACTIVITIES:
Capital Contributions from Parent Company 125,000 - -
Issuance of Long-term Debt 288,732 297,656 199,22
Retirement of Cumulative Preferred Stock 424) - 31
Retirement of Long-term Debt (340,000) (44,922) (148,00
change in Advances from Affiliates (net) (144,917) (299,891) 253,58
Change in Short~term Debt (net) - - (224,26
Dividends Paid on Common Stock - - (26,29
Dividends pPaid on cumulative Preferred Stock (4,467) (4,487) (3,36
Net Cash Flows From (Used For)
Financing Activities (76,076) (51.644) 50,56
Net Increase (Decrease) in Cash and
Cash Equivalents (13,567) 1,969 11,52
Cash and cCash Equivalents January 1 16,804 14,835 3,31
Cash and cash Equivalents December 31 $ 3,237 $ 16,804 $ 14,83

Supplemental Disclosure: .
Cash pajd for interest net of capitalized amounts was $89,984,000, $92,140,000 a
$82,511,000 and for income taxes was $60,523,000, $100,470,000 and $73,254,000 in 2002, 20
and 2000, respectively. Noncash acquisitions under capital leases were $1,023,000 a
$22,218,000 in 2001 and 2000, respectively.

See Notes to Financial Statements beginning on page L-1.



. Senior Unsecured Notes

INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES -
Consohdated Statements of Capltahzat:on -

/

"1_ COMMON SHAREHOLDER s EQUITY “ﬁ: :”5-"'

PREFERRED .STOCK: Lo
.~ 3100 par value - Author1zed 250 000 shares A
. $25 Par Va1ue - Author1zed 11 200 000 shares‘t'

ca11 Pr1ce : : o C .
o '{ December 31, Number of Shares Redeemed . ,Outstand1ng
Series 2002 (a) _Year Ended December 31, . December 31I 2002
T . . . . 2002 . 2001 - 2000 . -
' Not SubJect to Mandatory Redempt1on 5100 Par'l;;..i'hr 5 f
o 4- 1/8% . - 106. 125 o ,~ : 20‘3' A '55, 369
2 4.56% - 102 - o R - 14, 412
4.12% . 102. 728 7 6 326 - - ‘ 11,230 -
. SubJect to Mandatory Redempt1on $100 Par(b) ':;]" o U .,?7;
5.90% " (c) - - - 152,000 . -
6-1/4% (c)- - - - .- +-192,500 -
- 6.30% Ec); o - = - L 132,450 . -
6 7/8% (d) - - - - 172,500 . -

_‘LONG—TERM DEBT (See Schedu]e of Long term Debt)

 First_Mortgage Bonds - SR
Installment Purchase COntracts i

-term Debt (e) . ° EF;' TR e e
“Junior Debentures LT
Less Portion Due within’ One Year S

_Other Lon

Long term Debt Exc1ud1ng Port1on Due W1th1n One
. ]TOTAL CAPITALIZATION - R

' ‘shares -

Yearub’ﬂi‘-ﬂj,,,;'

' December-Bl

2002

(1n thousands)

' 51,018,653

. 174,245

1.310,336
D -747,027 ¢ -
223,736
Cohas
G000 -

1,587.062

§;a§1§*1§;

'(a)’The cumulative preferred stock is ca11ab1e at the £r1ce 1nd1cated p1us accrued dividends

. (b) ‘sinking fund provisions require the redemption of 1

-/ 2006 and 2007, The sinking fund

- purchase of shares in-advance of these due dates._

sinking fund requirement. .. .-

- (c) Commencing in 2004 and continuin
. series,

~ -provisions at its option and all remainin

- are_callable beginning November 1, 2003
1, 2004 for the 6

or the 5

15,000 -shares of the 6-1/4% series and 17,500 shares of the 6.

$ 860.570

ol 64,945 -

. 264,141

310,239 -
696,144
219,947
161,611

.!”'_cm.&) :

1,312,082 :

éziliéiéié

000 shares in 2003 and 67,500 shares in each of 2004 2005
provisions of each series subject . to mandatory redem

tion have been met by
Shares prev1ous1y purchased may -

e app11ed to meet. the |

through 2008 18M may redeem, at $100 per" share, 20, 000 shares of the 5.90%
30% series outstand1ng under.sinking fund . -
outstand1ng shares must be redeemed not later than 2009,

The series

5.90% series, December 1 2003 for the 6- 1/4% series and March

6.30% series at $100 plus accrued dividends.

(d) .Commencing 1in 2003 and continuing through.the year 2007, a s1nk1ng fund will requ1re “the redempt1on of 15,000 -
-"shares each year and the redemption of the remaining shares outstanding on.April-1,.2008, in each case at 5100 K

- per share.

- (e) Represents a 11ab111ty for SNF d1sposa1 1nc1ud1ng 1nterest payab

Callable at $100 per share plus_accrued dividends be?1nn1nghFeb5uary 1
e to the DOE

C See thes to F7nanc7a7 Statements beg7nn7ng on page L-l

B See Note 9.



INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

Schedule of Lonq_-term Debt

First mortgage bonds outstanding were as

follows:
December 31,

2002 2001
(in thousands)
% Rate Due
7.60 2002 - November 1 § - $ 50,000
7.70 2002 - pecember 15 - 40,000
6.10 2003 - November 1 30,000 30,000
8.50 2022 - pecember 15 75,000 75,000
7.35 2023 - october 1 15,000 15,000
7.20 2024 - February 1 30,000 30,000
7.50 2024 - March 1 25,000 5,000
Unamortized Discount _(755) (85%)

First mortgage bonds are secured by a first
mortgage lien on electric utility plant. Certain
supplemental indentures to the first mortgage
lien contain maintenance and replacement
provisions requiring the deposit of cash or
bonds with the trustee, or in lieu thereof,
certification of unfunded property additions.

Installment purchase contracts have been
entered in connection with the issuance of

pollution control revenue bonds by
governmental authorities as follows:
December 31,
2002 2001
(in thousands)
% Rate Due .
City of Lawrenceburg, Indiana:
7.00 2015 - April 1l $ 25,000 $ 25,000
5.90 2019 -~ November 1 52,000 52,000
City of Rockport, Indiana:

(a§ 2014 - August 1 - 50,000
7.60 2016 - March 1 40,000 40,000
6.55 2025 - June 1 50,000 50,000

(b) 2025 - June 1 50,000 50,000
4.90(c) 2025 - June 1 50,000 -
City of sullivan, Indiana:

5.95 2009 - May 1 45,000 45,000
uUnamortized Discount (1,664) (1.761)

(a) A variable interest rate was determined
weekly. The average weighted interest
rates were 1.5% in 2002 and 2.4% for 2001.
In June 2001 an auction rate was
established. Auction rates are determined
by standard procedures every 35 days. The
atction rate for 2002 ranged from 1.3% to
1.7% and averaged 1.5%. The auction rate
for June through December 2001 ranged from
1.55% to 2.9% and averaged 2.4%. Prior to
June 25, 2001, an adjustable interest rate
was a daily, weekly, commercial paper or
term rate as designated by I&M. A weekly
rate was selected which ranged from 1.9%
5004.9% in 2001 and averaged 3.3% during
001.

Rate is fixed until 3June 1, 2007 (term
rate bonds).

42

(©

G-11

The terms of the installment purchase
contracts require 1&M to pay amounts
sufficient for the cities to pay interest on and
the principal of (at stated maturities and upon
mandatory redemptions) related pollution
control revenue bonds issued to finance the
construction of pollution control facilities at
certain generating plants. The term rate
bonds due 2025 are subject to mandatory
tender for purchase on the term maturity date
(June 1, 2007). Accordingly, the term rate
bonds have been classified for repayment
purposes in 2007 (the term end date).

Senior unsecured notes outstanding were as
follows:

December 31,
2002 2001
(in thousands)
% Rate Due
(a) 2002 - Seqtember 3% - $200,000
6-7/8 2004 - July 1 150,000 150,000
6.125 2006 - becember 15 300,000 300,000
6.45 2008 - November 10 50,000 50,000
6.375 2012 - November 1 100,000 -
6 2032 - pecember 31 150,000 -
Unamortized Discount (2,973) 3.856)
Ll_é«]__.&m

(a) A floating dnterest rate was determined
quarterly. The rate on December 31, 2001
was 2.71%. The average interest rates were
2.6% in 2002 and 5.1% in 2001.

Junior debentures outstanding were as

follows:
. December 31,

00 T 2001

(in thousands)

% Rate Due
8.00 2026 - march 31 § 40,000 $ 40,000
7.60 2038 - 3June 30 125,000 125,000

Unamortized Discount
Total

(3,282) (3,389
3161,718  3161,611

Interest may be deferred and payment of
principal and interest on the junior debentures
is subordinated and subject in right to the
prior payment in full of all senior indebtedness
of I&M.

At December 31, 2002, future annual long-
term debt payments are as follows:

. Amount
{in thousands)
2003 $ ,
2004 150,000
2005 -
2006 300,000
2007 50,000
Later Years 1,095,736
Total Principal Amount 1,625,736
unamortized Discount (8,674
Total $1,617,062
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INDEPENDENT AUDITORS’ REPORT

To the Shareholders and Board of
Directors of Indiana Michigan Power Company:

We have audited the accompanying consolidated balance sheets and consolidated statements of
capitalization of Indiana Michigan Power Company and subsidiaries as of December 31, 2002 and
2001, and the related consolidated statements of income, comprehensive income, retained earnings
and cash flows for each of the three years in the period ended December 31, 2002. These financial
statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the
financial position of Indiana Michigan Power Company and subsidiaries as of December 31, 2002
and 2001, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2002 in conformity with accounting principles generally accepted in the
United States of America.

Is/ Deloitte & Touche LLP
Deloitte & Touche LLP

Columbus, Ohio
February 21, 2003
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o 2 Extraordtnary Items and Cumulattve Effect

E 4 Merger

R 'COMBINED NOTES TO FINANCIAL STATEMENTS

"_wlndex to Comblned Notes to Fmancual StatementS ‘f.

/,.r‘.»

. /;

" -The notes to ftnanc1al statements that foIIow are a combtned presentatton for AEP and ItS subS|d|ary
: regtstrants The foIIowmg Itst of footnotes shows the regtstrant to WhICh they apply

L ,1 StgntfcantAccounttng Pohcues

3 Goodwnll and Other Intangtble Assets B

5, Nuclear PIant Restart
- 6.Rate Matters ’ |

. 7.Effects of Regulation . .

8. Customet Choice and Industry Res‘tr’uotdrving :

9. Commitménts and Contingencies

“10. Guarantees s

o v‘It.’Sdstaihed Earningsi,lmoro\_/ement ‘Initiative.f‘ "

g AEP AEGCO APCo CSPCO I&M KPCo, OPCO

' PSO SWEPCO TCC, TNC

e AEP APCo, CSPCo OPCo, ‘SWEPCo, TCe, TNC
- ”-AEP SWEPCo |

g AEP, 1am, KPCo PSO SWEPCo TCC TNC B
e : ‘AAEP I&M |

B AEP KPCo PSO SWEPCo TCC; TNC -

AEP AEGCo APCO CSPCO I&M KPCO OPCO
PSO SWEPCo TCC, TNC .

AEP APCO CSPCO I&M OPCo PSO SWEPCO
},: TCC TNC

’i’;“i_,AEP AEGCo 'APCo, CSPCo, I&M KPCo OPCo
-PSO, SWEPCo, TCC, TNC o ‘

% AEP, AEGCo, APCo, GSPCO, I&M KPCo, OPCo,'
~ PSO, SWEPCo, TCC,TNC - |

AEP AEGCO APCo CSPCo I&M KPCO OPCo, '

e PSO SWEPCO TCC TNC -

';12 Acqunsmons Dtsposmons and Dlsconttnued :

Operattons

13 Asset Impatrments and Investment Value I’.';

Losses _
14. Benef tPlans -
15. S'tock-Basedj Com'pen_s'ation‘ . -
16. Business Segments o |

17. Rtsk Management FtnanCIaI Instruments
‘ and Dertvattves :

' AEP; OPCo, SWEPCo, TCC, ™
,;_'A'EP, Atﬁ_oo,' cs'tboo; I&M',AK'F_‘C‘o, oPCo,' T'co; TNC |
- AEP, APGo, GSPCo, 1&M, KPCo, OPCo, PSO,

- SWEPCo,TCC,TNG

S ’}f»_fjAEP -

AP, AEGCo, APCo, CSPCo, I&M KPCo, OPCo, -
PSO,SWEPCo, TCC,TNC

| . AEP, AEGCO APCO CSPCO I&M KPCO OPCO
' ,PSO SWEPCO TCC TNC



18.

19.
20.
21.

22.
23.
24.

25,
26.
27.
2.

29.

30.

Income Taxes

Basic and Diluted Earnings Per Share
Supplementary Information
Power and Distribution Projects

Leases
Lines of Credit and Sale of Receivables
Unaudited Quarterly Financial Information

Trust Preferred Securities

Minority Interest in Finance Subsidiary
Equity Units

Jointly Owned Electric Utility Plant

Related Party Transactions

Subsequent Events (Unaudited)

AEP, AEGCo, APCo, CSPCo, I&M, KPCo, OPCo,
PSO, SWEPCo, TCC, TNC

AEP
AEP, APCo, CSPCo, I&M, OPCo
AEP

AEP, AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo,
PSO, SWEPCo, TCC, TNC

AEP, AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo,
PSO, SWEPCo, TCC, TNC

AEP, AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo,
PSO, SWEPCo, TCC, TNC

AEP, PSO, SWEPCo, TCC

AEP

AEP

CSPCo, PSO, SWEPCo, TCC, TNC

AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO,
SWEPCo, TCC, TNC

AEP
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. generation, -

1 Slgnrt”cant Accountmg Pollcres

_principal  business conducted by [its “eleven

- domestic electrlc utrlrty operatlng companles isthe -
transmission - and - distribution “of " -

~ electric power. Nine of AEP’s’ eleven domestic - . "
o electric utility operating companies, T
I1&M, - KPCo, OPCo, PSO,. SWEPCo,

" CSPCo,
TCC, TNC, -are SEC reg|strants ‘AEGCo is a

~ 'Federal Power Act and follow the Uniform System:. .
of Accounts prescribed by FERC. They are
subject to further regulation with regard to rates
~" and- other”

matters

r_by sta‘te
co’mmisslons . R

~.AEP also engages in wholesale marketrng and - .

.-trading of electricity, natural gas and to a lesser

“extent, other commodities in the United States - .
" and Europe. In addition, the Company’s domestic - o
o _Basts ofAccountlng As the owner of cost-based ,

“ rate-regulated electric public utility companies,
" "AEP Co., Inc.'s consolidated financial statements -
- reflect the actions of regulators that result in the
" ‘recognition of revenues and expenses in different
“time perlods than enterprises that are not rate-

. operations include non-regulated ‘independent

power and cogeneration facilities, coalmlmng and .
intra-state midstream natural gas operatlons in

: Loursrana and Texas

. _.'_Internatronal operatlons
electricity and -other.

wholly-owned or partially-owned by various AEP

- subsidiaries. We also maintained operations in - .-
. Brazil through the fourth quarter of 2002.. See -
Note 13 for discussion of impaired mvestments h

- . and assets held for sale

~The Company also operates domestlc bargrng”'v
operations, . provides: various energy related
‘services and furnishes communications related

|nclude supply of
, .non- regulated -power
- .generation prOJects in the United Kingdom, and to S
a lesser extent in Mexico, Australia, Chinaandthe - -
~Pacific Rim region. - These operations are either

APCo,

f__joperatlons and transmrssron rates and the state'

o commissions regulate retail rates.
Busmess Operat/ons - AEP S (the Company s) R _
" - . Mexico and Brazil are regulated by the authorities -
" of that country and are generally subject to pnce v
_controls

The prices
charged by foreign subsidiaries located in China, -

 Principles of Consolidatior - AEP's consolidated
- financial statements include AEP Co., Inc. and its -

L wholly-owned and majonty-owned sub5|d|ar|es

. - domestic generating company wholly-owned by
~ ~ AEP thatis an SEC registrant. These companies -
“-are subject to regulation by the FERC underthe. -

reguiatory

" 'substantially
.. consolidated “financial statements . for APCo
. CSPCo, 1&M, PSO, SWEPCo and TCC include
~ “the. registrant and its wholly-owned subsidiaries.
... Significant mtercompany items are eliminated in
- consolidation.
- substantially controlled that are 50% or less
. owned are accounted for using the equrty method
“with “their * equity earnings included in Other
““Income for AEP and nonoperatlng income for the :
jregrstrant subsrdlarres :

““expenses)  and

consolidated  with * their

, wholly—owned
“controlled . “ subsidiaries. The

- Equity ~ investments  not

‘regulated.” -In accordance with SFAS 71,
;_“Accountlng for the Effects of Certarn Types of -
-Regulation,”  regulatory - assets (deferred

regulatory - liabilities - (future

revenue reductions or refunds) are recorded to
-+ reflect, the economic' effects of reguiation by

: :»matchlng expenses with their | recovery through’

regulated revenues. Application of SFAS 71 for .
" the generation portion of the business was
" .discontinued as follows: in Ohio by OPCo and

" .CSPCo in September 2000, in Virginia and West -

services domestically. See Note 13 for further - -

discussion of changes in our communications

related business and other busrness operatronsi -

a announced in 2002

Rate Regulatlon AEP is subject to regulatron by"- o

the SEC under the PUHCA. The rates charged
- by the domestic utility subsidiaries are approved '
by the FERC and the state utility commissions. -~
-regulates -wholesale ' electricity

The FERC

~'management.
- Vthose estlmates

~Virginia by APCo in June 2000, in Texas by TCC,
- TNC, and SWEPCo in September 1999 and in
Arkansas by SWEPCo in September 1999. See-

Note - 8, . “Customer Choice and Industry

) Restructurlng for addltronal lnformatron

' 'Use of Estlmates - The preparation of these -

financial statements in conformity with generally

- accepted - accounting- principles necessarily

includes the use of estimates and assumptions by
Actual results could drffer from



Property, Plant and Equipment — Domestic
electric utility property, plant and equipment are
stated at original cost of the acquirer. Property,
plant and equipment of the non-regulated
operations and other investments are stated at
their fair market value at acquisition plus the
original cost of property acquired or constructed
since the acquisition, less disposals. Additions,
major replacements and betterments are added to
the plant accounts. For cost-based rate-regulated
operations, retirements from the plant accounts
and associated removal costs, net of salvage, are
deducted from accumulated depreciation. The
costs of labor, materials and overhead incurred to
operate and maintain plant are included in
operating expenses. Plants are tested for
impairment as required under SFAS 144. See
Note 13.

Allowance for Funds Used During Construction
(AFUDC) and Interest Capitalization - AFUDC is a
noncash, nonoperating income item that is
capitalized and recovered through depreciation
over the service life of domestic regulated electric
utility plant. It represents the estimated cost of
borrowed and equity funds used to finance
construction projects. The amounts of AFUDC for
2002, 2001 and 2000 were not significant.
Effective with the discontinuance of SFAS 71
regulatory accounting for domestic generating
assets in Arkansas, Ohio, Texas, Virginia, West
Virginia and other non-regulated operations,
interest is capitalized during construction in
accordance with SFAS 34, "Capitalization of
Interest Costs." The amounts of interest
capitalized were not material in 2002, 2001, and
2000.

L-4

Depreciation, Depletion and Amortization -
Depreciation of property, plant and equipment is
provided on a ‘straight-line basis ,over the
estimated useful lives of property, other than coal-
mining property, and is calculated largely through
the use of composite rates by functional class as
follows:

Annual Composite

Functional Class Depreciation Rates

of Property Ranges
. 2002

pProduction:

Steam-Nuclear 2.5% to 3.4%

Steam-Fossil-Fired 2.6% to 4.5%

Hydroelectric- Conventional

- and Pumped Storage 1.9% to 3.4%
Transmission 1.7% to 3.0%
Distribution 3.3% to 4.2%
Other 1.8% to 9.9%

Annual Composite

Functional Class Depreciation Rates

of Property Ranges
2001
Production:
Steam-Nuclear 2.5% to 3.4%
Steam-Fossil-Fired 2.5% to 4.5%
Hydroelectric- Conventional
and Pumped Storage 1.9% to 3.4%
Transmission 1.7% to 3.1%
pistribution 2.7% to 4.2%
Other 1.8% to 15.0%

Annual Composite

Functional Class Depreciation Rates

of Property Ranges
] 2000
Production:
Steam-Nuclear 2.8% to 3.4%
Steam-Fossil-Fired 2.3% to 4.5%
Hydroelectric- Conventional
and Pumped Storage 1.9% to 3.4%
Transmission 1.7% to 3.1%
Distribution 3.3% to 4.2%
other 2.5% to 7.3%



T I&M

- PSO

.. . coal used by utility operations: .
.. amortization rates are $0.32 per ton in 2002, -
- $3.46 per ton in 2001 and $5.07 per ton in 2000. -
... -In 2001, an AEP subsidiary sold coal mines in -
-~ Ohio | and ‘West Virginia.
FRS Acqwsmons

;:The followrng table provndes the annual composnte deprematlon rates generally used by the AEP regrstrant o
S subsndlanes for the years 2002 2001 and 2000 WhICh were as follows : ‘ :

/!

,

Nuclear Steam . Hvdro Tr‘ansm1ss1on D1str1button v'Ge’nera'lv ‘
. “AEGCO: "*— / 3.5/ i 9’ -°o Lo v oy - - 2.8% -
o APCO - v =t ,;3.4 2. 9 , v2 2 3.3 3.1
..CSPCo. .~ .- . - .~ 32 - T 2.3 3.6 . 3.2
S 344 0 0 4.5 3 4‘_ o719 4.2 3.8 .
‘KPCo: .. . .= 3.8 SRR T 3.5 2.5
"OPCo - -3.4 27 IR 2.3 4.0 2.7
- - 2.7 s = 2.3 . 3.4 © 6.3
CUUSWEPCO L = c o 304 e 7 3.6 4.7
T TCC s 205 206 0 1,9 2.3 3.5 4.0
CTINCE = e 208 = 3.1 3.3 v 6.8
" Depreciation, depletion and amortization of coal-- -- . descnbed . the New Accountlng

.-~ mining assets is -provided over each asset's .
L ;estlmated useful life or the estimated life of the * ... .
. mine,. whichever is shorter, and is calculated

- using -the straight-line: method “for . mining . -
~The . units-of-

~ structures and equipment.

- production method is used to amortlze coalrights

-in the cost-of coal charged to fuel expense for

o amortlzatlon rates in 2002

o ,Cash and Cash Equ1valents - Cash and cash .
" equivalents include temporary cash mvestments_', L

) -with onglnal matuntles of three months or less

L Inventory Except for PSO TCC and TNC the ez

. - regulated domestic utlllty .companies value fossil -
- .~ . fuel inventories using a-weighted average cost.
-~ method. .PSO, TCC and TNC, utilize the LIFO . - ::.
:.-method to value fossnl fuel inventories. For those i

- . domestic

utilities - .whose -

- - -and mine development costs based on estimated -~
;_recoverable tonnages. These costs are included -

See' Note 12, .~
Dispositions . and Discontinued . ;
Operatlons for further discussion of the changes o
" in our coal investments leadlng to the decline i in o ‘
o Accounts Recelvable AEP Credlt Inc. factors
~accounts receivable for certain of the domestic -
: ut|l|ty subsrdlanes and, until the first. quarter of

B “‘Non-tradlng gas mventory is carned at the lower
_ of cost or market In compllance wnth EITF 02 03':"

fcost or market

. non-affiliated utilities.

o Pronouncements sectlon of Note 1, natural gas
.. inventories held in connection with. trading - .
-operations at October 25, 2002 continued to be
. -carried at fair value until December 31, 2002,and
~. inventory purchased from October 26 through -,
.-December 31, 2002 was carried at the lower of
Effective January 1, 2003, all - -
~ .. natural gas inventories held in connection with
-« trading operations will be adjusted to the historical -

Currentaverage .- -

cost basis and carried at the lower of cost or

This

2002 factored accounts receivable for certain

.-.allowing the receivables to be taken off of the

-/ ... company’s balance sheet.

. generation " is ';‘_;{»ﬂl‘further details. - o

- unregulated, inventory of coal and oiliscarriedat - - .

the lower of cost or market. Coal mine inventories . -.
- are also carried at the lower of cost.or market. - .

. _Materials and SUpplles lnventones are carned at S

e average cost PR S EY N

- Forelgn Currency Translat/on - The t" nancral
" statements of subsidiaries outsndetheU S.which -
are included in° AEP's consolidated financial -
7. statements are measured using the local currency

- as the functional currency and translated into U.S.
“ dollars in accordance with SFAS 52 “Foreign
= Currency Translatlon Assets and llabllltres are

-.market. We estimate the adjustment in January - -
;22003 will .decrease the value of natural gas
" inventories held- in connection. with trading
-+ .. operations by approximately $39 mllllon
- . change will be accounted for as a cumulatlve
. -effectof a change in accountmg pnncnple

On December 31, 2001 - -
-~ AEP Credit, Inc. entered into a sale of recejvables
;agreement with a group of banks and commercial -
..~: paper-conduits. . This transaction constitutes a
:sale of receivables in accordance with SFAS 140,

See Note _23 for



translated to U.S. dollars at year-end rates of
exchange and revenues and expenses are
translated at monthly average exchange rates
throughout the year. Currency translation gain
and loss adjustments are recorded in
shareholders' equity as Accumulated Other
Comprehensive Income (Loss). The non-cash
impact of the changes in exchange rates on cash,
resulting from the translation of items at different
exchange rates, is shown on AEP's Consolidated
Statements of Cash Flows in Effect of Exchange
Rate Changes on Cash. Actual currency
transaction gains and losses are recorded in
income.

Deferred Fuel Costs - The cost of fuel consumed
is charged to expense when the fuel is burned.
Where applicable under governing state
regulatory commission retail rate orders, fuel cost
over or under-recoveries are deferred as
regulatory liabilities or regulatory assets in
accordance with SFAS 71. These deferrals
generally are amortized when refunded or billed to
customers in later months with the regulator's
review and approval. The amount of deferred fuel
costs under fuel clauses for AEP was $143 million
at December 31, 2002 and $139 million at
December 31, 2001. See Note 7 “Effects of
Regulation”.

We are protected from fuel cost changes in
Kentucky for KPCo, the SPP area of Texas,
Louisiana and Arkansas for SWEPCo, Oklahoma
for PSO and Virginia for APCo. Where fuel
clauses have been eliminated due to the
transition to market pricing, (Ohio effective
January 1, 2001 and in the Texas ERCOT area
effective January 1, 2002) changes in fuel costs
impact earnings. In other state jurisdictions,
(Indiana, Michigan and West Virginia) where fuel
clauses have been frozen or suspended for a
period of years, fuel cost changes also impact
earnings. This is also true for certain of AEP’s
Independent Power Producer generating units
that do not have long-term contracts for their fuel
supply. See Note 6, “Rate Matters” and Note 8,
“Customer Choice and Industry Restructuring” for
further information about fuel recovery.

Revenue Recognition -

Regulatory Accounting - The consolidated
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financial statements of AEP and the financial
statements of electric operating subsidiary
companies with cost-based rate-regulated
operations (&M, KPCo, PSO, and a portion of
APCo, OPCo, CSPCo, TCC, TNC and SWEPCo),
reflect the actions of regulators that can result in
the recognition of revenues and expenses in
different time periods than enterprises that are not
rate regulated. In accordance with SFAS 71,
regulatory assets (deferred expenses to be
recovered in the future) and regulatory liabilities
(deferred future revenue reductions or refunds)
are recorded to reflect the economic effects of
regulation by matching expenses with their
recovery through regulated revenues in the same
accounting period and by matching income with
its passage to customers through regulated
revenues in the same accounting period.
Regulatory liabilities are also recorded to provide
currently for refunds to customers that have not
yet been made.

When regulatory assets are probable of recovery
through regulated rates, we record them as
assets on the balance sheet. We test for
probability of recovery whenever new events
occur, for example a regulatory commission order
or passage of new legislation. If we determine
that recovery of a regulatory asset is no longer
probable, we write off that regulatory asset as a
charge against net income. A write off of
regulatory assets may also reduce future cash
flows since there may be no recovery through
regulated rates.

Traditional _Electricity Supply and _Delivery
Activities - Revenues are recognized on the
accrual or settlement basis for normal retail and
wholesale electricity supply sales and electricity
transmission and distribution delivery services.
The revenues are recognized in our income
statement when the energy is delivered to the
customer and include unbilled as well as billed
amounts. In general, expenses are recorded
when purchased electricity is received and when
expenses are incurred.

Domestic Gas Pipeline and Storage Activities —
Revenues are recognized from domestic gas
pipeline and storage services when gas is
delivered to contractual meter points or when
services are provided. Transportation and




" are reversed.

storage revenues” also mclude the accrual of‘_
N '_”_earned but unbllled and/or not yet metered gas N

S Substantlally all of the fonNard gas purchase and

~ "sale contracts, excludlng wellhead purchases of. o
" ‘natural gas; swaps and optlons for the ‘domestic -
“: pipeline operatlons quallfy as denvatrve flnanmal_' o
133,

~instruments’ “defined by 'SFAS -

- Accordlngly, net galns and losses resultrng from "~

- Energy Market/nq and Traqu Transactrons— e
.- In2000,72001"and- throughout ‘the_majority of -~
72002, AEP "engaged in wholesale electricity, -
“-natural gas and other commodlty marketlng and -

o revaluation of these contacts to fair value during- * ~

L the penod are recognized currently in the results -

oLl -of operatlons approprlatelydlscounted and net of:-”'
RN appllcable credlt and Iqu|dlty reserves A

(losses). -

j.area the total garn or loss reallzed rn cash forlg Lo
“-sales ‘and the " cost" of purchased energy are =
*" included in revenues on a net basis.
“settlement, changes in the falr value of physical -
;.;:.fon/vard sale and purchase contracts in AEP’s
““traditional -
-f-‘._regulatory llabrlltles (gains) or regulatory assets . =
For "contracts " with delivery points
- outside of AEP's traditional marketrng areaonly -
““the " difference * between
e unrealized net galns or losses recorded in prior -
7 -»perlods and the cash proceeds is recognlzed in .~
~“the income statement as nonoperatlng income.” .

‘marketing ‘‘area “‘are - deferred - as -

" Prior to settlement, ‘changes in the fair value of

' 'tradrng transactions (trading actrvrtres) Trading

© . activities involve the purchase and sale of energy .
~_under forward" contracts ‘at fixed and variable -
- prices ‘and the ~trading -of 'financial ‘energy - .
For APCo CSPCo and OPCo dependmg on

contracts ‘which includes exchange futures and =

- options and over-the-counter options and swaps. ‘-’

"galns and losses from mark-to- market valuations

traditional marketlng area.

o In October. 2002, managément
-~ . announced plans to’ focuson wholesale markets S
around owned assets TR T

B physmal fonNard sale and purchase contracts with’
dellvery pornts ‘outside of "AEP’s traditional
marketlng area are ‘included in nonoperatrng o
“income .on a net basis.:
~ market ‘gains ‘and losses are included in the
o Balance Sheet as energy trading contract assets .
or llabrlltles as appropnate :

- o vwhether the delivery point for the electnmty is in
+ Weusethe mark-to-market method of accountmg 7 AEP’s
- fortrading activities as requrred by EITFIssueNo. . .

-+ 98-10, “Accountlng for ‘Contracts” Involved in .~

.~ " ‘Energy Trading and Risk ManagementActlvrtles Rne
© - (EITF 98-10). Under the mark-to-market method
" of accounting, gains and losses from settlements™ -~ -
7 of forward trading contracts are recorded netin * .
. revenues. For energy contracts not yet settled,
. whether: physrcal or financial, changes in fair .
S ,value are recorded net in revenues as unrealized - _
" gains and losses from mark-to-market valuations.
.-~ When positions are settled and gains and losses -~ '
“are realized, the prevrously recorded unrealized

traditional . marketing ~area -or - not -

'-determrnes where the contract is reported inthe "
E _'lncome statement. Physical forward trading sale - -
~~and purchase contracts’ with delivery points |nf’-' -
 AEP’s traditional marketlng area are included in
~-revenues on a net basis. Prior to settlement,

changes in the fair value of physical fon/vard sale

““and ‘purchase contracts in AEP’s - traditional
‘marketing area are also included in revenuesona

" -net basis." Physical forward sale and purchase -
. contracts for delrvery outside of AEP’s traditional =~
f."'marketmg area .are included in nonoperatlng,j'.g.‘, |
“income ‘when the contract settles. -

Prior to

.. settlement, changes in the fair value of physical - :

- forward sale and purchase contracts with delivery - .
- points outside of AEP’s traditional marketingarea " -
Cerlare mcluded rn nonoperatmg rncome on, a net.
o o ',_-‘_”";,,"baS|s : o o '
Lo ‘_All of the reglstrant subsrdrarres except AEGCo' o
‘7~ participate in AEP's wholesale . marketlng and
-+ trading of electricity. For I&M, KPCo,PSOanda -
.~ portion of TNC and SWEPCo when the contract )
., settles the total gain or loss is realized in cash. = " -
"~ Where this amount is recorded on the income
" statement depends on whether-the' contract's =
delivery points “are ‘within or ‘outside of ‘AEP's: -
- -For contracts with™
S dellvery points “in AEPs tradltronal marketmg L

““The tradlng of energy optrons futures and swaps, -
T represents financial transactions with unrealized -
©-. -gains and losses from changes in fair values

L ';reported netin AEP’s revenues until the contracts . -

settle. - When these contracts settle, ‘the net

":’proceeds are recorded in revenues and reverse
_“the prior cumulative unrealized net gain or'loss. .
."APCo, CSPCo, OPCo, I&M and KPCo also have
fmancral transactlons but record the unreahzed o

. Priorto

the ‘accumulated -

Unreallzed mark-to- -



gains and losses, as well as the net proceeds
upon settlement, in nonoperating income.

The fair values of open short-term trading
contracts are based on exchange prices and
broker quotes. Open long-term trading contracts
are marked-to-market based mainly on AEP-
developed valuation models. The models are
derived from internally assessed market prices
with the exception of the NYMEX gas curve,
where we use daily settled prices. All fair value
amounts are net of appropriate valuation
adjustments for items such as discounting,
liquidity and credit quality. Such valuation
adjustments provide for a better approximation of
fair value. The use of these models to fair value
open trading contracts has inherent risks relating
to the underlying assumptions employed by such
models. Independent controls are in place to
evaluate the reasonableness of the price curve
models. Significant adverse or favorable effects
on future results of operations and cash flows
could occur if market prices, at the time of
settlement, do not correlate with AEP-developed
price models.

As explained above, the effect on AEP’s
Consolidated Statements of Operations of
marking to market open electricity trading
contracts in AEP’s regulated jurisdictions is
deferred as regulatory assets (losses) or liabilities
(gains) since these transactions are included in
cost of service on a settlement basis for
ratemaking purposes. Unrealized mark-to-market
gains and losses from trading activities whether
deferred or recognized in revenues are part of
Energy Trading and Derivative Contracts assets
or liabilities as appropriate.

Construction_Projects for Qutside Parties —
Certain AEP entities engage in construction
projects for outside parties that are accounted for
on the percentage-of-completion method of
revenue recognition. This method recognizes
revenue in proportion to costs incurred compared
to total estimated costs.

Debt Instrument Hedging and Related Activities —
In order to mitigate the risks of market price and
interest rate fluctuations, AEP, APCo, CSPCo,
1&M, KPCo and OPCo enter into contracts to
manage the exposure to unfavorable changes in
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the cost of debt to be issued. These anticipatory
debt instruments are entered into in order to
manage the change in interest rates between the -~
time a debt offering is initiated and the issuance
of the debt (usually a period of 60 days). Gains or
losses from these transactions are deferred and
amortized over the life of the debt issuance with
the amortization included in interest charges.
There were no such forward contracts
outstanding at December 31, 2002 or 2001. See
Note 17 “Risk Management, Financial
Instruments and Derivatives” for further
discussion of the accounting for risk management
transactions.

Levelization of Nuclear Refueling Outage Costs -
In order to match costs with regulated revenues,
incremental operation and maintenance costs
associated with periodic refueling outages at
I&M'’s Cook Plant are deferred and amortized over
the period beginning with the commencement of
an outage and ending with the beginning of the
next outage.

Maintenance Costs — Maintenance costs are
expensed as incurred except where SFAS 71
requires the recordation of a regulatory asset to
match the expensing of maintenance costs with
their recovery in cost-based regulated revenues.
See below for an explanation of costs deferred in
connection with an extended outage at I&M'’s
Cook Plant.

Amortization of Cook Plant Deferred Restart
Costs - Pursuant to settlement agreements
approved by the IURC and the MPSC to resolve
all issues related to an extended outage of the
Cook Plant, 1&M deferred $200 million of
incremental operation and maintenance costs
during 1999. The deferred amount is being
amortized to expense on a straight-line basis over
five years from January 1, 1999 to December 31,
2003. |&M amortized $40 million each year 1999
through 2002 leaving $40 million as an SFAS 71
regulatory asset at December 31, 2002 on the
Consolidated Balance Sheets of AEP and I&M.

Other Income and Other Expenses — Other
Income includes non-operational revenue
including area business development and river
transportation, equity earnings of non-
consolidated subsidiaries, gains on dispositions of



"~ Interest and -

~j0THER EXPENSES

- .. Non-operational;.

- Fiber optic and

.. tax “consequence.

B property, lnterestand dlwdends n allowance for SRR

~ equity funds used dunng constructlon (explamed S

. .above) and mlscellaneous income. . "Other =’

... Expenses lncludes non- operatlonal expensej o

1 including area busmess development and river

- “transportation, losses on dlsposmons of property,.f__. s

~miscellaneous * -amortization, i donations™ and.

. various other non operatlng and mlscellaneousv_‘f
"expenses S A S MR

- 'AEP consol1dated other Income and Deduct1ons ?

o e L December 31

Do ,”,:: i (1n m1ll1ons)
OTHER- INCOME ol A

. Equity Earnings ' - 3 104,L: ) .
- . 'Non- operattonal Revenue '" 187;w,;}_ .

C M1scellaneous Income
7. Gain on sale of .
© ‘Frontera- .. '_C’.ﬁ
Gain on Ssale of: Reta1l S
Electrtc Prov1der o

. Total Other Income
' ,Propertv Taxes and ; Lo e
*- Miscellaneous: Expenses 314200008

" EXpenses

- Datapult Exit Costs

-+ Provision for Loss R R S
: :.Atrplane o i Coar= i 14 e

B Total Other Expenses ﬁf"S_BZié?;S;lﬁz‘g?Fﬂi_ZZ 'fFif

" liability method of accounting forincome taxesas
S prescribed by SFAS 109, “Accountlng forIncome - *
- Taxes.” ‘Under - the liability - method, " deferred "
" “income taxes are. provided ‘for: all temporaryv_';_
_+differences between the book cost and tax basis S
- of assets and llabllltles which will resultinafuture -+~
o “Where " the - flow-through *. - *~
> method of accountmg fortemporary differencesis -
-+ reflected in regulated revenues (that is, deferred - o
-, “taxes are not included in the cost of service for -+ -
o determlnlng regulated rates' " for.; electricity), -+
" deferred income taxes are recorded and related -
- - regulatory assets and liabilities are established in e
accordance with SFAS 71 to match the regulated_ L

. revenues and tax expense

L Investment Tax Credlts Investment tax credlts‘; S
~ "have been accounted for under the flow-through - **/.-

. 'method except where regulatory commissions .-

" have reflected investment tax credits in the rate- "
. 'making process on a deferral basis. Investment -

* tax credits that 'have been deferred are ‘being

' $ 22 H .. e .
e ul-iDebt and Preferred Stock Gams and Iosses o
_,.~from the reacquisition of debt used to finance o
o domestic regulated “electric " utility plant ‘are . .
L generally deferred "and - amortized over the
L remalnlng term of the reacqwred debt in
-7~ ... accordance with their rate-making treatment. If
"~ ‘debt associated with the regulated business is R
- refinanced, the reacqwsntlon costs attributable to
" ,_'jthe portions of the business that are subject to
" costbased regulatory accounting under SFAS 71
. are generally deferred and amortized ‘over the
©7 " termofthe replacement debt commensurate with -
- their recovery in rates.” Gains and losses on the
o o 'f"reacqmsrtlon of debt for operations not subject to
" Income Taxes'- The: AEP System follows the SFAS 71 are reported as a Loss on Reacquired
~'Debt, an extraordinary item on the Consolidated -
~Statements of Operations of AEP and TCC: See .
“discussion of ‘SFAS 145 in New "Accounting =
~Pronouncements section of thls note for new‘-
'rtreatment effectlve |n 2003 L :

f‘;:amortrzed over the llfe of the regulated plant_, "f'
}'.’mvestment ' .

) g
.:»/,

L i

‘.‘f‘Exc:se Taxes — AEP "and its ' subsidiary
- registrants, as an . .agent for a state’ or-local -
government collect from - customers’ certalnw
- excise ‘taxes levied - by the state: or local -
R governmentupon the customer. These taxes are - 7

~ not recorded as revenue or expense, butonlyas -
" a, pass-through’ billing to the ‘customer to be
‘;:_'jremltted to the government entity. Excise tax
ff'.m;'collectlons ‘and’ payments- related - to ‘taxes - .
o 2002 2001 - 2000 | _;‘.I;'lmposed upon the customer are not presented in.
the income statement = A S

o ;vDebt dlSCOUﬂt or premium- and debt issuance
" “expenses are deferred and amortized utilizing the -
- effective mterest rate method over the term of the

related debt. " The amortlzatlon expense is .

mcluded |n mterest charges

_f""Where rates are regulated redemptlon premlums ;

- paid to reacquire preferred stock of the domestic -

utility subsidiaries are mcluded in paid-in capltal_

" 'and - amortized

:f-commensurate w1th thelr recovery in rates. ‘The

excess of par value’ over costs of preferred stock -

" “reacquired  is ‘credited to ‘paid-in capital and
-amortized to retained earnmgs consistentwiththe -

- 'timing of. |ts inclusion i in rates in accordance with

o SFAS 71 :

retamed * earnings -




Goodwill and Intangible Assets — In June 2001,
the FASB issued SFAS 141, Business
Combinations, and SFAS 142, Goodwill and
Other Intangible Assets, affecting AEP and
SWEPCo.

SFAS 141 requires that the purchase method of
accounting be used for all business combinations
initiated after June 30, 2001 and established new
standards for the recognition of certain identifiable
intangible assets, separate from goodwill. We
adopted the provisions of SFAS 141 effective July
1, 2001. See Note 12 for further discussion of
acquisitions initiated after June 30, 2001 and Note
3 for further discussion of our components of
goodwili and intangible assets.

SFAS 142 requires that goodwill and intangible
assets with finite useful lives no longer be
amortized, but instead tested for impairment at
least annually. SFAS 142 also requires that
intangible assets with finite useful lives be
amortized over their respective estimated lives to
the estimated residual values. In accordance with
SFAS 142, for all business combinations with an
acquisition date before July 1, 2001, we amortized
goodwill and intangible assets with indefinite lives
through December 2001, and then ceased
amortization. The goodwill associated with those
business combinations with an acquisition date
before July 1, 2001 was amortized on a straight-
line basis generally over 40 years except for the
portion of goodwill associated with gas trading
and marketing activities which was amortizedon a
straight-line basis over 10 years. In accordance
with SFAS 142, for all business combinations with
an acquisition date after June 30, 2001, we have
not amortized goodwill and intangible assets with
indefinite lives. Intangible assets with finite lives
continue to be amortized over their respective
estimated lives ranging from 5 to 10 years. See
Note 3 for total goodwill, accumulated
amortization and the impact on operations of the
adoption of SFAS 142.

In early 2002, we began testing our goodwill and
intangible assets with indefinite useful lives for
impairment, in accordance with SFAS 142. See
Note 3 for the results of our testing and the
corresponding net transitional impairment loss
recorded as a Cumulative Effect of Accounting
Change during 2002.
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Nuclear Trust Funds — Nuclear decommissioning
and spent nuclear fuel trust funds represent funds
that regulatory commissions have allowed us to

collect through rates to fund future
decommissioning and spent fuel disposal
liabilities. By rules or orders, the state

jurisdictional commissions (Indiana, Michigan and
Texas) and the FERC established investment
limitations and general risk management
guidelines to protect their ratepayers’ funds and to
allow those funds to earn a reasonable return. In
general, limitations include:

e Acceptable investments (rated investment
grade or above)

« Maximum percentage invested in a specific
type of investment

e Prohibition of investment in obligations of the
applicable company or its affiliates.

Trust funds are maintained for each regulatory
jurisdiction and managed by investment
managers, who must comply with the guidelines
and rules of the applicable regulatory authorities.
The trust assets are invested in order to optimize
the after-tax earnings of the Trust, giving
consideration to liquidity, risk, diversification, and
other prudent investment objectives.

Securities held in trust funds for decommissioning
nuclear facilities and for the disposal of spent
nuclear fuel are included in Other Assets at
market value in accordance with SFAS 115,
“Accounting for Certain Investments in Debt and
Equity Securities.” Securities in the trust funds
have been classified as available-for-sale due to
their long-term purpose. In accordance with SFAS
71, unrealized gains and losses from securities in
these trust funds are not reported in equity but
result in adjustments to the liability account for the
nuclear decommissioning trust funds and to
regulatory assets or liabilities for the spent nuclear
fuel disposal trust funds in accordance with their
treatment in rates.

Comprehensive Income (Loss) - Comprehensive
income (loss) is defined as the change in equity
(net assets) of a business enterprise during a
period from transactions and other events and
circumstances from non-owner sources. It
includes all changes in equity during a period
except those resulting from investments by



- owners '-"ia'd dlstnbutlons
: '”-.Comprehensrve

" “components: " net -

. comprehensive income (Ioss) “There were no .

“-material differences  between: net mcome and

to ..owners
“income” (Ioss) has two

income "

' 'comprehenswe mcome for AEGCo

" Components of Other Comprehens:vef’ln:coﬁzqé
(Loss) — Other comprehensive income’ (loss) is

‘included ‘on the’ ‘balance ‘sheet in the’ equity .

“.sechon ‘

._‘Income (Loss) for AEP.. U

(loss) .. ‘and” other, :

Common Stock Optlons -
2002, AEP - has two stock-based employee
'_‘compensatlon plans W|th ~outstanding stock

- options, which"are described more fully i in Note

1.7 45. 'AEP accounts for these plans under the

. The followmg ‘table prowdes ‘the -~
) _components that comprise . the ‘balance “sheet .- -

amount in ‘Accumulated Other Comprehensrve '

recogmtlon and measurement

See Note 16,

segment ‘as vnewed by the chlef operatlng EIN
“ decision- -maker. ,
. Segments” for further drscussron and detalls‘
,;'_regardmg segments Con '

" “Business -

At December 31, '

principles of APB |

- Opinion No. 25, Accounting for Stock Issued to
. "Employees and related lnterpretatlons No stock-
~based . employee compensatlon ‘expense. is -

: Foretgn Currency

“under these plans had exercise prices equal to or -
: above the market value of the underlying common -
* .~ stock on the date of grant The followmg table -
*illustrates’ the effect on, AEP’s net income (loss) :

R e Dec mber 31,
_Components. -~ "~ : = " - 2002 2001 2000 L
- . ('m mﬂhons)

.. Adjustments . oo _s-

$QL3) s (99) .
7U3reghzedtLosses‘ Lo (2) P = ~and earnings (loss) per share as if AEP had
‘Unrealized Gain on a0 St “‘applied the fair value recognition provisions of -
’mgggsg gg;;ygﬁwes o (16)_" ~(3)f‘,,, “FASB Statement No. 123, “Accounting for Stock-

L1ab111ty

'ACCUmUlated Other Comprehenswe lncomei:
- -(Loss) . for . AEP reglstrant subsidiaries - as. of .

-“‘,compensatron

“ioyear Ended December 31 )
2002 . 2001 . 2000 .

o “@in millions
‘except per. share data)

“reflected in AEP’s earnings, as all optlons granted Y

~Based Compensatlon to stock based employee B

"December 31,:2002 and .2001 is shown in'the -

;:'Net Income(Loss), as o

= -:'-.'Segment Report/ng = The AEP System has 3 " -

.- following table. ‘Registrant subsidiary balances " " . pedheported stock-- (519) 3 971 ; \,VSA 267
" for Accumulated Other Comprehensive Income . f_,_;‘.lgg;ecein:narglgxee o o .
) (Loss) for the year ended December 31 2000 L ,exgﬁnsg deterrr]nnedl L SRR
. i A oL o unger Tair value L ) R
-waszero. . ... " “ based ‘method for *: [ ST ‘
T ,’ e s S . " -all awards, net of . .. o . .
oo e e pecember 31 SRR ;. --related tax effects ._ (9) -__(A2). . (3) -
: COJonents i e i 2002 - 2001 “: pro_forma net. income ] - Coe T .
S R (1n thousands) o Q oss) : i 5;&)" 5959 $§ 264
E 'cash F1ow Hedges v L . . S .
UUTAPCO Lot $(1 920) $ (340), ;‘;Earmngs (Loss) per L A .-
CCSPCo.. - s (267) . : .. share: | - . o L .
CI&M T T e R (286) (3, 835),, Basic - as reported : ﬁ - $3.01° . 30.83
L WKPCO o e e pr e 3220 00 (1,903) w-Basic - .pro forma . ) .. 32.98 - 30.82
CUoPCo L T (738) 0 (196) o S :
CPSO il T -:Ezgg fo = DﬂUtEd'-t“ d ";7'«' o )- Cen e a
L SWEPCO = el ot e T et ... as reporte i -53.00. '$0.83
STFCC e T T (3) e Dﬂuted - pro forma ﬁ . f‘m m
TNC b ot (15) e 7 : :
-~ Minimum Pens1on Lo - B L
Liability: '-{Eammgs Per Share (EPS) - AEP calculates -
eeeee ?Eggy%g%g 37 ‘earnings” (loss) per share-in accordance with -
SO M ’"}".(‘(’8'3%3 : SFAS No. 128, “Earnings Per Share” (see Note
Opcg_g_‘;_ ST (720148) 19). ‘Basic earnings (loss) per common share is
S 2’3‘2@" SRR Egggg% R . calculated by dividing net earnings (loss) available
IR 7B ARSI ¢ 5 v-2') SRR R *"to common shareholders by the weighted average
TNC ] ,7'-'_‘(30 748). ST

“number of common shares outstandlng during the

‘period. Diluted earnings (loss) per common share

o s calculated by adjusting the werghted average

- adopted SFAS No. 131, which requires disclosure - = outstandmg “common © shares, assuming
of selected t" nancnal mformatlon by busnness , 7 S I S R

. 5‘—"




conversion of all potentially dilutive stock options
and awards. The effects of stock options have
not been included in the fiscal 2002 diluted loss
per common share calculation as their effect
would have been anti-dilutive. Basic and diluted
EPS are the same in 2002, 2001 and 2000.

AEGCo, APCo, CSPCo, I&M, KPCo, OPCo, PSO,
SWEPCo, TCC and TNC are wholly-owned
subsidiaries of AEP and are not required to report
EPS.

Reclassification — Beginning in the fourth quarter
of 2002, AEP and its registrant subsidiaries
elected to begin netting certain assets and
liabilities related to forward physical and financial
transactions. This is done in accordance with
FASB Interpretation No. 39, “Offsetting of
Amounts Related to Certain Contracts” and
Emerging Issues Task Force Topic D-43,
“Assurance That a Right of Setoff is Enforceable
in a Bankruptcy under FASB Interpretation No.
39". Transactions with common counterparties
have been netted at the applicable entity level, by
commodity and type (physical or financial) where
the legal right of offset exists. For comparability
purposes, prior periods presented in this report
have been netted in accordance with this policy.

Certain additional prior year financial statement
items have been reclassified to conform to current
year presentation. Such reclassifications had no
impact on previously reported net income.

New Accounting Pronouncements

SFAS 142, “Goodwill and Other Intangible
Assets”, was effective for AEP on January 1,
2002. The adoption of SFAS 142 required the
transition testing for impairment of all indefinite
lived intangibles by the end of the first quarter
2002 and initial testing of goodwill by the end of
the second quarter 2002. In the first quarter
2002, AEP completed testing the goodwill of its
domestic operations and its indefinite lived
intangible assets and there was no impairment.
In the second quarter 2002, AEP completed initial
testing for goodwill impairment of the U.K. and
Australian retail electricity and supply operations.
The fair values of the U.K. and Australia retail
electricity and supply operations were estimated
using a combination of market values based on
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recent market. transactions and cash flow
projections. As a result of that testing, AEP
determined that there was a net-transitional
impairment loss, which is reported as a
cumulative effect of a change in accounting
principle. See Notes 2, 3, 12 and 13 for further
discussion of the actual impairment charges and
sales of impaired assets.

SFAS 142 also changed the accounting and
reporting for goodwill and other intangible assets.
In accordance with SFAS 142 goodwill and
indefinite lived intangible assets acquired through
acquisition after June 30, 2001 were not
amortized. Effective January 1, 2002,
amortization related to goodwill and indefinite
lived intangible assets acquired before July 1,
2001 ceased. SFAS 142 requires that other
intangible assets be separately identified and if
they have finite lives, they must be amortized over
that life. See Note 3 for amortization lives of
AEP’s and SWEPCo’s intangible assets.

SFAS 143, “Accounting for Asset Retirement
Obligations”, is effective for AEP on January 1,
2003. SFAS 143 generally applies to legal
obligations associated with the retirement of long-
lived assets. A company is required to recognize
an estimated liability for any legal obligations
associated with the future retirement of its long-
lived assets. The liability is measured at fair value
and is capitalized as part of the related asset’s
capitalized cost. The increase in the capitalized
cost is included in determining .depreciation
expense over the expected useful life of the
asset. The catch-up effect of adopting SFAS 143
will be recorded as a cumulative effect of an
accounting change. Additionally, because the
asset retirement obligation is recorded initially at
fair value, accretion expense (similar to interest)
will be recognized each period as an operating
expense in the statement of operations.

The regulated entities have an asset retirement
obligation associated with nuclear
decommissioning costs for the Cook and STP
Nuclear Plants (affects 1&M and TCC) and
possibly other obligations. AEP expects to
establish regulatory assets and liabilities that will
result in no cumulative effect adjustment of
adopting SFAS 143 for the regulated entities.



S ln"'addltlon
' “distribution - -entities - have " asset - :
~ obligations related to the final retirement of certaln‘q

.~ . income.’

the regulated transmlssmn and
retiremen

- transmission and distribution -lines.’ ‘There ‘are
“also underground storage tanks Iocated atvarious

 sites throughout the AEP System and PCB's are

-contained in certain transformer rectifier sets at
“The amounts relating -to these_
~.obligations cannot be determined’ because the =

" power plants.

~“entities "are not able to- estlmate the fna
fretrrement dates forthese facnlrtles 2

7 ,"_In January 2003, the SEC Staff concluded that
- SFAS 143 also precludes an entity from recording *
_~an expense for estimated costs associated with 5
‘the removal or retirement of assets that result

. from other than’ legal obllgatrons The SEC Staff =*
.~ concluded that amounts that are “included in

~ accumulated deprecnatlon related to estimated
‘removal - costs “arising from ‘other than legal
obligations should be written off as part of the ™

- . cumulative effect of adoptlng SFAS 143 unless .. -
.~ the company is’ regulated under ‘SFAS "71."
- Companies’ regulated “under SFAS 71 ‘may .

- continue to include removal costs in deprecuatlon
“rates .but must quantify the removal :costs
in ‘accumulated- deprematlon as’.
- regulatory liabilities in footnote disclosure. - The "
AEP registrant subsidiaries that are regulated "~
-~ entities havelncluded estlmated removal costs for =
.. non-legal
o deprecratlon rates

included -

retlrement ob_llgat_lonsv _Aln:

- “For " non- regulated entrtles

" accumulated depreciation is expected to resultin

a favorable cumulative effect adjustment to net "
AEP -and ‘its” registrant”
- their -
determmatron of the net effect of these'items on* "~
. first quarter 2003 results of operations . upon the” -

. adoptron of the prov15|ons of th|s standard

However

subsidiaries . have " not " completed

.lIn August 2001 the FASB lssued SFAS 144 j__ff’;
“Accounting for the lmpalrment or: Dlsposal of =~
the ™
recognize ‘and ‘measure an,"‘;_

. Long-lived - Assets” -which": sets forth

" accounting to"

book

- lncludrng certaln',:;_
‘_.‘,formerly regulated : generation  facilities, - asset

" . retirement obligations associated with wind farms, -
' closure costs associated with power plants in the -
““UK. and possrbly other ‘items will be incurred. "
"~ Also the amount of removal costs embedded in

121 “Accountlng for Long-hved Assets and for-’:
Long lived ‘Assets to be Disposed Of."

affect 'AEP’s results of operatlons or financial
conditions. See Notes 3 and 13 for discussion of .
.impairments recognized in 2002 by AEP and |ts -
*‘reglstrant subsldlanes affected by SFAS 144, "

Rescission of FASB Statements No. 4, 44, and
64, Amendment of FASB Statement No. 13, and
- Technical - Corrections”, -
“8SFAS 4, "Reportrng Gams and Losses from

beginning after May 15, 2002.° SFAS 4 required
- 'gains and losses from extmgurshment of debtto -
“be aggregated and classified as an extraordinary
f;.|tem if material. In 2003, for financial reporting

“purposes 'AEP.. ‘and’ TCC - will

reacqurred debt of $2 million for 2001.

- "No.02-3, ' Recognltlon and Reporting of Gains
i and Losses on Energy Contracts under Issues ,
~No. 98-10 and 00-17" (EITF 02-3). -EITF 02-3 -
‘rescinds EITF: 98-10 -and related - interpretive
" guidance.- Under EITF 02-3, mark-to-market
- accounting - is’ precluded for energy trading
;. contracts’ that ‘are not derivatives pursuant to
" SFAS 133.- The consensus to rescind EITF 98- -10
~-will also eliminate’'any basis for recognizing .-
“:f—;'phySIcaI inventories at fair value other than as"
-+ provided - by generally accepted accounting
- principles.: The'consensus is effective for fiscal
~ periods beginning after December 15, 2002, and
- applles to all energy tradmg contracts entered into
“and’ mventory purchased through October 25,
.2002." Effective January 1, 2003, nonderivative
f"energy contracts are requred to be accounted for |

~“~be presented at the lower of cost or market. The
‘effect of : |mplement|ng this consensus will be
“reported as ‘a cumulative effect of an accounting
““change." ‘Such - ‘contracts ' and’ mventory will
- :December 31, 2002. Energycontractsthatquallfy :

- ‘_falr value under SFAS 133

‘impairment loss." This’ standard.repl_a;ed SFAS™

AEP &
adopted SFAS 144 effective” January A1, 2002. -~
The -adoption of SFAS 144 .did not materially |

n’ Apnl 2002 the FASB tssued SFAS: 145 :

. SFAS 145 rescmds'\ S

*’-Extmgwshment of Debt", effective for fiscal yearsf

reclassify -
“extraordinary losses net of tax- on’ TCCsf

| In October2002 the Emerglng lssues Task Force
“of the FASB reached a final consensus on lssue =

_on a settlement basis and inventory is required to .-~ - |

- “‘continue to be accounted for at fair value through . - e

‘as derivatives will continue tobe accounted forat - )



Effective January 1, 2003, EITF 02-3 requires that
gains and losses on all derivatives, whether
settled financially or physically, be reported in the
income statement on a net basis if the derivatives
are held for trading purposes. Previous guidance
in EITF 98-10 permitted non-financial settled
energy trading contracts to be reported either
gross or net in the income statement. Prior to the
third quarter of 2002, AEP and its registrant
subsidiaries recorded and reported upon
settlement, sales under forward trading contracts
as revenues and purchases under forward trading
contracts as purchased energy expenses.
Effective July 1, 2002, AEP and its registrant
subsidiaries reclassified such forward trading
revenues and purchases on a net basis, as
permitted by EITF 98-10. The reclassification of
such trading activity o a net basis of reporting
resulted in a substantial reduction in both
revenues and purchased energy expense, but did
not have any impact on financial condition, results
of operations or cash flows.

Effective July 1, 2002, AEP and its registrant
subsidiaries modified their valuation procedures
for estimating the fair value of energy trading
contracts at inception. Unrealized gain or loss at
inception is recognized only when the fair value of
a contract is obtained from a quoted market price
in an active market or is otherwise evidenced by
comparison to other observable market data. Any
fair value changes subsequent to the inception of
a contract, however, are recognized immediately
based on the best market data available. AEP
and its registrant subsidiaries now also use such
procedures for determining unrealized gain or
loss at inception for all derivative contracts.

In June 2002, FASB issued SFAS 146 which
addresses accounting for costs associated with
exit or disposal activities. This statement
supersedes previous accounting guidance,
principally EITF No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring).” Under EITF No. 94-
3, a liability for an exit cost was recognized at the
date of an entity's commitment to an exit plan.
SFAS 146 requires that the liability for costs
associated with an exit or disposal activity be
recognized when the liability is incurred. SFAS
146 also establishes that the liability should
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initially be measured and recorded at fair value.
The timing of recognizing future costs related to
exit or disposal activities, including restructuring,
as well as the amounts recognized may be
affected by SFAS 146. AEP will adopt the
provisions of SFAS 146 for exit or disposal
activities initiated after December 31, 2002.

In November 2002, the FASB issued
Interpretation No. 45, “Guarantor’'s Accounting
and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of
Others” (FIN 45) which requires that a liability
related to issuing a guarantee be recognized, as
well as additional disclosures of guarantees.
This new guidance is an interpretation of SFAS
Nos. 5, 57 and 107 and a rescission of FIN No.
34. The initial recognition and initial
measurement provisions of FIN 45 are effective
on a prospective basis to guarantees issued or
modified after December 31, 2002. The
disclosure requirements of FIN 45 are effective for
financial statements of interim and annual periods
ending after December 15, 2002. We do not
expect that the implementation of FIN 45 will
materially affect results of operations, cash flows
or financial condition. See guarantee details
discussed in Note 10.

In December 2002, the FASB issued SFAS No.
148, “Accounting for Stock-Based Compensation-
Transition and Disclosure”, which amends SFAS
No. 123, “Accounting for Stock-Based
Compensation”. SFAS 148 provides alternative
methods of transition for a voluntary change to
the fair value based method of accounting for
stock-based employee compensation. Under the
fair value based method, compensation cost for
stock options is measured when options are
issued. In addition, SFAS 148 amends the
disclosure requirements of SFAS 123 to require
more prominent and more frequent (quarterly)
disclosures in financial statements of the effects
of stock-based compensation. SFAS 148 is
effective for fiscal years ending after December
15, 2002. AEP does not currently intend to adopt
the fair value based method of accounting for
stock options.

In November 2002, the FASB issued an Invitation
to Comment, “Accounting for Stock-Based
Compensation: A Comparison of FASB



. f'optlons as an expense

' In January 2003

_““finance
BN ;j,subordlnated financial supportfrom other parties.
. .- This new guidance ‘is  an mterpretatron of

" .’Accounting Research Bulletin (ARB) No. 51, .
. " “Consolidated Fmancral Statements”. ‘The |nlt|al S
* recognition and initial measurement provisions of *
- FIN46forall enterpnses with variable interestsin '
- “variable interest entities created after January 31,
e apply the - provrsrons of thls'_f‘-j
lnterpretatlon to_ those entities” |mmed|ately AT
public entity | with variable ‘interests in variable
-+ interest entities created before February1 2003 .
~ shall apply the provisions of this Interpretation no -
. later than the- beginning of the-first interim. or &
R annual reportmg perlod beglnnlng after June 15
E .2003 . :

..20083,

o ~b. The enterpnse s maximum exposure to Ioss

o Statement No 123 Accountlng for Stock-Based};
_Compensatlon and Its Related- lnterpretatlons

v [IFRS, "' Share-Based
L .Payment ! The FASB plans to make a decrsronj“v
. in the first quarter of 2003 whether it will begina-

- "_more  comprehensive reconsideration | of “the ..
- “accounting for stock optlons " This:may lnclude'.;

. _revisiting -the "decision ‘in "SFAS 123 allowing

. -companies to disclose the pro forma effects of the

- fair value based method rather than requiring -

- ‘and " 1ASB  ‘Proposed-*

\',recogmtlon ‘'of the fair value of employee stock

; “requirements for consolldatlon of certain entities
‘in - which equnty investors' do not have - the

" characteristics of a controllmg financial interest or
. do not have sufficient equity at risk for the entity to " -
-additional

T its - actlvmes : wnthout

“shall ..

o f it is reasonably pOSSIble that an enterprlse wull B
‘ .consolldate or . disclose * information - about - a
. variable interest entlty when ' this lnterpretatron;"
'~ becomes effectlve the enterprlse shall disclose
_f_the following -
. statements initially issued afterJanuary31 2003,
~ " regardiess ‘of the date on Wthh the varlable""“
' "v'._\lnterest entlty was created ' :

mformatlon inall fmancnal

a. The nature purpose srze and actlvrtles of
the variable interest entity .- '

_asaresult of its lnvolvement W|th the
vanable mterest entlty L

S the” FASB lssued FASB"f‘f
;Interpretatlon No. 46 “Consolldatlon of Variable :
_Interest Entities” (FIN 46) which" ‘changes ‘the

AEP and its subsrdlanes beheve lt is reasonably’ 3

~ this new guidance. See Notes 9, 22,23 and 26. -
~for addltlonal dlsclosures relatmg to the vanable- o
nterest entltles & R o o

,‘,:2 Extraordmary ltems and Cumulatlve Effect -

" accounting’ under SFAS 71 for the generation

- Virginia, Texas and Arkansas state jurisdictions. o
- See Note .7 ““Customer_ Choice -and. Industry .
Restructurmg for descrlptlons of the restructuring

~CSPCo recogmzed an extraordlnary loss for
“stranded "Ohio"  Public . ‘Utility - Excise ~ Tax
:j,(commonly known as the Gross Recelpts Tax — | ‘
~GRT) net of allowable Ohio coal credits during the -
“quarter ended June 30, 2001, This Ioss resulted

~GRT.: Effectwe with the liability affixing on May 1,

-2001, CSPCo - and OPCo recorded
'f‘extraordlnary loss under SFAS 101."
“companies appealed to the Ohio Supreme Court
‘the ‘PUCO order on Ohio restructuring that the .
" Ohio ‘companies believe “failed to ‘provide - for -

‘recovery for the final year of the GRT.
- 2002, the Ohio Supreme Court denled recovery of
L.the fnal year of the GRT l

,'f_i'ln October 2001 TCC reachIred $101 mllllon of .

i pollutlon controlbonds - in advance of their .
=" maturity." Since these ‘pollution control bonds
" ~'were used to finance unregulated generation .
.assets, aloss of $2 million after-tax was recorded.
“AEP . and . its : registrant subS|d|anes had no
lfextraordmary ltems in 2002 : S

: The followrng table shows the components of the
-extraordinary - - items. reported - on AEP's
'_Consohdated Statements of Operatlons v '

possmle that they will:-be required to consolidate - " -
- ;ldentmed vanable mterest entities as a’result of

Extraord/nafy Items - Extraordmary |tems were » o
: recorded for " the dlscontlnuance of regulatory .

. portion of the business in the Ohio; Virginia, West -

“ plans and related accountlng effects. OPCo and - -

~from regulatory decisions in connection with Ohio- o
> deregulation which stranded the recovery of the .

an’ A]i o
‘Both Ohio = -

In April -



Year Ended
December 31,
2002 2001 2000
(in millions)

Extraordinary Items:
Discontinuance of Regulatory
Accounting for Generation:
ohio Jurisdiction (Net of Tax

of $20 million in 2001 and
$35 Million in 2000)(a)
virginia_ and west virginia
Jurisdictions (Inclusive of
Tax Benefit of $8 Million)(b) - - 9
Loss on Reacquired Debt
(Net_of Tax_of $1 Million
in 2001) (©) -

% -

(2) -

i- 300 $G35

(a) Relates to AEP, OPCo and CSPCo.
Eb) Relates to AEP and APCo.
c) Relates to AEP and TCC.

Extraordinary Items

Cumulative Effect of Accounting Change - SFAS
142 requires that goodwill and intangible assets
with indefinite useful lives no longer be amortized
and be tested annually for impairment. The
implementation of SFAS 142 resulted in a $350
million net transitional loss for our U.K. and
Australian operations and is reported in AEP’s
Consolidated Statements of Operations as a
cumulative effect of accounting change (see Note
3 for further details).

The FASB'’s Derivative Implementation Group
(DIG) issued accounting guidance under SFAS
133 for certain derivative fuel supply contracts
with  volumetric optionality and derivative
electricity capacity contracts. This guidance,
effective in the third quarter of 2001, concluded
that fuel supply contracts with volumetric
optionality cannot qualify for a normal purchase or
sale exclusion from mark-to-market accounting
and provided guidance for determining when
certain option-type contracts and forward
contracts in electricity can qualify for the normal
purchase or sale exclusion.

For AEP, the effect of initially adopting the DIG
guidance at July 1, 2001 was a favorable
earnings mark-to-market effect of $18 million, net
of tax of $2 million. [t was reported as a
cumulative effect of an accounting change on
AEP’'s Consolidated Statements of Operations.

3. Goodwill and Other Intangible Assets:
As described in the Significant Accounting

Policies footnote, AEP adopted the provisions of
SFAS 141 effective July 1, 2001. SFAS 141

$(48) $(44) °
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requires that the purchase method of accounting
be used for all business combinations initiated
after June 30, 2001 and estdblished new
standards for the recognition of certain identifiable
intangible assets, separate from goodwill.
Business combinations initiated after June 30,
2001 (see Note 12 for details) are accounted for
utilizing SFAS 141.

SFAS 142 requires that goodwill and intangible
assets with indefinite useful lives no longer be
amortized, but instead tested for impairment at
least annually. SFAS 142 required a two-step
impairment test for goodwill. The first step was to
compare the carrying amount of the reporting
unit’s assets to the fair value of the reporting unit.
If the carrying amount exceeded the fair value
then the second step was required to be
completed, which involves allocating the fair value
of the reporting unit to each asset and liability,
with the excess being implied goodwill. The
impairment loss is the amount by which the
recorded goodwill exceeds the implied goodwill.
AEP was required to complete a “transitional”
impairment test for goodwill as of the beginning of
the fiscal year in which the statement was
adopted.  This transitional impairment test
required that AEP complete step one of the
goodwill impairment test within six months from
the date of initial adoption, or June 30, 2002. In
the first quarter 2002, AEP completed the
transitional impairment test of goodwill related to
domestic operations and indefinite lived intangible
assets and concluded that those assets were not
impaired.

In the second quarter 2002, AEP completed
testing for goodwill impairment on AEP’s U.K. and
Australian retail electricity and supply operations.
The fair values of the U.K. and Australian retail
electricity and supply operations were estimated
using a combination of market values based on
recent market transactions and cash flow
projections. As a result of this testing, AEP
determined that there was a net transitional
impairment loss of $350 million, which was
reported in AEP's Consolidated Statements of
Operations as a Cumulative Effect of Accounting
Change.

SFAS 142 also requires that intangible assets
with finite useful lives be amortized over their



S 'respectlve est'mate‘j ||ves to “the : estimated
. ‘residual values. In accordance with SFAS 142,
: A‘..;;,for all business combinations initiated before July

" 'Jassets with indefinite ‘lives through’ December',

"_, 12001 ‘was amortized on_ a. straight-line -basis
*-“generally over 40 years except for the portlon of ::

o -marketmg actlvrtres whrch was amortlzed on a

- f : Goodwrll

1, 2001, AEP amortlzed goodwill-and intangible
-intangible ‘assets with indefinite lives. Intangible -
.'2001, and then ceased amortization.” " The’
goodwﬂl associated” ‘with - those :-‘business *

combinations with acquisition dates before July 1, -~ > 5 to 10 years

-;'QOOdWI“ associated - 'with - gas trading - ‘and ... ,"1‘42

tralght llne -basis: over 10 years Also in-
-accordance " with SFAS 142, for all busmess
';‘combmatlonswrth acqursmon dates afterJune 30, .
.2001, AEP. has -not .amortized goodwill and’ = -

- “assets with finite lives continue to be amortized *

. overtheir respectlve estlmated lives ranglng from o =

f'New reportmg requtrements rmposed by SFAS[T " .
lnclude’ the dlsclosures shown below SRR

, :The changes in AEP s the carrymg amount of goodwnll for the twelve months ended December 31 2002 e

o Aby operatlng segment are

SR ;'ff;Energyff‘jiiEm"n'" L AEP_
fwholesale‘;jfbel1verv : ‘other';;' Consolidated .-
T TR N _(1n m1ll1ons) E

- Balance January 1, 2002 ‘jy'ff>u'{.jaf 53401'_ $15 . .fr'?: ©"$392
;h,'Goodw111 acquired: R L IR SEERREPS ”;27; o ‘,-g"' T2
o changes to Goodwill due to purchase pr1ce o R SRR e
~ adjustments O .,,j;_ : 181 - S 181

' Non-transitional. 1mpa1rment Josses (173) - Sy (185)
" Foreign currency exchange rate changes _6 i2 SN B

- Balance December 31, 2002

R ‘Accumulated amortlzatlon of goodwﬂl was approxrmately $22 mllllon and $25 mllhon at December 31, 2002

_ and 2001, respectively. A decrease of $3 million related pnnmpally to the non-transmonal |mpa|rment of |
goodwnll on Gas Power Systems (see Note 13a) o . R o

o "The transmonal lmpalrment loss related to SEEBOARD and C|t|Power goodwﬂl Wthh is reported asa

. " cumulative effect of an accounting change, is excluded from the above schedule. Under SFAS 144, the

assets of SEEBOARD and CitiPower, including goodwill and acqurred intangible assets no longer subject to
'+ amortization, are reported as Assets of Discontinued Operations in AEP s Consolldated Balance Sheets :
- -See Note 12 related to the sale of SEEBOARD and Clthower ’ L :

- Changes to goodwnll due to purchase pnce adjustments of$181 m|lllon was pnmarlly due to purchase price v_

adjustments related to AEP's acquisition of U.K. Generation. The purchase price adjustments alsoinclude

adjustments related to the acqunsmon of Houston Plpe Lme Company, MEMCO NOl'dlC Tradmg and AEP :
Coal(seeNote12) : Do T O S

a ln the ﬂrst quarter of 2002 AEP recognlzed a goodw;ll |mpalrment loss of $1 2 mllllon for all goodwrll related
to the acqursmon of Gas Power Systems (see Note 13a) ST e : .

| k,ln the fourth quarter of 2002 AEP prepared |ts annual goodwrll lmpalrment tests The fair values ofthe .
~ ‘operations were estimated using cash flow prOJectrons There were no goodwill impairments as a result of -
-the annual goodwill impairment tests. However, in the fourth quarter, AEP recognized goodwill impairment

losses totaling $173 million related to impairment studies performed on the U.K. Generation assets (3166 -
mllllon) AEP Coal ($3 mlllron) and NOl'dIC Tradlng ($4 mI”IOl'l) These goodel |mpalrment studles were .




triggered by the SFAS 144 asset impairment losses recognized on these operations in the fourth quarter
(refer to Note 13). The fair values of these operations were estimated using cash flow projections.

The following tables show the transitional disclosures to adjust AEP's'reported net income (loss) and
earnings (loss) per share to exclude amortization expense recognized in prior periods related to goodwill
and intangible assets that are no longer being amortized.

Net Income (Loss) Year Ended December 31,
2002 2001 2000
(in millions)
Reported Net Income (LOSs) $(519) $ 971 $267
Add back: Goodwill amortization (a) - 39 39
Add back: Amortization for intangibles with indefinite
1ives under SFAS 142 (b) - 8 9
Adjusted Net Income (LOSS) $¢519) $1,018  $315
Twelve Months Ended
Earnings (Loss) Per Share (Basic and Dilutive) December 31,
2002 2001 2000
Reported Earnings (Loss) per Share $(1.57) $3.01 $0.83
Add back: Goodwill amortization (o - 0.12 0.12

Add back: Amortization for intangibles with
indefinite 1ives under SFAS 142 (d) 0.02 0.03

Adjusted Earnings (Loss) per Share $¢@.57) $3.15 $0.98

(a) This amount includes $34 million and $37 million in 2001 and 2000 related to Seeboard and CitiPower
amortization expense included in Discontinued Operations on AEP's consolidated Statements of
Operations.

(b) The amounts shown for 2001 and 2000 relate to CitiPower amortization expense included in Discontinued
Operations on AEP's Consolidated Statements of Operations.

(c) This amount includes $0.10 and $0.11 in 2001 and 2000 related to Seeboard and CitiPower amortization
expense included in Discontinued Operations on AEP's Consolidated Statements of Operations.

(d) The amounts shown for 2001 and 2000 relate to CitiPower amortization expense included in Discontinued
Operations on AEP's Consolidated Statements of Operations.
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S ‘_Acqurred lntanglble Assets

e Acqulred mtanglble assets subject to amomzatlon are $37 .million at December 31 2002 and $33 mllllon at -

- December 31, 2001, net of accumulated amortlzatlon Of those amounts $25 mllhon and $33 mllhon at .-

L "ffAmortlzatron" of -

. one line in AEP’s Consolidated Balance Sheets .

: -Vamortlzatlon hfe by major asset class arc '

' Amort1zat1onii

S Life “Amount

‘f’ 31 2002

ITCarry1ng AccumuTated w

- - December 31,2002 and 2001 ‘relate to SWEPCo The gross carrymg amount accumulated amortlzauon and

"'December 31 2001
;QGross £ ’
;carrying Accumu1ated

" R S (in. years)h”

Dolet. H111s Lo ST
- Advanced 1o Bt L
. Royalties’ (swspco) IR (I

o 'Less: ‘Adjustment.
Due to Purchase -
) Pr1cerRea1]ocat1on :
- (SWEPCO) . S
" Trade name and -
Adm1n1strat1on of

.. -Contracts - _”, o »,.',°i;1“7f*i5?};f
" Unpatented i -7 oL T
Technology '+ i .- -7 7100 - o

Totals - - .
mtangrble assets

aggregate amortlzatron expense is $4 million for -
.each year 2003 through 2008."

“for each year 2003 through 2008. -

o AEPs acqurred mtangrble assets no: Ionger"';i
~ subject to amortization were comprised of retail
and wholesale distribution licenses for Clthower.. o

-~ operating franchises. - The licenses were being - N
- amortized on a straight-line basis over 20 and 40

years for the retail and wholesale Jlicenses,

- respectively. In accordance with SFAS 144, the"';v[' o
" assets of CitiPower, including acquired mtanglble

assets ‘no.longer subject to amortization, ‘are
. -reported as Assets of Discontinued Operations on "

... See Note 12 related to the sale of CitiPower.."" P

A‘f:(1n m1111ons)

oomms

: (pnmanlyk_;.,i.“.' "
-~ SWEPCo) was $2 million for the twelve months ™ . "=
~ended December: 31, 2002. AEP’s estimated - .

Amort1zat1on‘

’Amount ‘ Amort1zat1on
' (1n m1111ons)

ss iie3s s

H
I

;'4 Merger e A
Y On June 15 2000 AEP merged wrth CSW so that .
... CSW became a wholly-owned subsidiary of AEP.
. "SWEPCo's:. - Under the terms of ;the ‘merger agreement,
- -estimated - ‘aggregate - amortization " éxpense - S

e (mcluded in AEP's estimated amount) is $3 mrlhon o

approxrmately 127.9 million - shares of - AEP

. -Common Stock were issued in exchange for all
;o the outstandlng shares of CSW Common Stock

-~ based upon an ‘exchange ratio of 0.6 share of R
- AEP Common Stock for each share of CSW o

Common Stock

v -:The merger was accounted for as a poolmg of

- interests. -
- . - financial statements give retroactive effect to the o
~merger, with all periods presented as if AEP and =
~.*CSW' had “always” been combined.” ,
if}_freclassrfrcatuons have been made to conform the

- historical fi nancralstatementpresentatron of AEP -
-‘and CSW. . Effective January 2003, the legal

i name of CSW was changed to AEP Ut|ht|es Inc.

Accordmgly, AEP'’s " consolidated -

~ Certain -

g ,:'-_fgln connection with the merger $10 millon 67
e mllhon aftertax) $21 million ($14 million aftertax)
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and $203 million ($180 million after tax) of non-
recoverable merger costs were expensed in 2002,
2001 and 2000. Such costs included transaction
and transition costs not recoverable from
ratepayers. Also included in the merger costs
were non-recoverable changes in control
payments. Merger transaction and transition
costs of $52 million recoverable from ratepayers
were deferred pursuant to state regulator
approved settlement agreements through
December 31, 2002. The deferred merger costs
are being amortized over five to eight year
recovery periods, depending on the specific terms
of the settlement agreements, with the
amortization ($8 million, $8 million and $4 million
for the years 2002, 2001 and 2000) included in
depreciation and amortization expense.

The following tables show the deferred merger
cost and amortization expense of the applicable
subsidiary registrants:

Amortization
Merger Cost Expense for the
peferral at Year Ended

December 31, 2002 December 31, 2002
(in millions)

I&M $8.2 $1.7

KPCo 2.9 0.6

PSO 5.0 1.6

SWEPCO 3.9 1.1

TCC 9.1 2.6

TNC 2.7 0.8

Amortization
Merger Cost expense for the
Deferral at Year Ended
December 31, 2001 December 31, 2001
(in millions)

I&M $9.1 .7

KPCo 3.2 .6

PSO 6.6 1.2

SWEPCo 5.0 1.1

TCC 11.8 2.6

TNC 3.5 0.8

Amortization
Merger Cost Expense for the
peferral at Year Ended
December 31, 2000 pecember 31, 2000
(in milTlions)

I&M $ 6. $0.7

KPCo 2.5 0.3

PSO 7.9 0.5

SWEPCo 6.1 0.5

TCC 14.4 1.3

TNC 4.2 0.4

Merger transition costs are expected to continue
to be incurred for several years after the merger
and will be expensed or deferred for amortization
as appropriate. As hereinafter summarized, the
state settlement agreements provide for, among
other things, a sharing of net merger savings with
certain regulated customers over periods of up to
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eight years through rate reductions which began
in the third quarter of 2000.

-

Summary of key provisions of Merger Rate

Agreements:

State/Company Ratemaking Provisions

Texas - SWEPCo, $221 million rate reduction
TCC, TNC over 6 years.

No base rate increases for

3 years post merger.
Indiana - I&M $67 million rate reduction
over 8 years. Extension of
base rate freeze until
January 1, 2005. Requires
additional annual deposits of
$6 million to the nuclear
decommissioning trust fund
5853the years 2001 through

I&M

customer billing credits of
approximately 14 million
over 8 years. Extension of
hase rate greeze until

January 1, 2005.

Michigan

Rate reductions of
approximately $28 million
over 8 years.

No base rate increases for
3 years post merger.

Kentucky

KpPCo

oklahoma

PSO Rate reductions of
approximately $28 million
over 5 years. No base rate
increase before 3January 1,
2003.

Arkansas

SWEPCO Rate reductions of $6 million

over 5 years.

Rate reductions to share
merger savings estimated to
be $18 million over 8
years. Base rate cap until
June 2005.

Louisiana - SWEPCo

If actual merger savings are significantly less than
the merger savings rate reductions required by
the merger settlement agreements in the eight-
year period following consummation of the
merger, future results of operations, cash flows
and possibly financial condition could be
adversely affected.

See Note 9, “Commitments and Contingencies”
forinformation on a court decision concerning the
merger.

5. Nuclear Plant Restart:

I&M completed the restart of both units of the
Cook Plant in 2000. Cook Plant is a 2,110 MW
two-unit plant owned and operated by I1&M under
licenses granted by the NRC. [&M shut down
both units of the Cook Plant, in September 1997,



- million and-

‘_Z/fdue to questrons regardrng the operabrlrty off‘."
 certain safety systems that arose’ durlng a NRCV',..'_F
S archrtect englneer desrgn rnspectron Y oy

Settlement agreements m the ‘Indiana and

‘Michigan retail jurisdictions that address recovery

~in 1999.- The IURC  approved a. settlement "
agreement that resolved all mattersrelated tothe %~
- recovery of replacement energy fuel costs and all

. outage/restart costs and related i issues during the -~
" . extended outage of the Cook Plant. The MPSC . .
S approved a settlement agreement for two open . -
. Michigan ~
" “reconciliation cases . that 'resolved- all issues
“related to the Cook Plant extended outage The R

power cost

" supply .

f settlement agreements allowed

e ';{Deferral of $200 million of non-fuel nuclear
~ -operation and maintenance (O&M) costs for .+ - -
- amartization overﬂve years endlng Decemberv -~ under-recovery of fuel costs, the utility would also -~
: : -request a refund or surcharge factortorefundor. =

collect those amounts.” While fuel factors were =

" intended to recover fuel costs, final settiementof .~

31,2003,

el _Deferral of “certain’ unrecovered ‘fuel and":;‘,f’_"-
- power supply costs for amortrzatron over flve_;‘v._f_'. i

. years ending December 31,2003,

e Afreeze in base rates through December 31, N
"~ 2003 and a fixed fuel recovery charge through
-, March 1, 2004 in the Indiana jurisdiction, . "7 7+

‘e - Afreeze in base rates and fixed power supply . -~
‘costs recovery factors until January 1, 20041 S

‘ .'for the Mrchrgan Junsdrctlon

’ The amount of costs and deferrals charged to
~ other operation and marntenance expenses were -

,, as follows o o ,
D ' '“, Year Endgd December 31,
. R s 2002 2001
'wl.}c05ts Incurred SR “'S- '{i? $1 B
‘1Amorttzat1on of DeferraTs f 40 .40 40

fcharged to O&M Expense

R At December 31 2002 and 2001 deferred O&M

..~ costs of $40 mlllron and $80 million, respectively, -

. remained in Regulatory Assets to be amortized " -

.+ * through 2003. Also pursuant to the seftlement "

... ‘agreements, accrued fuel-related revenues of $38
"~ . million were amortized as a reduction of revenues - -
"+ .in each of 2002, 2001 and 2000. "At December.” .-

. . 31,2002 and 2001; fuel-related revenues of $37 - .: - %
_respectively, - were" ¥
=+ included .in - Regulatory ‘Assets: and :will ‘be -

... amortized through December 31, 2003 for both R
_Jurlsdrctlons - : .

"$75 _million,:

"recovery

- 2000 __.;}‘M”

$297. Ty
40 o .

fuel—related revenue deferrals |s approxrmately' o
L $78 mrllron . RS N

Y Rate Matters il

Texas Fuel Affect/ngAEP SWEPCo TCC and -

~on January 1,.2002, fuel-recovery for Texas - -
... utilities was a. multl -step procedure ‘When fuel -
.- costs changed, utilities filed with the PUCT for
-+ authority to adjust fuel factors. If a utility’s prior
- fuel factors resulted in material over-recovery or.

" these amounts was subject to reconcrlratron and -
'_-'approval by the PUCT RERR R

. Fuel reconcrlratron proceedlngs :
“whether fuel costs _incurred - during .
reconcrlratron ‘period were

-the

“reconciliation-date ‘are subject to PUCT review

would be negatrvely lmpacted

‘,'Accordrng to Texas Restructunng Legrslatron fuel |

*longer subject to PUCT review and reconcrlratron v
- During 2002,: TCC and TNC filed final fuel
{'reconcrllatlons with the PUCT to reconcile their -
fuel costs through the penod ending December

"> “balances at December 31, 2001 will be decided
. as part of their 2004 true-up proceedings. See

Aln October 2001 the PUCT delayed the start of - "
“customer choice in the SPP area of Texas. All of
H‘SWEPCos Texas service’ terntory and a small

" L21 e

Q_The amortrzatron of O&M costs and fuel-related?‘ R
;revenues deferred under Indiana and Michigan <~ © .
~retail’ Jurrsdrctlonal settlement ‘agreements will -
. -adversely, affect’ results of operatlons through -~ .~
""" December 31, 2003 when the amortization period

" ends. The annual amortization of O&M costs and
- of Cook Plant related outage costs were approved -

'Prlor to the start of retarl competrtron in ERCOT:f? -

determlne': X

reasonable and -
"~ necessary. All fuel costs incurred since the prior. -

and approval. If material amounts are determined S
_ g ‘__'to be unreasonable’and ordered to be refunded to
“ " customers, results of operatlons and cash ﬂows -

"cost in the Texas junsdlctlon after 2001 .is no '

31 2001.. The ultimate recovery of deferred fuel - . -

,f:drscussron of TCC and TNC fuel reconcrllatrons'_ o



portion of TNC's service territory are in SPP.
SWEPCo’s existing Texas fuel cost recovery
procedures will continue until competition begins.
SWEPCo will continue to set fuel factors and
determine final fuel costs in fuel reconciliation
proceedings during the SPP delay period. The
PUCT has ruled that TNC fuel factors in the SPP
area will be based upon the price-to-beat fuel
factors offered by the retail electric provider in the
ERCOT portion of TNC's service territory. TNC
transferred its SPP customers to Mutual Energy
SWEPCo effective December 1, 2002. TNC filed
in 2002 with the PUCT to determine the most
appropriate method to reconcile fuel costs in
TNC’'s SPP area and a decision is expected by
mid 2003.

Under Texas restructuring, customer choice to
select a retail electric provider began January 1,
2002. Sales to customers using 1 MW or less will
be at fixed base rates during a transition period
from 2002 through 2006. As discussed in Note
12 “Acquisitions, Dispositions and Discontinued
Operations”, AEP sold its Texas retail electric
providers (REP) and their retail customers in
December 2002.

The former AEP subsidiaries serving as REPs for
the ERCOT area filed with the PUCT in May 2002
to increase the fuel portion of their price-to-beat
rate in compliance with the Texas Restructuring
Legislation and the PUCT's rules. The Texas
legislation provides for the adjustment of the fuel
portion of the rate up to twice annually to reflect
significant changes in the market price of natural
gas and purchased energy used to serve retail
customers using NYMEX natural gas prices. On
July 15, 2002, the PUCT required further hearings
to reconsider the validity of their existing rules for
fuel factor adjustments. On July 24, 2002, the
Texas REPs filed a petition with the District Court
seeking an injunction commanding the PUCT to
proceed to a final order based on the existing
rules and prohibiting the PUCT from conducting a
remand proceeding. The District Courtissued an
order on August 9, 2002 requiring the PUCT to
comply with the existing rules. On August 26,
2002, the PUCT issued an order approving a 22%
increase to the fuel portion of the price-to-beat
rates effective immediately for both REPs. The
PUCT order approving the 22% increase has
been appealed by parties opposing the price-to-
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beat adjustment.. With the sale of the REPs to
Centrica in December 2002, Centrica is
responsible for these appeals. Any adverse ruling
from the appeal could impact TCC and TNC by
requiring refunds for the time period AEP served
the retail customers prior to the sale to Centrica
(January 2002 to December 2002),

TCC Fuel Reconciliation - Affecting AEP and
TCC

In December 2002, TCC filed with the PUCT to
reconcile fuel costs and to defer its over-recovery
of fuel for inclusion in the 2004 true-up
proceeding. This reconciliation for the period of
July 1998 through December 2001 will be the final
fuel reconciliation. At December 31, 2001, the
over-recovery balance for TCC was $63.5 million
including interest. During the reconciliation
period, TCC incurred $1.6 billion of eligible fuel
and fuel-related expenses. Recommendations
from intervening parties are expected in April
2003 with hearings scheduled in May 2003. A
final order is expected in late 2003. An adverse
ruling from the PUCT could have a material
impact on future results of operations, cash flows
and financial condition. Additional information
regarding the 2004 true-up proceeding for TCC
can be found in Note 8 “Customer Choice and
Industry Restructuring”.

TNC Fuel Reconciliation — Affecting AEP and
TINC

In June 2002, TNC filed with the PUCT to
reconcile fuel costs and to defer any unrecovered
portion applicable to retail sales within its ERCOT
service area for inclusion in the 2004 true-up
proceeding. This reconciliation for the period of
July 2000 through December 2001 will be the final
fuel reconciliation for TNC's ERCOT service
territory. At December 31, 2001, the under-
recovery balance associated with TNC’s ERCOT
service area was $27.5 million including interest.
During the reconciliation period, TNC incurred
$293.7 million of eligible fuel costs serving both
ERCOT and SPP retail customers. TNC also
requested authority to surcharge its SPP
customers. TNC’s SPP customers will continue
to be subject to fuel reconciliations until
competition begins in SPP. The under-recovery
balance at December 31, 2001 for TNC’s service



- disallowed.

';‘}mlllron

L {ERCOT Over-schedulmg
- andTNG

’.w1th|n SPP was $0 7 mrlllon lncludlng mterest

In October 2002 the flllng was spht mto two L
phases for hearing purposes. The first phase .
| examined all components of the filing except for .
- AEP trading activities and the associated margins - . - all ERCOT: QSEs

* that flow back to customers as an offset to fuel .

“costs consistent with the PUCT - approved Texas- "~

B ‘v"merger settlement. - Intervenors filed testimonyin -~ -

o {fmcludmg power generatlon companres and retall
‘In"*August 2001, ERCOT,,":['_..Q L
‘managing . -
transmission in its north zone.’ Thecostsmcurred-fﬁ -
by ERCOT to manage congestlon are shared by =< .
“Inlate 2001, the PUCT -
|mpact of
scheduling of ‘electric’ Ioads and resources by -
QSEs " during; August  2001.. :
investigation -determined" that a_ substantial ;.

_-the first phase recommendmg that up to $25. --

~million "of TNC’s requested: retail "eligible fuel -

- recovery be disallowed and heanngs were heldon . .
-~ October

~ recommendations.

'23, .2002. TNC . -disputed

. the = -
. On' October 21, 2002,.the - """
_. PUCT Staff and Office of Public Utility Counsel - = =

(OPC) filed a joint Motion for Summary Decision ol

* " related to the second phase issue and requested
. that approximately $18.5 million of TNC's retail - -,
- eligible fuel recovery be’ dlsallowed without a~" "+
the . -
;admmlstratlve law Judges (ALJs) in_the . case*;,ff-_.}‘
The' intervenors ™ filed = "
*._testimony on October 29 2002 in the second” -~
. 'phase recommending that up to $34 million of :

hearing. - = On _November 8, 2002,

“denied the ‘motion.”

~"TNC's requested retall ellgrble fuel recovery be -

~is approximately $59 million.’

-~ second phase were held on’ November 13-14,
.. 72002.°On February 3, 2003, TNC filed a motlon,"}r _
- to reopen the’ ev1dent|ary record and include a .
' decrease to retail eligible fuel costs ‘of $1 34}_.
L reflect “final -
V' resettlement  revenues’ and “expenses from
-, " ERCOT for the period August through December e

-2001 (see discussion in" Fuel and Purchased- -
.. Power below). The PUCT is expected to issue a e
- final order in this case by mid 2003. ‘An adverse
" ruling from the’PUCT. could ‘have a material -
o lmpacton future results of operatlons cash ﬂows_ L
- and fmancnal condltlon , R

including . interest, .to

‘ fresources for

A The ' intervenors . recommended
disallowance includes the amount sought in the "
October 21 Motion for Summary Decision.: The - ‘

" total intervenor recommended retalldlsallowance
Hearings for the :- -

-~ electric " providers.,
" incurred

- initiated - an

"“payment -

substantjal costs - . for .

mvestlgatlon ‘of ‘the -

’:* amount of the congestion charges were theresult -~ = -
" of QSEs, including AEP’s QSE, scheduling more .~
resources than required to meet their actual load .-
" requirements in the ERCOT. north zone. :AEP’s
- QSE over-scheduled resources due toan errorin - - -
the allocation of estimated load requnrements",‘ .

- between ERCOT congestion zones. Pursuantto =~
“"the PUCT's investigation, QSEs, including AEP’s ~
. QSE, agreed to a settlement that provides forthe -~
~-refund of - payments received for- adjustlng R
~The .-
“settlement was  approved by the 'PUCT in = ©’
November 2002.- The settlement recognizes that .- .
" the 'scheduling errors were associated ‘with the - -
‘start up of the ERCOT competitive market.. AEP's - *

* QSE paid $3.2 million to ERCOT and received -
~-$1.7 million from ERCOT in congestion refunds
" for a net payment of $1.5 million. Payments were .-
assigned to TNC and the refunds were allocated. .~
-~ 0 TCC and-TNC. - TNC incurred a net cost of . -

' °$2.8 million and TCC received a refund of $1.3 -
"-* million.- The TNC payment and TCC refund have
- been reflected in the final fuel reconciliation filings
«for each company.’ However, intervening parties -

resource schedules for congestlon

have objected to “the ' inclusion of the” TNC" |
its” final - fuel

STn e s Texas Transm/ssmn Rates Affectlng AEP TCC
R e T andTNC B '
*Affectmg AEP TCC',T L ' R
S 0On June 28, 2001 the Supreme Court of Texas .

-:ruled that the transmission pricing mechanism

“ - ERCOT began servmg asa central control center #.% “created by the PUCT 'in 1996 and used for the .
.~ for all of ERCOT at the end of July 2001 when *::
" ERCOT became a single control area. Qualified -

* scheduling entities (QSE) schedule loads and

ERCOT market parhc:pantsv{'j_7‘{"--

¢ . period January1 1997 through August 31, 1999 -
‘was invalid.” The court upheld an appeal filed by v
“unaffiliated * Texas " utilities that .the 'PUCT . ‘
exceeded l'[S statutory authonty to set such rates. =
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“The 'PUCT's .- .

‘reconciliation. ©
;"-Recommendatlons from lntervenlng partiesinthe
- TCC proceedmg are not expected until April 2003.
~“An adverse ruling from the PUCT would impact
~future results of operatlons cash ﬂows and
"1‘1"j:f|nanCIaI condltlon S : :



during that period. TCC and TNC were not
parties to the case. However, the companies’
transmission sales and purchases were priced
using the invalid rates. It is unclear what action
the PUCT will take to respond to the court’s
ruling. If the PUCT changes rates retroactively,
the result could have a material unfavorable
impact on results of operations and cash flows for
TCC and TNC.

FERC Wholesale Fuel Complaints — Affecting
AEP and TNC

In May 2000, certain TNC wholesale customers
filed a complaint with FERC alleging that TNC
had overcharged them through the fuel
adjustment clause for certain purchased power
costs related to 1999 unplanned outages at
TNC's Oklaunion generation station. In
November 2001, certain TNC wholesale
customers filed an additional complaint at FERC
asserting that since 1997 TNC had billed
wholesale customers for not only the 1989
Oklaunion outage costs, but also certain
additional costs that are not permissible under the
fuel adjustment clause.

In December 2001, FERC issued an order
requiring TNC to refund, with interest, amounts
associated with the May 2000 complaint that were
previously billed to wholesale customers. The
effects of this order were recorded in 2001. In
response to the November 2001 complaint,
negotiations to settle the complaint and update
the contracts are continuing. In March 2002, TNC
recorded a provision for refund of $2.2 million
before income taxes. The actual refund and final
resolution of this matter could differ materially
from this estimate and may have a negative
impact on future results of operations, cash flows
and financial condition.

FERC Transmission Rates — Affecting AEP, PSO,
SWEPCo, TCC and TNC

In November 2001, FERC issued an order
resulting from a remand by an appeals court of a
tariff compliance filing order issued in 1998 that
had been appealed by certain customers. The
order required PSO, SWEPCo, TCC and TNC to
submit revised open access transmission tariffs
and calculate and issue refunds for overcharges
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from January 1, 1997. In July 2002, FERC
approved a revised open access transmission
tariff and refunds of $1.3 million were issued to
unaffiliated entities.

Under FERC rules, the new tariffs resulted in a
reallocation of previously received transmission
revenues among affiliates resulting in the
following income statement impact:

Increase (Decrease) Revenues

2001 2002 Total

(in millions)
PSO $ 2.8 $ 2.5 $ 5.3
SWEPCo 3.2 2.8 6.0
TCC 6.0 (2.8) (8.8)
TNC (2.6) Q1.2 3.8
AEP Total 3.6 $13 $(1.3)

Fuel and Purchased Power — Affecting AEP,
PSO, SWEPCo, TCC and TNC

PSO has Under-Recovered Fuel Costs of $75.7
million at December 31, 2002, representing fuel
and purchased power costs recorded but not yet
collected from retail customers in Oklahoma. The
first significant item causing the under-recoveryis
approximately $44 million in reallocation of
purchased power costs for periods prior to
January 1, 2002, as described below. The other
significant item impacting the under-recovered
fuel costs are natural gas price increases that
were not expected when PSO set its quarterly
factors during 2002. The ~ Corporation
Commission of the State of Oklahoma (OCC) is
currently reviewing the reasons for the large
under-recovered balance.

The AEP West electric operating companies’
power is dispatched real-time on an economic
basis and is later allocated among the AEP West
electric operating companies using the
Interchange Cost Reconstruction (ICR) system
based on dispatch information from internal and
external sources. ICR is designed to allocate the
cost of power under the terms and conditions of
the AEP West Operating Agreement. During
2002, two ICR adjustments were made. The
adjustments were related to a 2002 true-up and a
reallocation of years prior to 2002.



- Durlng the thlrd quarter of 2002 AEP reallocated
*purchased power costs among the four AEP West™ '~

~ electric operating compames for the periods prior: .

- to January 1, 2002 (the ICR Adjustments) The =
-~ effects of the reallocation on pre-tax income were L
) msrgnlfcant to PSO and TCC and increased pre- . o

~ tax income at SWEPCo and TNC by $2 4 mlll|on "2 Tesult of this review as the documents and data -

: Y '“'f';'have not been assembled SRR

‘and $1 9 mllllon respectlvely

The formatlon of the ERCOT srngle control zone'.
o ‘increased the need for data estimation and true- _
~* up which has resulted in extended true-up periods -+ IR ' e T
."’On October 15 2002 SWEPCo f led w1th the- SO
Louisiana Public ‘Service' Commission’ (LPSC):]”";
- 'detailed fi nanc1al information typically utilizedina = .-
‘revenue . requirement fllng, including- a . "
Junsdlctlonal cost of ‘'service.* ‘This filing was:
".‘requnred by the LPSC ‘as a result of their order -
- approving the merger between AEP and CSW. -
The LPSC's merger order also: provides that . . -
- SWEPCo’s base rates are capped at the present -

- /associated with allocations’ being performed on - = ©
° estimated data. ERCOT can make adjustments;] e

‘to companles settlements for up to six months: A
true-up ‘process for 2002 was completed and N
recorded in the fourth quarter of 2002 resultingin "+
: InS|gnn"cant changes in PSO’s and SWEPCosf";:-’F
> TCC's pre-tax income-was
- “reduced by$3 7m|ll|on and TNCspre-taxmcome R

" was ‘increased by $4.8 million..” As ERCOT - S
" notifies TCC and TNC offurtheradjustments they*ﬁ.“-}‘v"-
S wnll be recorded C

pre-tax ‘income.

© PSSO |mplemented new fuel rates in December"-’““??
" 2002 following the OCCs review and approval.” "
~“The new fuel factors were designed to recover -~
~ estimated fuel costs for the next three months and .-
" to begin recovery of the under-recovered amount.” . -
~ Recovery of the 'under-recovered ‘amount s
expected to occur: over ‘'several months and lS :

: _subject to OCC rewew and approval

, For SWEPCo the true-up process descnbed
e ~above and the ICR Adjustments resulted in a net -
“ " increase in fuel costs recoverable from customers
*- . of $8 million included in Régulatory Assets on -
" AEP's and SWEPCo’s Consolidated Balance
‘Sheets.” The amount is " recoverable - from .7 .
customers ‘pursuant - to " the - applicable . fuel
recovery mechamsms and review of the stateji._--"
.- .regulatory commrssnons in Arkansas Lomsrana‘}f
S andTexas o .

- Commissions regulating SWEPCo do not permlt-.f, S
. recovery of the revised fuel and purchased power : - .-
- _costs, there could be an adverse effect on results '; R
‘ 7.2 “hearing. In February 2003, AEP and one of our
“ customers agreed to terminate their contract with
the customer w1thdrawmg its FERC complalnt

o of operatlons and cash ﬂows

f PSO Rate Rewew Affect/ng AEP and PSO
-~ In Fabruary 2003, iie Director of the OCG filed an“if. ’,
'appllcatlon requmng 'PSO to file all documents - -

4 _necessaryfora general rate review before August - i
©1,2003.- Management is unable to predlct the.

.,;.._.Z"ff’:Lows:ana Compllance F/Img AffectlngAEP and : . S
| SWEPCo S 0

level through mid 2005.- The fi filing indicates that -

SWEPCo’s current rates should not be reduced. -
" If the LPSC disagrees with our. conclusion, they -
“could order’ SWEPCo to file all documents fora -
.~ full cost of service revenue requirement review in i
" order to determine whether SWEPCo's capped © -~
“rates should be reduced which would adversely

".‘*lmpact results of operatlons and cash ﬂows

S FERC Long-term Contracts Affectmg AEP and. o
o »'AEP East and AEP West companles

:;f‘:_fln September 2002 the FERC voted to hold )
- "hearings to’ consuder requests from . certain
“~'wholesale customers located ‘in- Nevada ‘and
~~“Washington to’ break. long-term contracts which .
o they allege are “hlgh-prlced” Atissue are long- -

term contracts - entered during . the - California

. energy price” spike in° 2000 and - 2001. . The’
. complaints allege that AEP sold power at unjust'
.and unreasonable prices.: .-The FERC delayed .
-~ hearings to aIIow the parties to hold settlement -
_ ' B e o "';'dlscussmns In.- January 2003, the FERC

To the extent the OCC and/or the AEP West - settlement judge’ assigned to the case indicated
“that -the partles ‘settlement. efforts” were not

progressing and “he ‘recommended that the = -

complaint be placed back on the schedule for a



In a similar complaint, a FERC administrative law
judge (ALJ) ruled in favor of AEP and dismissed,
in December 2002, a complaint filed by two
Nevada utilities. In 2000 and 2001, AEP agreed
to sell power to the utilities for future delivery. In
late 2001, the utilities filed complaints that the
prices for power supplied under those contracts
should be lowered because the market for power
was allegedly dysfunctional at the time such
contracts were entered. The ALJ rejected the
utilities’ complaint, held that the markets for
future delivery were not dysfunctional, and that
the utilities had failed to demonstrate that the
public interest required that changes be made to
the contracts. The ALJ's order is preliminary and
is subject to review by the FERC. The FERC will
likely rule on the ALJ's order in 2003.
Management is unable to predict the outcome of
these proceedings or their impact on resuits of
operations.

Environmental Surcharge Filing — Affecting AEP
and KPCo

In September 2002, KPCo filed with the KPSC to
revise its environmental surcharge tariff to recover
the cost of emissions control equipment being
installed at Big Sandy Plant. See NOx
Reductions in Note 9 “Commitments and
Contingencies”.

The surcharge request, as filed, would increase
annual revenues by approximately $21 million and
must be approved by the KPSC before its
inclusion in customers’ bills. If the KPSC does
not approve an increase in the environmental
surcharge, results of operations and cash flows
would be negatively impacted.

7. Effects of Regulation:

In accordance with SFAS 71 the consolidated
financial statements include regulatory assets
(deferred expenses) and regulatory liabilities
(deferred revenues) recorded in accordance with
regulatory actions in order to match expenses and
revenues from cost-based rates in the same
accounting period. Regulatory assets are
expected to be recovered in future periods
through the rate-making process and regulatory
liabilities are expected to reduce future cost
recoveries. Among other things, application of
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SFAS 71 requires that the AEP System's
regulated rates be cost-based and the recovery of
regulatory assets be probable. Management has
reviewed all the evidence currently available and
concluded that the requirements to apply SFAS
71 continue to be met for all electric operations in
Indiana, Kentucky, Louisiana, Michigan,
Oklahoma and Tennessee.

When the generation portion of the business in
Arkansas, Ohio, Texas, Virginia and West Virginia
no longer met the requirements to apply SFAS 71,
net regulatory assets were written off for that
portion of the business unless they were
determined to be recoverable as a stranded cost
through regulated distribution rates or wire
charges in accordance with SFAS 101 and EITF
97-4. In the Ohio and West Virginia jurisdictions
generation-related regulatory assets that are
recoverable through transition rates have been
transferred to the distribution portion of the
business and are being amortized as they are
recovered through charges to regulated
distribution customers.  These assets are
classified as “transition regulatory assets”. As
discussed in Note 8, “Customer Choice and
Industry Restructuring” the Virginia SCC ordered
the generation-related regulatory assets in the
Virginia jurisdiction to remain with the generation
portion of the business. Generation-related
regulatory assets in the Virginia jurisdiction are
being amortized concurrent with their recovery
through capped rates. These assets are also
classified as “transition regulatory assets.” The
Texas jurisdiction generation-felated regulatory
assets that are eligible for recovery through
securitization have been classified as “regulatory
assets designated for or subject to securitization.”
See Note 8 "Customer Choice and Industry
Restructuring” for further details.



'%.Tota1 Regu1atory L1ab111t1es

'.;?Total Regu1atory Assets; x:-

" Note

. Note

- Note

AEP s recogmzed regulatory assets and Ilab
are compnsed of the followmg at

December 31. o
: 20 001"
. (1n m1111ons)
. Regu]atory Assets PR :
 Amounts Due From Customers " ‘- R
. For Future Income Taxes . - $--791 $ 814 -
_ . .Transition Regulatory Assets‘;" . 743 847
. Regulatory Assets : A ~u=e~' . ;
* Designated for or subject to e
“Securitization © o336 i--.,959‘.

. Texas Wholesale C1awback (a) L0262 T = .
‘Deferred Fuel Costs -~ - 143 -0 221391

. Unamortized Loss on . f;. R P e

---Reacquired Debt - e B3 00799 e s
. cook Plant Restart Costs s,"i S 40 0 80 e
‘DOE’ Decontamination and R CERRR
- Decommtss1on1ng L h_ R

Assessment .0 28 3L

Other - . R IR S

Total Regutatory Assets oot $2,688 - 33,162

Regu]atory Liabilities: L U Lo
Deferred Investment TR ST A
" Tax Credits : N 455 $ 491,~‘ o
; Teﬁas Retail C]awback (a) e 419,, 393
- Other . - S a
3 __940 - tm

(a) See "Texas Restructur1ng sect1on of Note 8 -

o

: ;The recogmzed regulatory assets and ||ab|ht|es for the reglstrant subSIdlanes are of two types those earnlng o i

~areturn and those not earning a return.” ltems not earning a return have their recovery penod end date'
. mdrcated Regulatory assets and Ilabllltles are compnsed of the foIIowmg ltems

S AEGCd"“'“' S L APCo e

: J'Recovery/ T ;:; Recovery/
e 7 refund S Refund
. 2002 - 2001 '_perjod_ 2002 . 2001 ~ Per1od

IR R L - (in thousands)vv
. - Regulatory Assets:’ ST
©* . Amounts -Due -From .

Customers For- Future ':‘f, U AR P R ‘;” . T DU )
7~ Income Taxes .- RIS ; IR T $209 884 $189 794 Note 1

Transition - Regu1atory B T ;
. _Assets virginia _° C e 39, 670 46 981 Jun 2007
"~ Transition - Regu1atory o : :
- Assets west virginia .’ L _119,038 _127,998.HJun. 2011 - -
- Deferred Fuel Costs . =~ -~ . F S ; © 5,367 11,732 o o
‘Unamortized Loss on . -7 - T - RN o o
: Reacquired.Debt " B -~ -'$°'4,970 --$ 5,207.:.© :Note 2 ";,-_fl‘ 9 147 - 10,421 Note 2 -
'f.Deferred Storm Damage C o B A PR e ot 6. .
other ~ 12:447 10,451, Note 3

a Regu1atory Liabilities: T e

. Deferred Investment ja"‘-,;‘ I T T f'" . _- NS
Tax Credits - RE ,:$52,943' 556,304-11” Note 4 - $133,691,$ 38;328‘ Note 4 :

_ WV Rate Stabilization. . S T e 75,601 75,601' Note 5
" Amounts Due To Customers. -’ . St s ) o ‘
: For Future Income Taxes "o 16 670 22 725 - ;Note 1 ‘ :
] "other .- o . 'Note 3.
Total Regutatory L1abﬂ1t1es U 3e%EE &.;w m @

Note 1: This amount f]uctuates from month to month and has no f1xed recovery/refund per1od S :

2: Unamortized loss on reacquired debt varies in its recovery period ‘for each reg1strant and ranges from
o ~one to thirty-six years recovery period across.all registrants. -~ -
‘Note 3: Other may include items not earning a return and would have various recovery/refund per1ods SR
‘4:. Generally amort1zed over the 11fe of the re]ated plant assets as approved by the var1ous state. "
5 “commissions. _ S

Amort1zat1on w111 be determ1ned by the WVPSC to offset market pr1ces




CcspCo : I&M

Recovery/ Recovery/
rRefund ‘ rRefund
2002 2001 Period 2002 2001 Period

, (in thousands)
Regulatory Assets:
Amounts Due From Customers

For Future Income Taxes $ 26,290 $ 28,361 Note 1 $163,928 $171,605 Note 1
Transition - Regulatory

Assets 204,961 223,830 Dpec. 2008
pDeferred Fuel Costs 37,501 75,002 pec. 2003
Unamortized Loss on

Reacquired Debt 5,978 7,010 Note 2 14,994 16,255 Note 2
cook Plant Restart Costs 40,000 80,000 pec. 2003
Incremental Nuclear Refueling

outage Expenses (Net) 29,572 2,995 Note 5
DOE Decontamination and

Decommissioning Assessment 23,375 27,784 Dpec. 2008
other 20,453 3,066 Note 3 38,842 35,286 Note 3
Total Regulatory Assets §257,682  $262,267 $348,212 $408,927

Regulatory Liabilities:
Deferred Investment
Tax Credits $ 33,907 $ 37,1;? Note 4 $ 97,709 $105,449 nNote 4

Other . Note 3 65,983 52,479 Note 3

Total Regulatory Liabilities § 33,907 § 37,207 $163,692 $157,928

Note 1: This amount fluctuates from month to month and has no fixed recovery period.

Note 2: Unamortized loss on reacquired debt varies in its recovery period for each registrant and ranges from
one to thirty-six years recovery period across all registrants.

Note 3: Other may include items not earning a return and would have various recovery/refund periods.

Note 4: Generally amortized over the life of the related plant assets as approved by the various state
commissions.

Note 5: Amortized over the period beginning with the commencement of an outage and ending with the

beginning of the next outage.

KPCo QPCo
Recovery/ Recovery/
rRefund Refund
2002 2001 Period 2002 2001 Period

(in thousands)
Regulatory Assets:
Amounts Due From Customers

For Future Income Taxes $ 87,261  $83,027 Note 1 $165,106 $186,740 Note 1
Transition - Regulatory

Assets 375,409 442,707 pec. 2007
Deferred Fuel Costs - 1,542
unamortized Loss on

Wi g Ml nm s
Other Note Note

Total Regulatory Assets $101,976 397,692 $568,641 $644,625

Regulatory Liabilities:
Deferred Investment

Tﬁx Credits b 13,%?; Slg,ggi Note g $ 1%,;3? $ 2%,3%; Note g
Other Note 1 N Note
Total Regulatory Liabilities  §$21,317 §16,956 $ 19,985 $23.162

Note 1: This amount fluctuates from month to month and has no fixed recovery period.

Note 2: unamortized loss on reacquired debt varies in its recovery period for each registrant and ranges from
one to thirty-six years recovery period across all registrants.

Note 3: other may include items not earning a return and would have various recovery/refund periods.

Note 4: Generally amortized over the life of the related plant assets as approved by the various state
commissions.
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L . R ~_'SWEPCo :

- - ) o - R Recovery/ D Recovery/

2 o e s Refund T - Refund- o
= Gl 22002 0 2001 .- _EQLLQQ_lZ' : 02001 . Period v

- o T S Cho e 7T (n thousands)- S TR
- Regulatory: Assets: ’ el AR T e :
_Amounts Due From fi : R .
EEE Customers For . Future S S T R R LIS S Sl
... - Income Taxes .. . e B IR 19,855_‘A$ 16,532 Note

peferred Fuel Costs = | S 76 4701 R 756 . Note 1 2,865 - 8,839 Note

Unamortized Loss on - - =+ &' Lo I Dl ST T

- Reacquired Debt ."‘_' IR 11 1381 : 12 381,f.Note - 17 031 .. 20,045 Note
_-.Other - Wt .0--15,012° 222,683 ' Note 3 - ~12,347 © 215,731 ‘Note
Tota1 Regu1atory Assets T IIQZ:EZQ; _,;;;tggg:;g_, S ;'§=§;igg§‘: $61,147 -

“,'Regu1atory L1ab111t1es o KRR
- peferred Investment e B
- . Tax Credits .- - - S 32 201 -+ $33,992 ° Note 4
Ammounts Due To Customers e ERCET e
-For Future Income Taxes ‘,'-u' 27 893{'.‘ 26,085  Note %1

3

[FTY N0

ST STERE

$ 44,190 S 48,7i4» Note 4

17,226 © 5,487 'Note

Deferred _Fuel costs 1 : - 29,476 . Note’ "
w7 7,0947 ) 10,889 ‘Note'
568,510 i=§éigﬁg e

4,391 . 22444 % Note 3

-7 other , _
- Total Regu1atory L1ab111t1es E;EZIQEE. “ §§11§§2»,,H

.. Note 1:,Th1s amount f]uctuates from month to month and has no fixed recovery/refund per1od :
Note 2:.Unamortized loss on reacquired debt varies in its recovery period for each registrant and ranges from
.-z ".one.to thirty-six years recovery period across all registrants. -

~"Note 3: Other may include items not earning a return and would have various recove&y/refund per1ods

- -Note . 4: Genera11y amort1zed over the 11fe of the reTated p1ant assets as approve by the var1ous ‘state
Lo _'_'comm1ss1ons.‘ L ) _ )

R _v._J_Y/M . T'::ﬁ,“Auszch . /
- . .- . Recovery ‘ - S rRecovery
oo L 7 U Refund o -+ Refund
2002 . .-2001. ;.- pPeriod - f "2002-” S~ 2001 % _Period -
T T seusandsy - T

. Regu1atory Assets: .
- Amounts Due From Customers,c.

" For_Future Income Taxes - ... $162 247 S 200 496 Note - A
-iRegu1atory Assets - i R ;
Designated For or SUbJect o - RIREE , T
: To Securitization - . :‘;-_.336;444 959 294 Note.S_ . - . ) .
. 'peferred Fuel Costs T Do $26,680 © $ 40,389 Note 5
" Texas Wholesale Clawback . -2/ *262,000 ~;r1‘;r SoNote 50 oo s
" Unamortized Loss on. .. .. . ;“~f», : . T S S A ST
- Reacquired Debt .‘ v : 661"‘, 11;186 Note 2 . " 3,283 ;. 8,272 “Note 2
- .- peferred. Debt ~ Restructur1ng,%- 13 32 R _Note 2, . 10,134 .- ~-.. - Note 2.
- ... DOE Decontamination and S S U O S SR
) Decomm1ss1on1ng Assessment 3 170.:1. 3 170 Dec._2004_ ot e T T
- -other - 9,150 . -: 11,960 Note 3 - 5,000 5,461 Note 3 .
- Tota1 Regu1atory ‘Assets 5 RN $45,007 - $.54,122 .7 i

. Regu]atory L1ab111t1es‘i~ R TR LR
Deferred Investment - T e T
Tax Credits’ cvls.ns, $117,686.% 122,892 . Note

.+ $21,510 ';$_22,?81 S Note 4

4
“Deferred Fuel Costs e 069,026 U - 52,572 'Note 5 f RE : S
- -, Texas Retail. c1awback ..:51,926° .~ .- " .Note 5 - 14 328 - Note 5 . "%
.- over - Recovery of:; ,".,', R I R
..~ Transition Changes . ol 520,870',“/;[-;;;;v»3an 2016 el e
- .purchased Power- conservat1on v 9,560 00 7= 7 Note 1l SN o T
.. Excess Earnings .- - . 46,111 - 7 262,852 Note 5 ) 17 419:..7.17, 300,: Note 4
.. Ammounts Due To Customers PR :‘f,‘~;,~;wj.;‘ L - Joe
. ,‘ For Future Income Taxes R PR B S 12 280 - 13 591 Note 1 -+
.-.Oother .. S AR - O - 6 ‘Note 3 7,285 5,775 B Notez3 S
Total ReguWatory L1ab111t1es /3315385 % ZBIW . ,u»_»EZZIEZZ ~f§=égee£1'._ L

Note 1: This amount “fluctuates from month to month or year to -year.and has no Fixed recovery/refund per1od
Note 2: Unamortized loss on reacquired debt varies in its recovery period for each reg1strant and ranges from
© . one to thirty- seven years-recovery period-across-all_registrants.. " -

.. :’Note “3: Other may include-items not earning a return and would have various. recoveay/refund per1ods :
. Note 4: Generally’ amort1zed over the 11fe of the re1ated p1ant assets as approve by the var1ous state
e commissions.

"Note ;5:- I¥c1udab}e in: ch s and TNC S PUCT 2004 true up proceed1ngs See Texas Restructur1ng “section
... of Note 8. . . _ . . R




8. Customer Choice and Industry
Restructuring:

Customer choice allowing retail customers to
select alternative generation suppliers began on
January 1, 2001 in Ohio and on January 1, 2002
in Michigan, Virginia and in the ERCOT area of
Texas. Customer choice in the SPP area of
Texas, also scheduled to begin on January 1,
2002, was delayed by the PUCT. AEP’s
subsidiaries operate in both the ERCOT and SPP
areas of Texas.

Implementation of legislation enacted = in
Arkansas, Oklahoma and West Virginia to allow
retail customers to choose their electricity supplier
has been delayed or repealed. In 2001,
Oklahoma delayed implementation of customer
choice indefinitely. In February 2003, the
Arkansas General Assembly passed legislation
that repealed customer choice legislation, which
is currently awaiting signature by the Govenor of
Arkansas. Before West Virginia’'s choice plan can
be effective, tax legislation must be passed to
continue consistent funding for state and local
governments. No further legislation has been
introduced related to restructuring in West
Virginia.

In general, state restructuring legislation provides
for a transition from cost-based rate regulated
bundled electric service to unbundled cost-based
rates for transmission and distribution service and
market pricing for the supply of electricity with
customer choice of supplier.

Ohio Restructuring — Affecting AEP, CSPCo and
OPCo

Customer choice of electricity supplier and
restructuring began on January 1, 2001, under
the Ohio Act. At January 1, 2003, virtually all
customers continue to receive supply service from
CSPCo and OPCo with a legislatively required
residential generation rate reduction of 5%. All
customers continue to be served by CSPCo and
OPCo for transmission and distribution services.

The Ohio Act provided for a five-year transition
period to move from cost-based rates to market
pricing for electric generation supply services. It
granted the PUCO broad oversight responsibility
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for promulgation of rules for competitive retail
electric generation service and approval of a
transition plan'for each electric utility company,
changed the taxation of electric companies and
addressed certain major transition issues
including unbundling of rates and the recovery of
stranded costs including regulatory assets and -
transition costs.

In 1999 CSPCo and OPCo filed transition plans.
After negotiations with interested parties including
the PUCO staff, the PUCO approved a stipulation
agreement for CSPCo's and OPCo’s transition
plans. The approved plans included, among
other things, recovery of generation-related
regulatory assets over seven years for OPCo and
over eight years for CSPCo through frozen
transition rates for the first five years of the
recovery period and through a wires charge for
the remaining years. At December 31, 2002, the
remaining amount of regulatory assets to be
amortized as recovered was $375 million for
OPCo and $205 million for CSPCo.

By provisions of the Ohio Act on May 1, 2001,
electric distribution companies became subjectto
an excise tax based on KWH sold to Ohio
customers. The last tax year for which Ohio
electric utilities paid the excise tax based on gross
receipts was May 1, 2001 through April 30, 2002.
As required by law, the gross receipts tax is paid
in advance of the tax year for which the utility
exercises its privilege to conduct business.
CSPCo and OPCo treated the tax payment as a
prepaid expense and amortized- it to expense
during the privilege year.

The stipulation agreement also required the
PUCO to consider implementation of a gross
receipts tax credit rider as the parties could not
reach an agreement. Following a hearing on the
gross receipts tax issue, the PUCO ordered the
gross receipts tax credit rider to be effective May
1, 2001 instead of May 1, 2002 as proposed by
the companies. On April 3, 2002, the Ohio
Supreme Court rejected the companies’
arguments and affirmed the PUCO's order which
established the effective date of tax credit riders
in rates. This ruling had no impact on 2002
results of operations as the companies had
recorded an extraordinary loss ($30 million for
CSPCo and $18 million for OPCo, both amounts
net of tax) in 2001.



: ‘_ occurred,

O June 27,2002, the OhIO Consumers Counsel

 Industrial Energy Users — Ohio and Amencanf;lj -
Mummpal Power — Ohio filed a complaint with thef_f:’_‘f,j"f_;bUSlneSS practlces lf any ST
- -PUCO -alleging that- CSPCo:and OPCo have -~ - ‘ -
‘regarding -
|mplementatlon ‘of - their transition plan. and;:j_ B
~ violated -~ other appllcable law by falllng to,f;,_

- violated *~ the ~PUCO’s’ orders

parttcnpate in an RTO

: The complalnants seek among other rellef an
- order-from the PUCO suspending collection of
“transition charges by CSPCo and OPCo until -
- transfer of control of therrtransmnssnon assetshas ~.
electric - ..
generatlon _effective’ January 1,°2006 at the';g"j,
market price used by the companies in their 1999 = -
transition plan filings to estimate transition costs .. -
- and imposing a $25,000 per company forfeiture . -
. for each day- AEP :fails: to - comply -with its -~
commitment to transfer control of transmlssmn -

..pricing " standard - ~‘offer

assets to an RTO

Due to the FERCs reversal of |ts prevlousff_}fji.,

approval of our RTO filings, CSPCo and OPCo_ : ",

_have been delayed in the implementation of their . - -
-RTO participation plans. -We continue to pursue : .-

mtegratron of CSPCo, OPCo and other AEP East * -~
~companies into PJM." In this regard on December - -

19, 2002, the companies filed an application with: " .-
PUCO for approval of the transfer of functional

- control over certain of their transmission facilities -

- timing - of FERC's final approval of RTOs,. the -
- timing of ‘an. RTO : being operational or the
: outcome of these proceedlngs before the PUCO

In October 2002 the PUCO

company - unregulated - _operations “ and take"'}_“":f“]and a rate unbundllng plan.
appropnate corrective action; if necessary. ‘The =/
" utilities 'and other - interested - parties. were -

requested to provide comments and suggestions .- Virginia SCC approved settlement agreements -

|n|tlated an,‘_
-.investigation of the financial condition of Oth S
- regulated public utilities. . The PUCO's goal is to -
.~ _identify ‘measures available -to-the PUCO to: "'
© .. ensure that the regulated operatlons of Ohio’s *~
- public .utilities are “not:.impacted. by . adversej{'
- financial consequences of - parent .or affiliate * "~ “of generation from transmission and distribution’
‘In January 2001
“'APCo filed its corporate separation plan andrate . -

" unbundling plan " with the Virginia - SCC. The

by November 12, 2002, with reply comments by
“November 22, 2002, on the type of information

:'. ‘hecessary to. accompllsh the stated goals, the .=

", rates..

:,“:predlct the outcome of the PUCO s. mvestlgatlonl S

orits impact- on “results of operatlons and. .

' Vrrg/n/a Restructunng Affect/ng AEP and APCo s

' The restructurmg law provndes an opportunlty for L

"recovery of ‘just and reasonable. net stranded

~generation costs. The mechamsms |ntheV|rg|n|a; o
:"Ilaw for net stranded cost recovery are: a capping :

~./of rates until as late as July 1, 2007, and the

. application of a wires charge upon customers who |
_..depart the" incumbent - utility in favor of an = - .
..alternative supplier pnor to the termlnatlon ofthe .
rate cap. Capped rates are the rates in effect at s

‘July 1, 1999 if no rate change request was made

by the utlllty ‘APCo did not request new rates.

“ Virginia's - restructuring law does not permit the -

. Virginia SCC to change generation rates during

<. the transition period except for changes in fuel

"~ costs, changes in state gross receipts taxes, or to
e address fi nancnal dlstress of the utlllty

~to PJM. Management is unable to predict the ™. " " i

Sng July 2002 APCo fled W|th the Vlrglnla SCC o

~ . requesting ‘an ‘increase ‘in ‘fuel- rates effective -

“January 1, 2003. A publlc hearing was held on - -

- 1-‘September 23, 2002 related to this filing. On
*November 8, 2002, a decision was issued in ‘this -
proceeding -approving an annual’ mcrease of -

;-approxrmately $24 mllllon ek S

1The Vlrglma restructunng law 3'30 requtred fhngs
" to be made that outline the functional separation

that resolved most issues except the assignment
- of generation-related regulatory - assets among

* means to gather the required information from the ;.'T\;_‘,.functlonally separated generation, transmission

publlc utilities and potential courses of action that :* ,j""?;
'_ the PUCO could take Management is unable to, S

.. and distribution organlzatlons “The Vlrglnra SCC ,‘ ‘

‘ ‘determined “that generatlon—related regulatory )
ffassets and related amortlzatlon expense should N
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““n Vlrglnra chorce of electnCIty suppller for retall C
“-*‘customers began on’January 1, 2002 under its -
~ restructuring law. Presently, APCo continues to
- service all its previous customers under capped
‘A finding by the Virginia SCC that an
“effective competitive market exists would be ..
~ required to end the transition’ penod pnor to lts
'.scheduled end on June 30 2007 S



be assigned to APCo’s generation function.
Presently, capped rates are sufficient to recover
generation—related regulatory assets. Therefore,
management determined that recovery of APCo’s
generation—related regulatory assets remains
probable. APCo did not and will not collect a
wires charge in 2002 or 2003, respectively. The
settlement agreements and related Virginia SCC
order addressed functional separation leaving
decisions related to corporate separation for later
consideration.

Texas Restructuring — Affecting AEP, SWEPCo,
TCC and TNC

In preparation for the start of competition in
Texas, CPL, SWEPCo, and WTU, the integrated
electric utility companies operating in Texas, were
required to make PUCT filings and legal and
operational changes to their business. AEP
formed new subsidiaries, Mutual Energy CPL L.P.
and Mutual Energy WTU L.P., to act as retail
electric providers (REP) in Texas beginning on

January 1, 2002, the effective date of customer

choice in Texas. The CPL and WTU names
continued to be used by the registrant
subsidiaries which owned the generation,
transmission and distribution assets located in the
ERCOT areas of Texas and WTU’s entire
operations in SPP throughout most of 2002. In
December 2002, WTU transferred its SPP retail
customers to Mutual Energy SWEPCO L.P. AEP
sold the new subsidiaries that serve ERCOT retail
customers to Centrica in December 2002, along
with the Central Power and Light and West Texas
Utilities brand names. CPL and WTU changed
their names to AEP Texas Central Company
(TCC) and AEP Texas North Company (TNC),
respectively.

On January 1, 2002, customer choice of electricity
supplier began in the ERCOT area of Texas.
Customer choice has been delayed in other areas
of Texas including the SPP area. All of
SWEPCo's Texas service territory and a small
portion of TNC's service territory are located in
the SPP. TCC operates entirely in the ERCOT
area of Texas.

Texas restructuring legislation, among other

things:

e provides for the recovery of regulatory assets
and other stranded costs through
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securitization and non-bypassable wires
charges; . .

» requires reductions in NOx and sulfur dioxide
emissions;

e provides for an earnings test for each of the
years 1999 through 2001 which will reduce
stranded cost recoveries or if there is no
stranded cost, provides for a refund or their
use to fund certain capital expenditures;

» requires each utility to structurally unbundle
into a retail electric provider, a power
generation company and a transmission and
distribution utility;

» provides for certain limits for ownership and
control of generating capacity by companies
and;

e provides for a 2004 true-up proceeding to
quantify and reconcile the amount of stranded
costs, final fuel balances, net regulatory
assets, certain environmental costs,
accumulated excess earnings, excess of
price-to-beat revenues over market prices
subject to certain conditions and limitations
(Retail clawback), and the difference between
the price of power obtained through the
legislatively-mandated capacity auctions and
the power costs used in the PUCT's ECOM
model for 2002 and 2003 (Wholesale
clawback) and other issues.

Under the Texas Legislation, electric utilities were
required to submit a plan to structurally unbundle
business activities into a retail electric provider, a
power generation company and'a transmission
and distribution (T&D) utility. In 2000, SWEPCo,
TCC and TNC filed their business separation
plans with the PUCT. The PUCT approved the
plans for TCC and TNC but determined that
competition in the SPP areas of Texas should be
delayed indefinitely and abated SWEPCo’s plan.

Operations for TCC and TNC have been
functionally separated consistent with the
approved plans. The delivery of electricity in
ERCOT continues to be the responsibility of TCC
and TNC at regulated prices.

Texas Legislation provides electric utilities an
opportunity to recover regulatory assets and
stranded costs resulting from the unbundling of
the T&D utility from the generation facilities.
Stranded costs are the difference between



B ';regulatory net book value of generatron assets

- and the market value of the assets based on one "¢

" ofseveral methodologles authonzed by the Texas

- Legislation. - Stranded costs can be refinanced. . .

~through securitization (a- financing structure S

-/ designed to provide lower financing costs than " " -
FRE ;;_are avallable through conventronal t”nancmgs)

- ln 1999 TCC fled wuth the PUCT to securltlze

- °$1.27 -billion -of - its -retail "generation-related =
o regulatory assets “and $47 mllllon in"other .~ -
qualified - restructunng -costs. - The PUCT;]-'*
. authorized the issuance of up to $797 million of

' - securitization bonds ($949 miillion of generation- ..

- 'related regulatory - assets -and $33 million of o

- qualified refinancing costs offset by $185 million” "~ .

- +of customer benefits for accumulated deferred - =~

- income ‘taxes). TCC issued its securitization ;-

< . bonds in February 2002. The annual costofthe ..~

- ‘bonds are recovered through a PUCT. approved, L
oo -"transmon charge in dlstrlbutlon rates e

_ TCC mcluded regulatory assets not approved for: SR

":. 'securitization in its request for recovery of $1.1.
-~ - billion of stranded costs.: The $1.1 billion request
7" included $800 million of STP costs included in
y “Equipment-Electric’ -
_-Production 'on AEPs Consolldated Balance =

. " Sheets. : These STP.costs had prewously been - -

.- identified as excess cost over market (ECOM)by
the PUCT for regulatory purposes.. They were .~
" . .earning a lower return and being amortized on an s
'accelerated basns for rate~maklng purposes

" Property, .. Plant- - and.

S After heanngs on the |ssue of stranded costs the

- PUCT ruled, in October.2001; that its current‘f'_‘
. estimate of TCC's stranded costs was negative - -
-~ $615 million. TCC disagreed with the ruling (see

-~ discussion of appeal. ruling below). The ruling

- indicated that TCC's ‘costs were "below market’

- after securitization of regulatory assets: The final * -

- amount of TCC’s: stranded 'costs* mcludlng:,}':',,

. regulatory assets and ECOM will be establlshed

" by the PUCT in the 2004 true-up proceedlng I

... TCC's total stranded costs-determined ‘in the

©::-2004 true- -up -are less:. than _the: amount of i~

. .. securitized regulatory . assets, the PUCT can :
-+~ implementan offsettlng credlt to transmlssmn and‘

' ~_"gd|str|but|on rates NTARINEIE ,

: »The Texas Leglslatlon allows for several'

costs in’ the flnal 2004 true -up proceedrngg
';mcludlng the sale or. exchange of generation ST
__j_:_assets stock valuatlon or the use of an ECOM B
..‘_f’jj,model S ‘ R

TCC *decided to "obté.’n’" a "'mark'e‘t' vélué of

" '‘generating“assets for purposes of determlnmg _
“stranded costs for the 2004 true- -up proceedmg IR
", 'and filed a-plan of dlvestrture with the PUCT in.. o
- 'December 2002, seeklng approval of a sales = -
j,;_process for all of its generating facilities. 'Such”

. sales quantify the actual stranded costs. The .
- ‘amount of stranded’ costs under this .market .
~ valuation methodology will be” the amount by = .
‘which net book value of TCC’s generating assets, o
{_j_mcludlng regulatory assets and liabilities that were o

not securitized, exceeds the market value of the

. generation assets as measured by the net.
.. proceeds _from. the sale of the assets. It is -
'fantlmpated that any such sale will result in .
' significant stranded costs for purposes of the -
72004 true-up proceedmg The filing included a
request for the PUCT to issue a declaratory order - - -
.. that TCC's 25% ownership interest in its nuclear \

.plant, STP, can be sold to value stranded costs. -
“Intervenors to " this ‘proceeding, ‘including the -
. PUCT Staff, have made filings to dismiss TCC's ..
" filing clalmmg that the PUCT does not have the .~
“authority to ‘issue a declaratory order.. The. -
~_.intervenors .also argued that the proper time to
-address the sales process is after the plantsare -
‘sold during the’ 2004 true-up proceedlng .Since .
the bidding ‘process " is  not expected to be -

- completed before mid 2004, TCC requested that -
.. the 2004 true- -up proceeding be scheduled after -
"-‘ffff'completlon of the dlvestlture of the generatmg
"'_ﬁ‘assets ‘ ' e -

'Texas Leg|slat|on also requ1res that electrlc
- utilities ‘and” their “affiliated power generation -
*’-companies (PGC) sell -at auction in 2002 and .

© 2003 “at: least 15% "of the ‘PGC's Texas
: _"~‘-Jur|sd|ct|onal ‘installed” generation capaC|ty in -
~order: ‘to -promote" competltlveness in the -
.‘_'T_wholesale market through increased availability of - -
. generation and liquidity. ~ Actual market power = .
~prices received in the state mandated auctions wil -,
;replace,gthe,PUCT’s earlier estimates of those
_market "prices -used: in .the ECOM ‘model to .
“calculate the stranded cost for the 2004 true-up -
jproceedlng : : :

alternatlve methods to be used to value stranded?'




The decision to determine stranded costs using
market prices, instead of using the PUCT's
ECOM model estimates, enabled TCC torecord a
$262 million regulatory asset and related
revenues which represents the quantifiable
amount of stranded costs for the year 2002
related to the wholesale prices. Prior to the
decision to pursue a sale of TCC's generating
assets, the PUCT's ECOM estimate prohibited
the recognition of the regulatory assets and
revenues as there was no way to quantify
stranded costs. As discussed above, a defined
process is required in order to determine the
amount of stranded costs related to generation
facility for the 2004 true-up proceedings. TCC’s
plan of divestiture filed with the PUCT during
December 2002 provided such a process.

When the divestiture and the 2004 true-up
processing is completed, TCC will securitize
stranded costs which exceed current securitized
amounts. The annual costs of securitization will
be recovered through a non-bypassable rate
surcharge by the regulated T&D utility over the life
of the securitization bonds. Any stranded costs
and other true-up amounts not recovered through
the sale of securitization bonds may be recovered
through a separate non-bypassable competitive
transition charge to T&D utility customers.

The Texas Legislation provides for an earnings
test each year 1999 through 2001 and requires
PUCT approval of the annual earnings test
calculation.

The PUCT issued final orders for the 1999
earnings test in February 2001 and for the 2000
earnings test in September 2001. The 1999
excess earnings were none for SWEPCo, $24
million for TCC and $1 million for TNC. Excess
earnings for 2000 were $1 million for SWEPCo,
$23 million for TCC and $17 million for TNC.
Adjustments were recorded in results of
operations as the orders were received.

The PUCT issued its final order for the 2001
earnings test in December 2002. An estimate of
2001 excess earnings of $8 million for TCC, $2
million for SWEPCo and none for TNC had been
recorded in 2001. Adjustments to reflect the
PUCT staff’s estimate of excess earnings ($2
million for SWEPCo, $0.7 million for TNC and
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none for TCC) were recorded prior to September
30, 2002. The PUCT’s final order regarding 2001
excess earnings required only minor adjustments
to prior estimates.

Due to TCC’s and TNC'’s disagreement with the
PUCT’s final order for the 2000 excess earnings,
the companies filed an appeal in district court in
2001 seeking judicial review of the PUCT’s
determination of excess earnings. The district
court upheld the PUCT's order and the
companies appealed that decision. A ruling on
the appeal is expected in 2003.

On January 28, 2003, the TCC and TNC filed an
appeal in District Court seeking judicial review of
the PUCT order for the 2001 excess earnings.

The PUCT ruled that prior to the 2004 true-up
proceeding, no adjustments would be made to the
amount of stranded costs authorized by the PUCT
to be securitized. Final stranded cost amounts
and the treatment of excess earnings will be
determined in the 2004 true-up proceeding. To
the extent that the final 2004 true-up proceeding
determines that TCC should recover additional
stranded costs, the additional amount recoverable
can also be securitized. The PUCT also ruled
that excess earnings for the period 1899-2001
should be refunded through distribution rates to
the extent of any over-mitigation of stranded costs
represented by negative ECOM. In 2001 the
PUCT issued an order requiring TCC to reduce
distribution rates by approximately $54.8 million
plus accrued interest over a five-year period
beginning January 1, 2002 in order to return
estimated excess earnings for 1999, 2000 and
2001. Since excess earnings amounts were
expensed in 1999, 2000 and 2001, the order has
no additional effect on reported net income but
will reduce cash flows for the five year refund
period. The amount to be refunded is recorded as
a regulatory liability.

Management believes that TCC will have
stranded costs in 2004. TCC has appealed the
PUCT's refund of excess earnings to the Travis
County District Court and, depending on the
outcome of that appeal (and the final outcome of
the rulemaking challenge discussed below), the
PUCT may revise the treatment of excess
earnings in the final calculation of the stranded
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“implement the plan until the legislature makes tax
-"'law changes necessary to preserve the revenues
" - of state and local governments.: Since the WV
" Legislature has not passed the required tax law
-“"changes, the restructunng plan has not become
- effective. - AEP subsidiaries, APCo and WPCo,
i provude electnc servrce in WV :
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e The retention, as a regulatory liability, on the
books of a net cumulative deferred ENEC
over-recovery balance of $66 million to be
used to offset the cost of deregulation when
generation is deregulated in WV.

e  The retention of net merger savings prior to
December 31, 2004 resulting from the
merger of AEP and CSW.

e A 0.5 mills per KWH wires charge for
departing customers provided for in the WV
Restructuring Plan.

Management expects that the approved Joint
Stipulation provides for the recovery of existing
regulatory assets and other stranded costs.

In order for customer choice to become effective
in WV, the WV Legislature needed to enact
additional legislation to preserve the revenues of
state and local government. In the subsequent
two legislative sessions, which usually end in
March each year, the West Virginia Legislature
has not enacted the required legislation. Due to
the lack of legislative activity, the WVPSC closed
two proceedings related to electricity restructuring
in the summer of 2002.

The two closed proceedings related to the
respective dockets intended originally to
determine whether West Virginia should
deregulate the generation business, and to
develop the WVPSC’s Deregulation Plan and
related rules to implement the Plan.

Management has reviewed these two
proceedings and has concluded that at this time it
is not clear that APCo meets the requirements to
reapply SFAS 71. Management will monitor
developments to determine when it is appropriate
to reapply SFAS 71 to APCo’s generation
business.

Arkansas Restructuring — Affecting AEP and
SWEPCo

In 1999, Arkansas enacted legislation to
restructure its electric utility industry.

In February 2003, the Arkansas General
Assembly passed legislation that repealed
customer choice legislation, which is currently
awaiting signature by the Governor of Arkansas.
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Discontinuance of the Application of SFAS 71
Regulatory Accounting in Arkansas, Ohio, Texas,
Virginia and West Virginia — Affecting AEP, APCo,
CSPCo, OPCo, SWEPCo, TCC and TNC

The enactment of restructuring legislation and the
ability to determine transition rates, wires charges
and any resultant gain or loss under restructuring
legislation in Arkansas, Ohio, Texas, Virginia and
West Virginia resulted in AEP and certain
subsidiaries discontinuing regulatory accounting
under SFAS 71 for the generation portion of their
business in those states. Under the provisions of
SFAS 71, regulatory assets and regulatory
liabilities are recorded to reflect the economic
effects of regulation by matching expenses with
related regulated revenues.

The discontinuance of the application of SFAS 71
in Arkansas, Ohio, Texas, Virginia and West
Virginia resulted in recognition of extraordinary
gains or losses. The discontinuance of SFAS 71
can require the write-off of regulatory assets and
liabilities related to the deregulated operations,
unless their recovery is provided through cost-
based regulated rates to be collected in a portion
of operations which continues to be rate
regulated. Additionally, a company must
determine if any plant assets are impaired when
they discontinue SFAS 71 accounting. At the
time the companies discontinued SFAS 71, the
analysis showed that there was no accounting
impairment of generation assets.

As a result of deregulation of generation, the
application of SFAS 71 for the generation portion
of the business in Arkansas, Ohio, Texas, Virginia
and West Virginia was discontinued. Remaining
generation-related regulatory assets will be
amortized as they are recovered under terms of
transition plans. Management believes that
substantially all generation-related regulatory
assets and stranded costs will be recovered
under terms of the transition plans. |If future
events including the 2004 true-up proceeding in
Texas were to make their recovery no longer
probable, the companies would write-off the
portion of such regulatory assets and stranded
costs deemed unrecoverable as a non-cash
extraordinary charge to earnings. If any write-off
of regulatory assets or stranded costs occurred, it
could have a material adverse effect on future
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banks. Katco was formed to develop, construct,
finance and lease a power generation facility to
AEP. Katco will own the power generation facility
and lease it to AEP after construction is
completed. The lease will be accounted for as an
operating lease (see Note 22), therefore neither
the facility nor the related obligations are reported
on AEP’s balance sheet. Payments under the
operating lease are expected to commence in the
first quarter of 2004. AEP will in turn sublease the
facility to Dow Chemical Company (DOW), which
will use the energy produced by the facility and
sell excess energy. AEP has agreed to purchase
the excess energy from DOW for resale. The use
of Katco allows AEP to limit its risk associated
with the power generation facility once the
construction phase has been completed.

AEP is the construction agent for Katco, and is
responsible for completing construction by
December 31, 2003, subject to unforeseen events
beyond AEP’s control.

In the event the project is terminated before
completion of construction, AEP has the option to
- either purchase the facility for 100% of project
costs or terminate the project and make a
payment to Katco for 89.9% of project costs.

The operating lease between Katco and AEP
commences on the commercial operation date of
the facility and continues until November 2006.
The lease contains extension options subject to
the approval of Katco, and if all extension options
were exercised, the total term of the lease would
be 30 years. AEP’s lease payments to Katco are
sufficient for Katco to  make required debt
payments and provide a return to the investors of
Katco. At the end of each lease term, AEP may
renew the lease at fair market value subject to
Katco’s approval, purchase the facility at its
original construction cost, or sell the facility, on
behalf of Katco, to an independent third party. If
the facility is sold and the proceeds from the sale
are insufficient to repay Katco, AEP may be
required to make a payment to Katco for the
difference between the proceeds from the sale
and the obligations of Katco, up to 82% of the
project’'s cost. AEP has guaranteed a portion of
the obligations of its subsidiaries to Katco during
the construction and post-construction periods.
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As of December 31, 2002, project costs subject to
these agreements totaled $360 million, and total
costs for the completed facility are expected to be
approximately $510 million. For the 30-year
extended lease term, the lease rental is a variable
rate obligation indexed to three-month LIBOR.
Consequently as market interest rates increase,
the payments under this operating lease will also
increase. Annual payments of approximately $12
million represent future minimum payments during
the initial term calculated using the indexed
LIBOR rate (1.38% at December 31, 2002). The
Power Generation Facility collateralizes the debt
obligation of Katco. AEP’s maximum exposure to
loss as a result of its involvement with Katco is
100% during the construction phase and up to
82% once the construction is completed.
Maximum loss is deemed to be remote due to the
collateralization.

Itis reasonably possible that AEP will consolidate
Katco in the third quarter of 2003, as a result of
the issuance of FASB Interpretation No. 46
“Consolidation of Variable Interest Entities” (FIN
46). Upon consolidation, AEP would record the
assets, liabilities, depreciation expense, minority
interest and debt interest expense. AEP would
eliminate operating lease expense. The
sublease to DOW would not be affected by this
consolidation.

OPCo has entered into a 30-year power purchase
agreement for electricity produced by an
unaffiliated entity’s three-unit natural gas fired
plant. The plant was completed in 2002 and the
agreement will terminate in 2032. Under the
terms of the agreement, OPCo has the option to
run the plant untii December 31, 2005 taking
100% of the power generated and making
monthly capacity payments. The capacity
payments are fixed through December 2005 at
$1.2 million per month. For the remainder of the
30-year contract term, OPCo will pay the variable
costs to generate the electricity it purchases (up
to 20% of the plant’s capacity).

Nuclear Plants — Affecting AEP, I&M and TCC

I&M owns and operates the two-unit 2,110 MW
Cook Plant under licenses granted by the NRC.
TCC owns 25.2% of the two-unit 2,500 MW STP.
STPNOC operates STP on behalf of the joint
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and low level radioactive waste accumulation
disposal costs for Cook Plant ranges from $783
million to $1,481 million in 2000 nondiscounted
dollars. The wide range is caused by variables in
assumptions including the estimated length of
time SNF may need to be stored at the plant site
subsequent to ceasing operations. This, in turn,
depends on future developments in the federal
government's SNF disposal program. Continued
delays in the federal fuel disposal program can
result in increased decommissioning costs. 1&M
is recovering estimated Cook Plant
decommissioning costs in its three rate-making
jurisdictions based on at least the lower end of the
range in the most recent decommissioning study
at the time of the last rate proceeding. The
amount recovered in rates for decommissioning
the Cook Plant and deposited in the external fund
was $27 million in 2002 and 2001 and $28 million
in 2000.

The licenses to operate the two nuclear units at
STP expire in 2027 and 2028. After expiration of
the licenses, STP is expected to be
decommissioned using the DECON method. TCC
estimates its portion of the costs of
decommissioning STP to be $289 million in 1999
nondiscounted dollars. TCC is accruing and
recovering these decommissioning costs through
rates based on the service life of STP at a rate of
$8 million per year.

Decommissioning costs recovered from
customers are deposited in external trusts. In
2002 and 2001 1&M deposited in its
decommissioning trust an additional $12 million
each year related to special regulatory
commission approved funding for
decommissioning of the Cook Plant. Trust fund
earnings increase. the fund assets and the
recorded liability and decrease the amount
needed to be recovered from ratepayers.
Decommissioning costs including interest,
unrealized gains and losses and expenses of the
trust funds are recorded in Other Operation
expense for Cook Plant. For STP, nuclear
decommissioning costs are recorded in Other
Operation expense, interest income of the trusts
are recorded in Nonoperating Income and interest
expense of the trust funds are included in Interest
Charges.
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On the AEP Consolidated Balance Sheets,
nuclear decommissioning trust assets are
included 'in Other-Assets and a corresponding
nuclear decommissioning liability is included in
Other Noncurrent Liabilities. On TCC’s balance
sheets, the nuclear decommissioning liability of
$98 million is included in Electric Utility Plant-
Accumulated Depreciation and Amortization.
The decommissioning liability for both nuclear
plants combined totals $719 million and $699
million at December 31, 2002 and 2001,
respectively.

Federal EPA Complaint and Notice of Violation —
Affecting AEP, APCo, CSPCo, 1&M, and OPCo

Since 1999 AEPSC, APCo, CSPCo, 1&M, and
OPCo have been involved in litigation regarding
generating plant emissions under the Clean Air
Act. Federal EPA and a number of states alleged
that AEP System companies and eleven
unaffiliated utilities modified certain units at coal
fired generating plants in violation of the Clean Air
Act. Federal EPA filed complaints against AEP
subsidiaries in U.S. District Court for the Southern
District of Ohio. A separate lawsuit initiated by
certain special interest groups was consolidated
with the Federal EPA case. The alleged
modification of the generating units occurred over
a 20 year pericd.

Under the Clean Air Act, if a plant undertakes a
major modification that directly results in an
emissions increase, permitting requirements
might be triggered and the plant maybe required
to install additional pollution control technology.
This requirement does not apply to activities such
as routine maintenance, replacement of degraded
equipment or failed components, or other repairs
needed for the reliable, safe and efficient
operation of the plant. The Clean Air Act
authorizes civil penalties of up to $27,500 per day
per violation at each generating unit ($25,000 per
day prior to January 30, 1997). In 2001 the
District Court ruled claims for civil penalties based
on activities that occurred more than five years
before the filing date of the complaints cannot be
imposed. There is no time limit on claims for
injunctive relief.

Management believes its maintenance, repair and
replacement activities were in conformity with the
Clean Air Act and intends to vigorously pursue its
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~ [CSPCo, I&M, KPCo, OPCo, SWEPCo and TCC . -

. Federal EPA |ssued a NOx Rule requrnng_f,

- substantial reductions in' NOx emissions in'a - .-

~ - number of eastern states, including certain states =
- in'which the AEP System'’s generating plants are
- located.” The NOx Rule has been upheld on " -
- appeal. Thecomplrancedateforthe NOxRule ls_,j
o May31 2004 ‘ s : S

| D. C Crrcurt Courtto revrew the Sectlon 126 Rule

’«-._After revrew the D C Crrcurt Court mstructed .
“Federal EPA to justify the methods it used to
“allocate allowances and project growth for both -
“-'the NOx Rule and the Section 126 Rule. - AEP
“’subsidiaries and other utilities requested that the :
" D.C. Circuit Court vacate the Section 126 Ruleor- . -

;,,;suspend its May 2003 ‘compliance date. - In .~

* August 2001 the D.C. Circuit Court issued an - -

" order “tolling "the ‘compliance - schedule until . |

" Federal EPA responded to the Court’'s remand.
“On April 30, 2002, Federal EPA announced that .

May 31, 2004 iis_the compliance date for the

";Sectlon 126 Rule.- Federal EPA published a
" notice in the Federal Reglster in May 2002
. "advising that no changes in the growth factors
.- used to set the NOx budgets were warranted.  In
*- - June 2002 AEP subsidiaries joined other utilities
L k Fs ”};- ~ .- and industrial organlzatrons in seeking a review of -
~In December 2000 Crnergy Corp ‘an unafflrated SR
7 utility, which operates certain plants jointlyowned " -
- - by CSPCo, reached a tentative agreement with ~ - ;.
: - - the Federal EPA- and--other parties to settle * -
.7+ litigation -regarding .generating - plant. emissions - -
: .- under the  Clean 'Air 'Act.. Negotiations “are .-
. vcontlnumg between the parties in an attemptto .~~~
- reach final settlement terms. Cinergy's settlement - -
- ... could impact the operation .of Zimmer Plant and
- : W.C. Beckjord Generating Station Unit 6 (owned = < -
-25.4% and 12.5%, respectlvely, by CSPCo). Until
- a final settlement is reached, CSPCo will be " .-
.. - unable to determine the settlementsrmpacton its © ..
. jointly owned facrlltles and its results ofoperatrons R
L 'and cash ﬂows . L : R

Federal EPA’s action in _the D C. Crrcurt Court

Thrs actlon is pendlng

In 2000 the Texas Commrssron on Envrronmental

- Quality - (formerly the Texas Natural Resource
- Conservation © Commission) . adopted rules .
" requiring 'significant reductions in NOx emissions -
.~ from utility sources, including SWEPCo and TCC.
" The compliance date is May 2003 for TCC and
May 2005 for SWEPCo B

'_ AEP is rnstallrng a varrety of emrssron control .

technologles to reduce NOx emissions to comply

“with " the - applrcable state and ‘- Federal NOx
S requrrements This includes ‘selective catalytic -
- “.“reduction (SCR) technolocy on certain units and
-~ .non-SCRtechnologies on a larger number of
~units. ‘During 2001 SCR technologycommenced '
" operations on OPCo’s Gavin Plant. Installation of
. SCRtechnology on Amos and Mountarneerplants -

was completed ‘and commenced operation in N

< May 2002. -Construction of SCR technology at-
- certain other AEP ‘generating units continues. .
“"Non-SCR technologies have been installed and
~“‘commenced operation ‘on a :number of units
s '{across the AEP System and additional unrts will
: o . e -be equrpped wrth these technologles o .
ln 2000 Federal EPA also adopted a revrsed rule RN
(the Section 126 Rule) granting petitions filed by "
, certarn northeastern states under the Clean Air
. Act. :The rule. |mposed ‘emissions reduction ..
- - requirements - comparable .-to" the ! ‘NOx 'Rule”"
. beginning May 1, 2003, for most of AEP's coal- -
- fired generating units. Affected utilities, including ~j -
- certain AEP operating companres petitioned the U

" The AEP NOx complrance plan isa dynamrc plan
“'that is continually revrewed and revised as new
.- information . becomes . available’ - on  the
T performance of installed teohnologres and the -
- costof planned technologres ‘Certain compliance
“-steps may or may not be necessary as a result of -
- -""thrs newmformatlon Consequently, the plan has
a range of possrble 'outcomes. - Our current




estimates indicate that compliance with the NOx
Rule, the Texas Commission on Environmental
Quality rule and the Section 126 Rule could result
in required capital expenditures in the range of
$1.3 billion to $2 billion of which $843 million has
been spent through December 31, 2002 for the
AEP System. The range of cost estimate reflects
the uncertainty over the need for certain SCR
projects. Estimated compliance cost ranges and
amounts spent by registrant subsidiaries at
December 31, 2002, are as follows:

Estimated Amount
compliance Costs Spent

(in millions)

AEGCo $30 - 198 $ 1
APCo 445 234
CSPCo 93 45
&M 42 - 210 5
KPCo 163 135
opPCo 535 - 864 387
SWEPCo 40 24
TCC 5 5

Since compliance costs cannot be estimated with
certainty, the actual cost to comply could be
significantly different than the estimates
depending upon the compliance alternatives
selected to achieve reductions in NOx emissions.
Unless any capital and operating costs of
additional pollution control equipment are
recovered from customers, they will have an
adverse effect on results of operations, cash
flows and possibly financial condition.

Merger Litigation - Affecting AEP, APCo, CSPCo,
I1&M, KPCo, OPCo, PSO, SWEPCo, TCC and
TNC

On January 18, 2002, the U.S. Court of Appeals
for the District of Columbia ruled that the SEC
failed to prove that the June 15, 2000 merger of
AEP with CSW meets the requirements of the
PUHCA and sent the case back to the SEC for
further review. Specifically, the court told the SEC
to revisit its conclusion that the merger met
PUHCA requirements that utilities be “physically
interconnected” and confined to a “single area or
region.”

In its June 2000 approval of the merger, the SEC
agreed with AEP that the companies’ systems are
integrated because they have transmission
access rights to a single high-voltage line through
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Missouri and also.met the PUCHA's single region
requirement because itis now technically possible
to centrally control the output of power plants
across many states. In its ruling, the appeals
court said that the SEC failed to support and
explain its conclusions that the integration and
single region requirements are satisfied.

Management believes that the merger meets the
requirements of the PUHCA and expects the
matter to be resolved favorably.

Enron Bankruptcy —  Affecting AEP, APCo,
CSPCo, I&M, KPCo and OPCo

On October 15, 2002, certain subsidiaries of AEP
filed claims against Enron and its subsidiaries in
the bankruptcy proceeding filed by the Enron
entities which are pending in the U.S. Bankruptcy
Court for the Southern District of New York. Atthe
date of Enron’s bankruptcy AEP had open trading
contracts and trading accounts receivables and
payables with Enron. In addition, on June 1,
2001, we purchased Houston Pipe Line Company
(HPL) from Enron. Various HPL related
contingencies and indemnities remained
unsettled at the date of Enron’s bankruptcy. The
timing of the resolution of the claims by the
Bankruptcy Court is not certain.

In connection with the 2001 acquisition of HPL,
we acquired exclusive rights to use and operate
the underground Bammel gas storage facility
pursuant to an agreement with BAM Lease
Company, a now-bankrupt subsidiary of Enron.
This exclusive right to use the referenced facility
is for a term of 30 years, with a renewal right for
another 20 years and includes the use of the
Bammel storage reservoir and the related
compression, treating and delivery systems. We
have engaged in preliminary discussions with
Enron concerning the possible purchase of the
residual interest held by Enron in the Bammel
storage facility and the possible resolution of
outstanding issues between AEP and Enron
relating to our acquisition of its interest in the
Bammel storage facility. We are unable to predict
whether these discussions will lead to an
agreement on these subjects. If these
discussions do not lead to an agreement, there
may be a dispute with Enron concerning our
ability to continue utilization of the Bammel
storage facility under the existing agreement.
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‘Gas . "Trust,” - which"

-'unable to predict the outcome of this lawsuit or |ts

o .-‘lmpact on results of operatlons and cash flows

"i.":';‘subSIdrary reglstrants were T

= oo T Amounts ) tJNEtsthf .
. Registrant. Exgensed o Tax
o o Gn m1'|'l1ons)
‘APCO - - 5.3 3?4
0 2.7 ~ 1.8
KPCO ™ 1.1 0.7
3:612 ;:2.3

The addltlonal 2002 expense dld not matenally‘i -
"** change ‘the cumulative expense.per. registrant:. .
.+ subsidiary. The amounts expensed were based: ;. -
~.-onan analysis of contracts where AEP and Enron “controls over AEP s gas trading operahons and,
entities  are counterparties, the ' offsetting of: " -
‘receivables 'and - payables,: the -application” of -

" deposits from Enron entities and management's .- -

: .T'?'.We also entered mto an. agreement wrth BAM B,
'Lease Company which grants HPL the right to . -
""" ““Use approximately 65 billion cubic feet of cushion
..~ ‘- 'gas(orpad gas) requrred for the normal operation . -
- of the Bammel gas storage facility. . The Bammel DU
‘ “purportedly’ " owned S
SR approxrmately 55 billion cubrc feet of the gas, had e
- ‘entered into a financing arrangement in 1997 with -
R Enron" and .a group .of . banks. . . These banks .
purported to ‘have certain’ rrghts ‘to the ‘gas in .~
o .certain events. of default.” . In connectron with @
. AEP’s acquisition of HPL, the banks entered into o
~“an agreement granting HPL's use of the cushion” *"" -
~‘gas’.and released HPL. from liabilites and .~ ~
oblrgatlons under’ the fmancrng arrangement
.- "HPL was thereafter rnformed by the banks ofa = -
.~ purported default by Enron under the terms of the .
" referenced financing arrangement. ‘In July 2002 -
" "the banks filed a lawsuit against HPL 'seekinga '~
n -.if;declaratoryjudgment that they have a valid and ~ - S
. enforceable security interest in this’ ‘cushion gas - S
~ which would permit them to cause the withdrawal ~
" ofthis gas from the storage facility.'In September -
2002 HPL filed a general denial and. certain = .
" “counterclaims agalnst the banks. Management is

" amounts

: 'analysrs f the ) HPL related purchasel
'-‘l'k'ncontrngencres and mdemnrfcatlons

:fEnron has recently mstttuted proceedlngs agamst : '_ =
_ v,other energy tradlng counter-parties challenging .
*" the practice of utilizing offsetting receivables and -

payables -and related collateral across various

“_Enron entities. We believe that we have the right

" to utilize  similar - procedures in dealing with -
" payables, receivables and collateral with Enron
~.entities by offsetting apprOX|mate|y$1 10 millionof -
__.trading payables owed to various Enron entities
~ “against trading receivables due to us."We believe

we have legal defenses toany challenge thatmay -
be made to’ the utilization -of such offsets butat

. this ‘time. are unable to predict the ultrmate- -
_]-_resolutlon ofthls |ssue ] i'. |

-*‘ShareholderLawsurts AffectmgAEP .

In;the _fourth quarter of 2002 Iawsurts alleglng '

* securities law violations and seeking class action -
. certification were filed in federal District Court,
" Columbus,. Ohio against ‘AEP, certain AEP -
- executives, and in some of the lawsuits, members
. of the AEP Board of Directors and certain
"'_:f'.f"lnvestment banklng firms. The lawsuits claimthat
" AEP failed to disclose that alleged “round trip”

, J(‘ln 2001 AEP expensed $47 mllllon ($31 mrllron“_,:};,‘j"

- netof tax) for our estimated loss from the Enron "
... _bankruptcy. In 2002 AEP expensed an additional .
- ".$6 million for a_cumulative loss of $53 million "
(%34 million net of tax).. The amounts for certam j;’

‘_.trades resulted in an ‘overstatement of revenues,
~that AEP failed - to drsclose ‘that. AEP traders
~ falsely . reported - energy prrces to  trade
publrcatrons that published gas price mdrces and
“ .’that AEP failed to disclose that it did not have in =~
. place sufficient management controls to prevent -
_‘round trip trades or false reportrng of energy -
" “prices. . The plaintiffs seek ' ‘recovery of an
" .unstated amount of compensatory damages
" attorney fees and costs. The cases are presently
“ . pending a decision by the Court on competing
,'V."};ﬂf:motlons by certain : plaintiffs and ‘groups of
¢ plaintiffs’ for deSIgnatron as lead plaintiff. Once
. " the Court selects a lead plaintiff, that lead plaintiff-
- will file an amended complaint. AEP intends to
L -"'.‘.,vrgorously defend against these actions. Alsoin -
= .. the fourth' quarter of 2002, two shareholder -
*derivative actions ‘were filed in state court in.
" Columbus, .Ohio . agalnst ‘AEP and its Board of
- Directors alleging a breach of fiduciary duty for |
. failure to establish and maintain adequate internal

- “alawsuit was filed against AEP, certain AEP
S executrves and AEP s ERISA Plan Admlnlstrator -




in federal District Court for the Southern District of
New York (subsequently transferred to federal
District Court in Columbus, Ohio) alleging
violations of the Employee Retirement Income
Security Act in the selection of AEP stock as a
investment alternative and in the allocation of
assets to AEP stock. These cases are in the
initial pleading stage. AEP intends to vigorously
defend against these actions.

California Lawsuit — Affecting AEP

In November 2002, Cruz Bustamante, Lieutenant
Governor of California, filed a lawsuit in Los
Angeles County, California Superior Court against
forty energy companies including AEP and two
publishing companies alleging violations of
California law through alleged fraudulent reporting
of false natural gas price and volume information
with an intent to affect the market price of natural
gas and electricity. This case is in the initial
pleading stage. AEP intends to vigorously defend
against this action.

Arbitration of Williams Claim — Affecting AEP

In October 2002, AEP filed its demand for
arbitration with the American Arbitration
Association to initiate formal arbitration
proceedings in a dispute with the Williams
Companies (Williams). The proceeding results
from Williams’ repudiation of its obligations to
provide physical power deliveries to AEP and
Williams' failure to provide the monetary security
required for natural gas deliveries by AEP.
Consequently, both parties claimed default and
terminated all outstanding natural gas and electric
power trading deals among the various Williams
and AEP affiliates. Williams claimed that AEP
owes approximately $130 million in connection
with the termination and liquidation of all trading
deals. AEP believes it has valid claims arising
from Williams’ actions and is seeking, in part, a
determination that either no amount is due or that
a lesser amount is due from AEP to Williams
(which is fully reserved by AEP) and the extent of
any other damages and legal or equitable relief
available. Although management is unable to
predict the outcome of this matter, it is not
expected to have a material impact on results of
operations, cash flows or financial condition.
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Energy Market Investigations — Affecting AEP

In February 2002, the FERC issued an order
directing its Staff to conduct a fact-finding
investigation into whether any entity, including
Enron, manipulated short-term prices in electric
energy or natural gas markets in the West or
otherwise exercised undue influence over
wholesale prices in the West, for the period
January 1, 2000, forward. In April 2002 AEP
furnished certain information to the FERC in
response to their related data request.

Pursuant to the FERC’s February order, on May
8, 2002, the FERC issued further data requests,
including requests for admissions, with respect to
certain trading strategies engaged in by Enron
and, allegedly, traders of other companies active
in the wholesale electricity and ancillary services
markets in the West, particularly California, during
the years 2000 and 2001. This data request was
issued to AEP as part of a group of over 100
entities designated by the FERC as all sellers of
wholesale electricity and/or ancillary services to
the California Independent System Operator
and/or the California Power Exchange.

The May 8, 2002 FERC data request required
senior management to conduct an investigation
into our trading activities during 2000 and 2001
and to provide an affidavit as to whether we
engaged in certain trading practices that the
FERC characterized in the data request as being
potentially manipulative. Senior management
complied with the order and "denied our
involvement with those trading practices.

On May 21, 2002, the FERC issued a further data
request with respect to this matter to us and over
100 other market participants requesting
information for the years 2000 and 2001
concerning “wash”, “round trip” or “sale/buy back”
trading in the Western System Coordinating
Council (WSCC), which involves the sale of an
electricity product to another company together
with a simultaneous purchase of the same
product at the same price (collectively, “wash
sales”). Similarly, on May 22, 2002, the FERC
issued an additional data request with respect to
this matter to us and other market participants
requesting similar information for the same period
with respect to the sale of natural gas products in
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S - . date.

" 'to CFTC.:

.. and’ ~other .
“. .. .concerning
Co Intercontlnental Exchange 'AEP has completed a’
.. “review of ourtradlng activities in the United States -
" forthelast three years involving sequential trades - ...

~_financial

B vsubstantlally all . ,
_-*_ economic substance and risk transference and do_’ S
-,not constltute “wash sales ' poenE

""f’:the WSCC and Texas

"traders’ did -‘engage . .in.  trades -

2001,

‘In response to a: request from the

- California attorney general for.a copy of AEP! s f'
" . responses to the FERC mqurres we provnded the'__f,
: '_;?'pertlnentlnformatlon - :

_‘_'f[The PUCT also issued srmllar data requests toif,‘
...~ AEPand other power marketers. AEP responded
" to such datarequest by the July 2, 2002 response . "~
L ‘The U.S.. Commodity . Futures Trading . : "
h ;;A'Commlssmn (CFTC)issued asubpoenatouson
~_~June 17, 2002 requesting information with respect_@':‘fj
-+ to “wash sale” trading practices. AEP responded L
o ‘In addition, the U.S. Department of =~ =
' :‘-,',Justlce made a civil investigation demand to AEP "
electnc generatlng companles' L
“the . administrators of the grid in "all reglons
" FERC recently indicated that it would issue a
 white paper on the proposal in° April 2003, in

their. investigation” " of -

| With the same terms and counterparties.” The". .

* revenue from such trading is not material to our "
. AEP . believes' that .
involve =

statements. -
these “transactions -

B August 2002 AEP recelved an |nformal data
" request from the SEC asking . us to_voluntarily
_provide ~documents related to’

. ‘wash” trades. AEP has provrded the requested"‘f’j"ff‘"'
. information to the SEC . o

T ,In September 2002, AEP recelved a subpoena‘j;
. " from” FERC" requestlng ‘information - about our
" ‘natural gas transactions and their potential impact

- on gas commodity pnces in the New York City . "

' 'area AEP responded to the subpoena in October'ﬁ*'“‘fﬂ}“

“round trip” or . .-

o After reVIerng “our ti 2002
' records, we responded to the FERC thatwe did .~ -
~“not partlcrpate inany | “wash ‘sale” transactions’ .
L _mvolvmg power or gas in the relevant market.- We.’lf :
.. further informed the FERC that, certaln of our. -
“the™ ..
S Intércontinental Exchange an electronlcelectncrty..‘;,' s
" 'trading platform owned by a group of electricity ..
* . trading companies, including us, ‘on September._; "
o ‘the " day —on.:which “all "brokerage -~
. " commissions for trades on that. exchange were . .
. .donated 'to’ charities for’ the victims. of the' .. =
. September 11, 2001 terrorlst attacks ‘which do
" not meet the FERC criteria for:a “wash sale” but - ..

" "do have certaln charactenstlcs in_.common with =~ "

- such sales.

L.';“FERC Proposed Standard Market Desrgn
i =Affectlng AEP System L

ln October 2002 AEP dlsmlssed several‘ '

';employees mvolved in natural gas marketingand -~
.. trading after the Company determined that they -
* provided inaccurate price information for use in .
indexes complled and published by trade -
- publications.

- AEP,: subsequently, “instituted

B measures that requnre all price information for use - '
" in"'market indexes ' be . verified. and ‘reported

through “AEP’s’ chief risk officer's organization.
AEP has and will contmue to provide to the ..

“FERC, the SEC and the 'CFTC information
--relating to prlce data glven to energy |ndustry B

publlcatlons

_’ln July 2002 the FERC |ssued its Standard
- Market - Design™ (SMD) notlce ‘of proposed .
B rulemakrng one of the most sweeping rulemaking -
“proposals in its history. The proposed SMD rule
‘seeks to standardize the structure and operation .

of ‘wholesale. electricity ‘markets ~‘across the

country. Key elements -of FERC'’s proposal
" include standard rules and processes forallusers
of | the_’ electricity '
transmlssmn rules and pol|CIes and the creation
" “of certain markets to be operated by mdependent

“transmission’ grid,

The

response - to the numerous comments FERC

frecelved onits proposal The FERC is‘expected

“ to issue its final rule in' mid to late 2003. Because = -
" “the rule is not yet finalized, management cannot

: predlct the effect of the final rule on cash flows

: ;and results of operatlons ‘

- | /,FERC Proposed Secunty Standards Affect/ng
- AEP System B '

The FERC publlshed for comment its proposed
/'security standards as part of the SMD “ These
" standards are intended to  ensure’ all’ “market
, ]"f‘_fpartlmpants have a- ‘basic secunty program that
- effectively protects the electric grid and related
" 'market activities. They require compllance by
< January 1,2004. “The impact of these proposed
- ~standards is far-reachlng and includes significant
penaltles for non- compllance These standards =~
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apply to market operations and transmission
owners. For the AEP System this includes:
power generation plants, transmission systems,
distribution systems and related areas of
business. FERC is considering new proposals to
maodify the scope and timetable for compliance
with the standards. Unless FERC changes the
scope and timing of the original proposed
standards, those standards could result in
significant expenditures and operational changes
in a compressed time frame, and may adversely
affect results of operations and cash flows if such
costs are not recovered from customers.

FERC Market Power Mitigation — Affecting AEP
System

A FERC order issued in November 2001 on
AEP’s triennial market based wholesale power
rate authorization wupdate required certain
mitigation actions that AEP would need to take for
sales/purchases within its control area and
required AEP to post information on its website
regarding its power system's status. As a result
of a request for rehearing filed by AEP and other
market participants, FERC issued an order
delaying the effective date of the mitigation plan
until after a planned technical conference on
market power determination. No such conference
has been held and management is unable to
predict the timing of any further action by the
FERC or its affect on future results of operations
and cash flows.

Other— AEP and its subsidiaries are involvedin a
number of other legal proceedings and claims.
While management is unable to predict the
uitimate outcome of these matters, it is not
expected that their resolution will have a material
adverse effect on results of operations, cash
flows or financial condition.

10. Guarantees:

In November 2002, the FASB issued FASB
Interpretation No. 45, “Guarantor's Accounting
and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of
Others” (FIN 45) which clarifies the accounting to
recognize a liability related to issuing a guarantee,
as well as additional disclosures of guarantees.
This new guidance is an interpretation of SFAS 5,
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57, and 107 and a rescission of FIN 34. The
initial recognition and initial measurement
provisions of FIN 45 is effective on a prospective
basis to guarantees issued or modified after
December 31, 2002. The disclosure
requirements of FIN 45 are effective for financial
statements of interim or annual periods ending
after December 15, 2002.

There are no liabilities recorded for all of the
guarantees described below in accordance with
FIN 45 as these guarantees were entered into
prior to December 31, 2002. There is no collateral
held in relation to these guarantees and there is
no recourse to third parties in the event these
guarantees are drawn.

Certain AEP subsidiaries have entered into
standby letters of credit (LOC) with third parties.
These LOCs cover gas and electricity trading
contracts, construction contracts, insurance
programs, security deposits, debt service
reserves, drilling funds and credit enhancements
forissued bonds. All of these LOCs were issued
at a subsidiary level of AEP in the subsidiaries’
ordinary course of business. TCC issued one of
the LOCs for credit enhancement of issued
bonds. The maximum future payments of all the
LOCs are approximately $166 million with
maturities ranging from January 2003 to
December 2007. TCC’s LOC was for $40.9
million with a maturity date of November 2003.
Since AEP is the parent to all these subsidiaries,
it holds all assets of the subsidiary as collateral.
There is no recourse to third parties in the event
these letters of credit are drawn.

The following AEP subsidiaries have entered into
guarantees of third parties obligations:

CSW Energy and CSW |International have
guaranteed 50% of the required debt service
reserve of Sweeny Cogeneration (Sweeny), an
IPP of which CSW Energy is a 50% owner. The
guarantee was provided in lieu of Sweeny funding
the debt reserve as a part of financing. In the
event that Sweeny does not make the required
debt payments, CSW Energy and CSW
International have a maximum future payment
exposure of approximately $3.7 million, which
expires June 2020.
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disclosure for ‘the ‘guaranteed

its registrant and non-registrant

- subsidiaries enter into several types of contracts,

which would require indemnifications. Typically -

sale agreements, lease -agreements, purchase

- ..-agreements and financing agreements. Generally .

- 'subsidiaries

*“agreement, the lessor is :
1o 87% of the "unamortized balance of the e
"7 equipment at the end of the lease term. Ifthefair -~ =

' market value' of the leased equipment is below
" the unamortized
- term, we ‘have committed
-between “-the " fair .- market - value and -the
“unamortized balance, with the total guarantee not -

i these agreements may include, but are not limited
:to, . indemnifications '
-contractual and environmental -matters. - At
time AEP.cannot estimate the maximum potential
.. "payment for ariy of these indemnifications due to . -
: \ o the uncertainty of future events. In addition, as of -
*  self-bonding,.” the -guarantee ' provides for:"-December 31, 2002, there
- required for any in_demniﬁcatio

tax,
this

- around . certain

are no liabilities
ns. . o
AEP “and- its " regulated - and . non-regulated
lease certain equipment under a
master operating- lease. ‘Under “the lease -
guaranteed to receive up

balance at the end of the lease
to pay the difference E

to exceed 87% of the unamortized balance. At

~"December 31, 2002, the maximum potential loss
= for these lease agreements was approximately -
- ~$50 million assuming the fair market value of the

equipment is zero at'the end of the lease term.’

2 The maximum potential loss by registrant is as -
- follows: e R T o

: with. the ERCOT transmission -
- -eongestion auction, AEP ‘has guaranteed the - -

~ obligations of Mutual Energy CPL L.P. (former .~ ::




Registrant * Maximum Potential Loss
{in millions)

APCo $0.7
CSPCo 0.8
1&M 2.0
KPCo -
OPCo 0.7
PSO 3.3
SWEPCo 3.4
TCC 6.7
TNC 25
Other AEP non-registrant

Subsidiaries 29.9
Total $50.0

11. Sustained Earnings Improvement Initiative:

In response to difficult conditions in AEP's
business, a Sustained Earnings Improvement
(SEI) initiative was undertaken company-wide in
the fourth quarter of 2002, as a cost-saving and
revenue-building effort to build long-term earnings
growth.

Termination benefits expense relating to 1,120
terminated employees totaling $75.4 million pre-
-tax was recorded in the fourth quarter of 2002, Of
this amount, AEP paid $9.5 million to these
terminated employees in the fourth quarter of
2002. The termination benefits expense was
classified as Maintenance and Other Operation
expense on AEP’'s Consolidated Statements of
Operations and as Other Operation expense on
the other registrant’s statements of operations.
We determined that the termination of the
employees under our SEI initiative did not
constitute a curtailment under the provisions of
SFAS No. 88 “Employers’ Accounting for
Settlements and Curtailments of Defined Benefit
Pension Plans and for Termination Benefits”.

The following table shows the staff reductions,
termination benefits expense and the remaining
termination benefits expense accrual as of
December 31, 2002:
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Tota’
) Total , Terminat
Total Expense " Benefit
Number Recorded Accrued
of in 2002 12/31/0.
Terminated Gn {n
Employees millions) millions:

AEGCo - $ 0.3 $ 0.3

APCo 93 13.1 12.2

CSPCo 19 5.0 4.5

I&M 146 15.0 13.1

KPCo 16 2.6 2.5

OPCo 33 7.5 7.1

PSQO 17 3.1 3.0

SWEPCo 8 3.3 3.1

TCC 37 6.0 5.5

TNC 20 2.0 1.6
other AEP
subsidiar

-ies __731 _17.5 _13.0

Totals 1,120 $75.4 3$65.9

Approximately $48 million of severance expense
associated with 701 AEP Service Corporation
employees (included in the 731 figure above) was
allocated among all AEP subsidiaries. AEGCo
has no employees but receives allocated
expenses.

In addition, certain buildings and corporate aircraft
are being sold in an effort to reduce ongoing
operating expenses.

12,

Acquisitions, Dispositions and

Discontinued Operations:

Acguisitions

SFAS 141 “Business Combinations” applies to all
business combinations initiated and
consummated after June 30, 2001.

2002

Acquisition of Nordic Trading

In January 2002 AEP acquired for $2.2 millior
and other assumed liabilities the trading
operations, including key staff, of Enron's Norwa
and Sweden-based energy trading businesse
(Nordic Trading). Results of operations ar
included in AEP's Consolidated Statements ¢
Operations from the date of acquisition. Th



" excess’ of cost over fair value of the het assets o

- -acquired was approxrmately '$4.0 million- which® - SIS

- was recorded as Goodwill. . ~Subsequently in the® -«

. fourth quarter of 2002, a ‘decision was made to "

. exitthe non-core trading business in Europe and = - K

- toclose or sell Nordic Trading as discussed under :

the“Dlscontlnued Operatrons sectlon ofthls note ST
B R L ~ . also assumed additional liabilities --of . -

- Acqursmon of USTI

©_InJanuary 2002, AEPachIred100%ofthestock
-~ of United Sciences Testing, Inc. (USTi)for$12.5 =

“million.” USTI provndes equrpment and services < o

"~ related to automated “emission ‘monitoring of - -

. combustion gases- to: both | AEP affiliates ‘and - e
. external customers.. Results of operations are” -

" included in-AEP's Consohdated Statements of =~ .

r'a*Operatrons from the date of acqunsmon Ll e

‘ S - SR E el ° MEMCO Barge Line added 1 200 hopper

'szoo1

o On June 1, 2001 AEP through a wholly owned e
. subsidiary, purchased :Houston - Pipe " Line ° R
Company and Lodisco'LLC for $727 million from - s
-~ Enron. The acqurred assets include 4,200 miles . LT
_ - of gas pipeline, a 30-year $274 million’ prepaid = ..
- lease of a gas storage facility and certain gas’ R
marketing contracts. . The purchase method of - .
... accounting was’ used to record the. acqursmon Ll
_ - According . to: APB Oplmon No." 16 “Business .~ T
_.Combinations” AEP recorded the assets acquired -, - o
‘and liabilities assumed at' their estimated fair
.~ values determined bylndependentappralsal orby " s
- " Company's ‘management based on information.: * -
.~ currently available and on ‘current assumptions as - )
- to future operations. ‘Based on a final purchase <, .
. price allocation the excéss of cost over fair valug =~ o0
~.of the net assets acqu1red was approximately ="
-$153 million and is recorded as Goodwill. SFAS
.. - 142"“Goodwill and Otherlntanglble Assets”treats 7 v
~ goodwill as a non-amortized, non-wastmg asset’: il
.. effective January 1, 2002.~ - Therefore, Goodwill -
- . was amortized for only seven months in 2001 on-
.a stralght-llne basis over30 years. The purchasef-»f._ e
_method results in' the “assets, liabilitles and .«
earnings of the ‘acquired ' operations - being™ ..
~included - in AEP's. -consolidated " financial
o statements from the purchase date LT

AEP also purchased the followrng assets or_ P
- "acqmred the following businesses from July 1,0
2001 through December 31, 2001 for an: o

aggregate total of $1 651 mllllon

- o the: Dolet Hills mining operatlons ‘and
© assumed’ the existing’' mine reelamation
- liabilities " at - its jointly - owned Irgnlte

5 reserves in Louisiana. - ‘
=7 e’ Quaker Coal Company as part of a
-.-bankruptey proceeding settlement. AEP

-~ approximately $58 million. The acquisition
- includes property, coal reserves, mlmng
~operations and - royalty - interests in
_-Colorado, Kentucky, Ohio, Pennsylvania.
--and West Virginia.. AEP continues to
- - operate the :mines and- facilities which
~employ over 800 individuals. See Note -
~-13b “Asset Impalrments and lnvestment
"+ Value Losses".-

" "barges and 30 towboats to AEP's existing
*barging fleet. MEMCO’s 450 employees -

- operate the’ barge line.: MEMCO added

' ‘major . barging - operations on the ..

" Mississippi ‘and Ohio rivers to AEP's

- barging - operatlons on the OhIO and
- ""Kanawharivers. "
e UK Generatlon added 4, OOO megawatts o
- of coalfired generation from" Fiddlers
" :Ferry, a four-unit, 2 ,000-megawatt station
_.onthe River Mersey in northwest England,
- approximately 200 miles from London and
- Ferrybridge, a four-unit, 2,000- megawatt
" station on the ‘River Aire in northeast
- " England, ‘approximately 200 miles from
‘- London and related coal stocks. See
" Note -13b " “Asset ~ lmpalrments and ‘
- ‘Investment Value Losses™. - -
e A20%equity interest in Caiua, a Brazman
.~ electric’ operating company ‘which is a
" subsidiary of Vale.' 'See Note 21; “Power

"~ and ‘accrued interest on that loan into
. Caiua - eqmty ‘See 'Note 13b “Asset
Impalrments and Investment Value
‘ Losses”.
&. " Indian. Mesa Wmd Pro;ect conS|strng of .
~,-....."160 megawatts of wind generatlon located -
-7~ near Fort Stockton, Texas. " . ‘
o Acqurred exrstlng contracts and hired key .

. staff " from " Enron's "~ London- based
' f‘_';_lnternatlonal coal tradmg group

" and Distribution PI’OJeCtS AEP converted
@ total of $66 million on an existing loan -



"“2002

~.},Regardlng the 2002 and 2001 acqursrtlons,

-~ management has recorded the assets acquired -

~.-and. liabilities assumed - at their estimated fair

-, values in accordance with APB Opinion No. 16" .-

- and SFAS 141 as appropriate based on currently” -

~. available |nformatron and on current assumptlons o
S _as fo future operatrons SRR EIRAARIER ,

_-Drsgosmon |

S ln 2002 AEP completed a number ofdrsposals of

_assets determrned to be non- core: -

ViDlsposal ofSEEBOARD il -

:..OnJune 18, 2002, AEP, throughawholly owned_ I
- - subsidiary, entered into an agreement, subject tfo
- European Union: (EU) -approval, B ,
- - consolidated -subsidiary SEEBOARD, a UK. =~
C electricity supply and dlstnbutlon company. EU : . ..: .. ; R

to "sell its

3 SEEBOARD s

assets ’ and

| ._liablllti_es Cof

" approval was recelved July 25,2002 andthe sale ..« !

~was completed on July 29, 2002.-AEP received -

.approximately $941 million in net cash from the -

sale, subject to a working capital true up, and the.: Lo

, cof. e

. ‘approxrmately $1. 12 billion, resulting i ina net loss'i__g.-?,-,

. .of $345 million at June 30, 2002. In accordance .-

- with SFAS. 144 the results of operatlons of C
' SEEBOARD

_. - Discontinued Operatrons for all years presented R

A net loss -of $22 million was classified as..

- Discontinued Operatlonsrnthe second quarterof ... . .

~ 2002. The remaining $323 million of the net loss - :

" has been classified as a transitional lmpalrment

- buyer -assumed - SEEBOARD ' debt

- have ‘been - classified’

loss from the adoption of SFAS 142 (see Notes 2 -~
and 3) and has been reported as a Cumulative .- .

~ Effect of

Accountlng Change retroactive to:: .~
- January 1, 2002. A $59 million reduction of the = -

. net loss was. -recognized .in the second half of - .

--2002 to reﬂect changes in’ exchange rates to:
. closing, settlement of working capital true-up and .-
selling expenses. The nettotal loss recognizedon .-
- . the disposal of SEEBOARD was $286 million. -
~Proceeds from the sale of SEEBOARD were used et
o pay down bank facrlmes and short-term debt

" The assets. and llablhtles of SEEBOARD wereVé
“aggregated on" AEP's -Consolidated - Balance . - ...
. Sheetsas Assets of Dlscontrnued Operationsand . ;-
- Liabilities  of Dlscontlnued Operatlons as -of.~ -
”'.';December 31 2001

The major classes of'

;dlscontlnued operatlons were
. . December 31,
- 2001
o ' (in millions)
3sAssets ol
: ;’n:Current Assets T $ 324
., -Plant, Property ‘
-~ rand Equ1pment .
U7 Net - 1, 283
.. Goodwill - EEE -3, 129
- .Other Assets ' = 96
-~ Total'Assets of * T -
"' Discontinued . - RO
..Operations - 32,832
Liabilities: - o onoo Ry
~. Current Ltab111t1es - §$752°
.~Long-term Debt - . 701
Deferred Income f" ' S
“Taxes - s 268
" other L1ab111t1es 77
. Total Liabilities - AN
‘of Discontinued RS
‘Operations : 31,798
o Drsposal of Crthower

. On July 19, 2002, AEP, through a wholly owned

subsrdlary entered into an agreement to sell

- CitiPower, a retail electncrty and gas supply and
- distribution .

»subSIdlary in" - Australia. - AEP

.-completed the sale on’ August 30, 2002 and
received net cash of approxrmately $175 million
";-';.;[Aand the " buyer assumed - CitiPower debt of
- approximately $674 million. AEP recorded a net
- charge totaling $125 million as of June 30, 2002.
-The’ charge included an |mpa|rment loss of $98
... million on. the remaining carrying value of an _
- intangible asset related to a distribution license for
'-',,Clthower The remalnlng $27 million of net loss .

‘was . classified - as a.
“impairment loss from the adoptlon of SFAS 142
-(see Notes 2.and 3) and was recorded as a
-Cumulative - Effect
'retroactnve to January 1, 2002

transmonal ‘goodwill

of . Accountlng Change

.'The loss on the sale of Clthower increased $24
‘million to $148 million in the second half of 2002
_based on actual closrng amounts and exchange

rates

C|thowers results of operatlons have been'

reclassified - as . Discontinued Operations in

.. accordance with SFAS .144. . The assets and
liabilities of Clthower have been aggregated on

B ,the December 31 2001 AEP balance sheet as
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H ‘Assets of Dlscontlnued Operat|ons

| "',;Operatlons are: - -

Assets :
" Current Assets ., -
“Plant, Property and
' Equ1pment Net Tl
Goodw111/Intang1b1es
,0ther Assets - :
Tota1 ‘Assets of .
D1scont1nued j
0perat1ons

L1ab111t1es e
~-Current L1ab111t1es R
’Long-term Debt IR
. peferred Income’ Taxes :
-Other ‘LiabiTlities

L Tota1 Liabilities. of
»Discontinued ~ . bo:
; 0perat1ons

Total Fevenues - and pretax proflt (Ioss) of the SR

- discontinued - operatlons of SEEBOARD and

| B Clthower were: .

' 'SEEBOARD’

: " (inmillions) -~
- Revenues:- o
S 12 monthsendedf S s s
- - 12/31/02 S $ 694 RN
~-12 months ended. - S B
~12/31/01 ' 1451 .
.12 months ended . G
©12/31/00 ' - 1,596
' Pretax' Proﬁt'
lZmonthsendedi’ S T
12/31/02 * 0§ 180
" 12monthsended . [
om0 e 104 T T
"12monthsended .~ . .. T

- 12/31/00

L Llabllltles' ,
- of Discontinued Operatlons ‘The major classes of i
- CitiPower’s assets and Ilabllmes of dlscontlnued

(1n‘h1111ons)
$ 138 ; G -

S 123100

! CitiPower -

3 ol L7 (inmillionis) ¢ '
_~Revenues R T ST g
,:‘12 months ended Co PR
123102 o $204 . T
_12monthsended;jf o
= 12/31/01 S 111 R

""T',"12monthsende'd"’“‘ S

s
) Pretax Proﬁt (Loss)

12 months ended . ' .
L2102 0 8 (190)
“7:12monthsended - o et
S 123101 T e ()

i -12monthsended = - o D e

o '12/31/00 SEIERT ~ 200

L Dlsposmon of Texas REPs
~In. - April -

2002, AEP - reached ‘a- defmtrve{

¢ agreement, subject to regulatory approval, to sell
- two of its Texas retail electric providers (REPSs) to

Centrica, -a prowder of retail energy and other
- consumer services. PUCT regulatoryapproval for

the sale was obtalned in' December 2002. On

._I '_.ADecember 23, 2002 AEP sold to Centrica, the -
“... general partner interests and the limited partner

- -interests in Mutual Energy CPL L.P. and Mutual -
'.':,,;'Energy WTU L.P. for a base purchase price paid
- in-cash at. closing .

. payments, -

“and certain "additional
lncludlng a  net workmg capltal ,

. payment. Centrica paid a base purchase price of

- value

R $145.5 million which was based on a fair market .
established _ by = an.

per_ customer

rmdependent appraiser and an agreed customer ,

" count, AEP recorded a net gain totaling $83.7 |

- " million in Other Income." AEP (through -TCC and

" .TNC) will provide Centrica with-a power supply
- <7 contract - for " the. two REPs" and: back-office .
- ~.services related to these customers for a two-year

7 period.
~ . share in earnings from the two REPs above a

-*In-addition, AEP retained the right to

- threshold amount through 2006 in the ‘event the

Texas retail market develops increased earnings

.- opportunities. Under the Texas Legislation, REPs
_.are subject to a clawback liability if customer
"+ - ’change does not attain thresholds required by the

'»:j.;,leglslatlon AEP:is responsible for a portion of .

'such Ilablhty, if any, for the period it operated the
. REPs .in .the Texas competitive retail market

B .(January 1, 2002 through December 23,2002).1n -

T addition, AEP retained responsibility for regulatOry.v



. ‘approximately $11 million.. "~

. obligations - arising’ out: of ‘operations  before -
~ closing. AEP's wholly-owned subsidiary Mutual :
Energy Service Company LLC (MESC) received . .,
-an up-front payment of approximately $30 million - Co
~ from Centrica associated with the back-office - . -
service agreement, and MESC deferred its right .~
. to receive. payment of an additional amount of -~
approximately - $9 million ' to “secure’ certain'
contingent obligations. These prepaid service. f

revenues were deferred on the books of MESC to

office service agreement. - - -

be amortized over the two-year term of the back

- 2001

In March 2001, CSWE. a subsidiary-company,

- completed the sale of Frontera, a generating plant
that the FERC required to be divested in
connection with the merger of AEP and CSW.
The sale proceeds were $265 million and resulted
in an after tax gain of $46 million. -

7 In-July 2001, AEP, ‘through ‘a rwhol'ly-,oWned )
" subsidiary, sold its' 50% interest'in -a 120- -
megawatt' generating plant located. in Mexico. -

'The sale resulted in an after tax gain of

qu'é’rttéirtfdf ‘2'00"'1; The 'w'riktedown is vinclleded in

"> Other Income ot AEP’s Consolidated Statements

. of ‘Operations. iOn" February - 26, 2001 an

~agreement to'seil the Company’s 50% interest in

- Yorkshire was signed. On April 2; 2001, following

" the approval of the buyer’s shareholders, the sale

© . was completed without further impact on AEP’s
- consolidated earnings.

. subsidiary company - sold its investment in a
" Chilean electric company for $67 million. A net

"~ loss on the sale of $13 million ($9 million after tax) '
is included in Other Income, and includes $26
~ . million ($17 million net of tax) of losses from
" foreign exchange rate changes that were

previously reflected in Accumulated Other

Comprehensive Income. In the second quarter of -

* 2000 AEP management determined that the then

existing decline in market value of the shares was

. other than temporary. As a result the investment
~was written down by $33 million ($21 million after

v

“In December 2000, CSW International, a |

tax) in June 2000. The total loss from both the

the second quarter and from the sale in the fourth

- quarter was $46 million ($30 million net of tax).

in July 2001, OPCo, ah AEP subsidiary, sold coal

~ mines in Ohio and West Virginia and agreed to
- purchase approximately 34 million tons of coal
" from the purchaser of the mines' through 2008..
" The sale is expected to have a nominal impacton -

" the results of operations and cash flows of OPCo

. andAEP.. . .

" In December 2001, AEP completed the sale of its
~_ownership interests_in the. Virginia and West
\Virginia PCS (personal communications services)

-« -Alliances for stock, resulting in an after tax gain of
.o ‘approximately $7. million: - During 2002, due to. ..
. decreasing. market value of.the: shares, AEP
~ .- reduced the value of them to zero.". . -~ = ‘

2000 ¢

- " In December 2000, AEP, throughva_w'hblly owned
* subsidiary, committed to negotiate a sale of its

L '50% investment in Yorkshire, a U.K." electricity

“supply and distribution company: As a result a

" $43 million writedown ($30 million after tax) was
©“ " recorded in the fourth quarter of 2000 to reflect
.. the net loss from_the‘_‘expecteq _saler in'_the‘ first
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o Dlscontmued Operatlons

\ ‘.The operatlons shown below affectlng'AEP were dlscontlnued or classnﬂed as’ held for sale in 2002. .
- Results of operatlons of these busmesses have been reclassﬁ"ed as shown in the followmg table

N s BOARD Ctthower Pushan - {EaStex . Tofal -
- (in millions) BT ST el e
12002 Revenue - $ .694 $2o4~'
2001 Revenue f 1,451 :
*~ 2000 Revenue 1596};"_
2002 Earnings. - - .. o
- (Loss) After Tax = ./ ff: . _9_6 (123)";-
2001 Earnings .~ -t e T T : , S
" (Loss) AfterTax - - -~ 88 '_f;;(6) T e 86
© 2000 Eamings -0 o el oo S
(Loss)AfterTaxlT, .99 -:17 o T (M. o122

| 1-._$5'7"' f $ 73" 9$1,028
350 57 s
33857 - et

,_‘-?’('7)'}, (1;56) | (190)

/13 Asset Impalrments and lnvestment Value Losses o

" In2002 AEP recorded pre-tax lmpalrments of assets (mcludmg goodwnll) and mvestments totahng $1 426 ’

* billion (consnstmg of approximately $866.6- million related to Asset Impairments, $321.1 million related to - '

Investment Value and Other Impairment Losses, - and $238.7 million related to Discontinued Operatlons) -
that reflected downturns in energy trading markets, projected long-term decreases in electricity prices, and -
other factors. These impairments exclude the transitional |mpa|rment loss from adoptlon of SFAS142 (see -
: Notes 2 and 3) The categones of lmpalrments mcluded : o : A

2002 Pre-Tax Estumated S
S Loss - s

T e A _g_i;‘- B (|n mllhons)
‘ Asset Impalrments Held for Sale - %4831,
g Asset Impairments Held and Used S 8514
Investment Value Losses R CoT D 2919

o Total Conoo ) s14ze4

Ctiles




alAssetsHeldforSale T T s

S lh"20(_)2, AEP (and its"'fegistranf Véubéidiéﬁ"es',? és abpliéébie) r‘e;éafded the 'féildving' estifnate’d loss on
' disposal of assets (including Goodwill) held for sale: .+ SR S

A  soozpTac L o
Assets . Estimated Loss - v LA

HeldforSale . ~ onDisposal - =~ Business ' . Registrant
: ~(inmillions) © - oo
Eastex - © $2187 - Wholesale -~ " AEP
Pushan Power 200 ~.Other .. 7=.i AEP
- Total Impairment - S
Losses -+
Included in
Discontinued S :
Operations . $238.7
Telecommunication—. - L N f
AEPC/C3 - s . $1585 Other . AEP
Newgulf Facility -~ 11.8 ' “-:Wholesale'=- -~ AEP
Nordic Trading - -~ - 53 .. Wholesale .. = AEP
' ' Excess Equipment- - ..23.9 .~ . - Wholesale  : = AEP
‘Excess Real Estate - "~ _15.7 < "'~ ' Wholesale " - AEP
Total Includedin = " 7 AL R R
7 Asset Impairment oo T e e T b b
Losses . $21562
Telecommunications e :
—~ AFN 0 $ 138 - Other- = AEP
Water Heater =~ S .. AEP, APCo, CSPCo,
- Program o 3.2 Wholesale I1&M, KPCo and OPCo
Gas Power Systems .~ ' __122 Wholesale = AEP

Total Includedin . ==
Investment Value =
and Other R
Impairment Losses . 29

Total-All Held for Sale
Losses - S o

Eastex e e ' o . ‘ o
- In 1998, CSW began construction of a natural gas-fired cogeneration facility (Eastex) located near
. Longview, Texas and commercial operations commenced in December 2001. - In June 2002, AEP
.- requested that the FERC allow it to modify the FERC Merger Order and substitute Eastex as a required
.. divestiture under.the order, due to the fact that the agreed upon market-power related divestiture of a plant
- in Oklahoma was no longer feasible. The FERC approved the request at the end of September 2002.
Subsequently, in the fourth quarter of 2002 AEP solicited bids for the sale of Eastex and several interested
"~ buyers were identified by December 2002. A sale of assets is expected to be completed by the end of 2003
" with an estimated pre-tax loss on sale of $218.7 million included in- Discontinued Operations in AEP's
- Consolidated Statements of Operations. The estimated loss was based on the estimated fair value of the

" facility and indicative bids by interested buyers. S
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. Current Assets
". Property, Plant and Equment Net

Liabiliies: S
* . Current Liabilities 'f, .
* - Other Liabilities =~ "

""-"A'j"*"'Results of operatlons of Eastex have ‘been reclassified as Dlscontlnued Operatrons in accordance W|th :
" SFAS 144 as shown in Note 12. - The assets and liabilities "of Eastex have been included on AEPs

. _Consolldated Balance Sheets as held for sale The maJor classes of assets and llabllrtles held for sale are:

Asseéts: : L
;;’.$15

Other Assets .
- TotalAssets Held forSale

lE%’l-'ﬂ'i

oo

Total Llabllrtres Held for Sale

o 'Pushan Power Plant _ ' ‘ : SRR S :
.~ In the fourth quarter of 2002, AEP began actlve negotlatlons to sell |ts rnterest in the Pushan Power Plant »
".(Pushan) in Nanyang, China to the minority interest partner. Negotiations are expected to be completed by - -

" the second quarter of . 2003 with an estimated pre-tax’loss on disposal of $20.0 million, based on an

;'jProperty, Plant and Equnpment Net

~* Current Llabrlities :

- ~indicative price expression. “The estimated pre-tax Ioss on drsposal is classrt’ ed in Dlscontmued Operatlons
‘_jln AEP s Consolldated Statements of Operatlons o -

, :Results of operatrons of Pushan have been reclassmed as Dlscontlnued Operatlons in accordance with i
'SFAS 144 as’ dlscussed in Note 12. The assets and liabilities of Pushan'have been classified on AEP's -
o "_Consolldated Balance Sheets as held for sale The major classes of assets and lrabllltles held for saleare:

2002 2001 ¢ T e
‘ (|n mrlllons)
CurrentAssets S i g 19 §i7 T

Total Assets Held for Sale . 51 . S8

,leabllltleS N ‘

* Long-term Debt -
- Other Liabilities . o
- Total Lrabllltles Held for Sale

"fTeIecommunrcatrons DT AR

o “AEP had developed busrnesses to provnde telecommunrcatlon services to busmesses and to other .
L ‘telecommunlcatron companies through broadband fiber optic networks operated in conjunction with AEP's .

- electric transmission and distribution lines: The businesses included AEP Communications, LLC (AEPC),

- C3 Communlcatlons Inc. (CS) and a 50% share of AFN Networks, LLC (AFN), a joint venture. Due to the
. difficult economic conditions in these businesses and the overall telecommunications industry, and other

- operating problems the AEP Board approved in December 2002 a plan to cease operations of these

 businesses. "AEP took steps to market the assets of the businesses to potential interested buyers in the . |

,fourth quarter of 2002 A number of potentlal buyers have made offers for the assets of C3. Potentlal :
' o L "1‘L55 ‘ :




- .'buyers have rndlcated mterest in the assets of AFN A formal offermg of the assets ofAEPC w1ll begln early
in 2003. The complete sale of all telecommunication assets is expected to be completed by the end of 2003

N _with an estimated pre-tax impairment loss of $158.5 million (related to AEPC and C3) classified in- Asset

. lmpalrments in AEP's Consolidated Statements of Operations and an estimated pre-tax loss in value ofthe

" investment in AFN of $13.8 million classified in Investment Value and Other Impairment Losses in AEP's

~ Consolidated Statements of Operatlons The estimated losses are based on indicative bids by potential
buyers. . T T T N .

$6 mllllon and $182 million of Property, Plant and Equrpment net of accumulated deprecnatlon of the
telecommunication businesses have been classifi ed on AEP s Consolldated Balance Sheets as held for
sale in 2002 and 2001 respectlvely : : i :

Newgulf Fac:hty _ : E ' L ‘ ’

In 1995, CSW purchased an 85 MW gas-t" ired peakrng electncal generatlon facrllty located near Newgulf
Texas (Newgulf). In October 2002 AEP began negotiations with a likely buyer of the facility. ' A sale is now
- expected to be completed by the end of 2003 with an estimated pre-tax loss on sale of $11.8 million based

- onan indicative bid by the likely buyer. The estimated loss on disposal is classified in Asset Impairments on

. AEP’s Consolidated ' Statements of Operatlons ‘Newgulf's Property, . Plant and Equipment, net of
accumulated depreciation, of $6 million in 2002 and $17 m|ll|on in 2001 has been classified on AEP’s
Consolidated Balance Sheets as held for sale. :

; Nord:c Tradmg : .

~In October 2002 AEP. announced that lts ongomg energy tradlng operatlons would be centered around its
wgeneratlon assets. As a result, AEP took steps to exit its coal, gas, and. electncrty tradmg activities in
‘Europe, except for those activities necessary to support the U.K. Generation operations. -The Nordic
Trading business acquired earlier in 2002 (see Note 12) was made available for sale to potential buyers.
. The estimated pre-tax loss on disposal in 2002 of $5.3 million, consisted of impairment of goodwﬂl of $4.0
- million (see Note 3) and impairment of assets of $1.3 million.. The estimated loss of $5.3 million is included

§ ~_in AssetImpairments on AEP’s Consolidated Statements of Operatlons Management's determination ofa

" ‘zero fair value was based on discussions with a potential buyer. There are no assets and liabilities of
_ Nordic Trading to be classn'”ed on AEP’s Consolidated Balance Sheets as held for sale.

_ 'Excess Equ:pment L ‘ : '
" In November 2002, as a result of a cancelled development prolect AEP obtalned title to a surplus gas
. turbine generator.. AEP has been unsuccessful in finding potential buyers of the unit, including its own

" internal generation operators, due to an over-supply of generation equipment available forsale. Sale of the

turbine is now projected before the end of 2003 with an estimated 2002 pre-tax loss on disposal of $23.9
* million, based on market prices of similar equipment. The loss is included in Asset Impairments on AEP’s
Consolidated Statements of Operations. The Other asset of $12 million in 2002 and $31 m|ll|on in 2001 has

' ,"been classnt‘ed on AEP’s Consolldated Balance Sheets as held for sale T

- Excess Real Estate
In the fourth quarter of 2002, AEP began to market an under—utlllzed oft" ce bunldmg in Dallas TX obtalned

" through the merger with CSW. One prospective buyer has executed an option to purchase the building.
... Sale of the facility is projected by second quarter 2003 and an estimated 2002 pre-tax loss on disposal of
.._.$15.7 million has been recorded, based on the option sale price.. The estimated loss is included in Asset
" .. Impairments on AEP's Consolidated Statements of Operations. The Property asset of $18 million in 2002
. .and $36 mlllron in 2001 has been classified on AEP's Consolldated Balance Sheets as held for sale
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WaterHeaterProgram : Y e ' R
"AEP, 'APCo, CSPCo, l&M KPCo® and :OPCo. operated a. program to lease electrrc water heaters to .

residential and commercial- customers’ until-a decision’was reached in the fourth quarter of 2002 to .

| - discontinue the program and to offer the assets for sale. Negotiations are underway with a qualified buyer,
“and sale of the assets is prolected by the end of the first quarter of 2003. ‘AEP’s estimated 2002 pre-tax

e 'Assets

_ loss on disposal of $3.20 million ($50 thousand for APCo, $615 thousand for CSPCo, $643 thousand for
-1&M, $11 thousand for KPCo, $1.757 million for OPCo and $126 thousand for other AEP non-registrant -
‘'subsidiaries) was based on the expected contract sales price. The loss is included in Investment Value and

.- OtherImpairment Losses on AEP’s Consolidated Statements of Operations and in Nonoperating Expenses

. - on the statements of income of the reglstrant subsxdlanes ‘The assets and liabilities have been classrﬁed '
5 on AEP s Consolrdated Balance Sheets as held for sale The major classes of assets held for sale are:

A 2002 .._t,..=2001
SR (|n mllllons)

~ Current Assets e $"1f'j”: 2
Property, Plant and Equnpment Net L8848
Total Assets Held for Sale - S $39 . 850 ‘

‘Gas Power Systems

- AEP acquired in 2001 a 75% mterest ina startup company seekmg to develop low cost peakmg generator :

‘sets powered by surplus jet turbine .engines. - The first quarter of 2002, AEP recognized a goodwill " :
‘ lmparrment loss of $12.2 million due to technological and operating problems (See Note 3). The loss was

“~“recorded in Investment Value and-Other Impairment Losses on AEP's Consolidated Statements of

b Assets Held and Used

‘:'.U K. Generatron Plants

- Operations.- The fair values of the remaining assets and liabilities were excluded from AEP’s Consolidated
- Balance Sheets as held for sale as the |mpact was lnsrgmflcant AEPs remalmng mterest was sold in
B "January2003 : Sl i RS ST : .

In 2002 AEP recorded the followmg |mpa|rments related to assets (lncludrng Goodwnll) held and used to _
- “Asset lmpalrments on AEP S Consolldated Statements ot Operatlons LT :

Be :Business ‘

. Assets 0 i

Held and Used - 2002 Pre-Tax Ldss’ ?'Seqment L .Registrantf»“
: o (|n mllllons) : P
o ‘-U K Generatlon $548 7. Wholesale i AEP-

“'Wholesale - .t? CUAEP

599;‘{ L L SNREES
_ '.f':\‘{\:l_holesale':j\*»flj‘_" AEPJan‘d NG S

1381

wAEP Coal -
Texas Plants
: -Ft. Davis Wmd :
Farm . .. .
-Total - CALL
“Held and Used =
Losses B ST

47 " Wholessle ' AEPandTNC .

In December 2001, AEP acqunred two coal-f red generatlon plants (U K Generatlon) in the U K. fora cash" -

- payment of $942 3 million and assumptlon of certain liabilities.  Subsequently and continuing through 2002, '

wholesale U.K. electric: power prices declined sharply as a result of domestic ‘over-capacity and static o
-:demand External mdustry forecasts and AEP s own prolectlons made dunng the fourth quarter of 2002 -
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~indicate that this situation may extend many years into the future. As aresult, the U.K. Generation fixed -
“asset carrying value at year-end 2002 was substantially impaired. ;A December 2002 probability-weighted -
- -discounted cash flow analysis of the fair value of our U.K. Generation indicated a 2002 pre-tax impairment’
" “loss of $548.7 million, including a goodwill impairment of $166.1 million as discussed in Note 3. The cash
_*_flow analysis used a discount rate of 6% over the remaining life of the assets and reflected assumptions for A
- . future electricity prices and plant operating costs. This impairmentlossis included in Asset Impairments on

~ +:AEP’s Consolidated Statements of Operations. - -« i Do

v AEP Coal t s T T T SR
~* In October 2001, AEP acquired out of bankruptcy certain assets and assumed certain liabilities of nineteen
“coal mine companies formerly known as “Quaker Coal” and re-identified as "AEP Coal’. - During2002the
.- coal operations suffered a decline in forward prices and adverse mining factors that culminated in the fourth
~ - quarter of 2002 and significantly reduced mine productivity and revenue. Based onan extensive review of
economically accessible reserves and other factors, future mine productivity and production is expected to
continue to be below historical levels. " In December. 2002, a probability-weighted discounted cash flow
analysis of fair value of the mines was performed which indicated a 2002 pre-tax impairment loss of $59.9
million including a goodwill impairment of '$3.6 million as discussed in Note 3. This impairment loss is
included in Asset Impairments on AEP's Consolidated Statements of Operations. . - R S
Texas Plants S R T _
~ In September 2002; AEP proposed closing 16 gas-fired power plants in the ERCOT control area of Texas (8
-, "TNC plants and 8 TCC plants). ERCOT indicated that it may designate some of those plants as “reliability
“must run” (RMR) status. In October ERCOT designated seven RMR plants (3 TNC plants and 4 TCC
‘plants) and approved AEP’s plan to inactivate nine other plants (5 TNC plants and 4 TCC plants). The
-process of moving the plants to inactive status took approximately two months. Employees of the plants

" moved to inac_tivevstatus (approximately 180) were eligible for severance and'outpl_acement services.
© As a result of thé_deéisi_on to ihacﬁ\)aie TNC blént-s,:é 'v\‘/:rité‘-dbwh of Utility éésété of approximateily.$34.2

~ million (pre-tax) was recorded in Asset Impairments expense during the third quarter 2002 on AEP’s and
TNC’s Statements of Operations. The decision to inactivate the TCC plants resulted in a write-down of

_ utility assets of approximately $95.6 million (pre-tax), which was deferred and recorded in Regulatory Assets
:+ - during the third quarter 2002 in AEP’s Consolidated Balance Sheets (in Regulatory Assets Designated For

or Subject to Securitization on TCC'’s Consolidated Balance Sheets). . .= =~

During the fourth quarter 2002, evaluations continued as to whether assets remaining at the inactivated -
~plants, including materials, supplies and fuel oil inventories, could be utilized elsewhere within the AEP
~ System. As a result of such evaluations, TNC recorded an additional asset impairment charge to Asset -
Impairments expense of $3.9 million (pre-tax) in the fourth quarter 2002. In addition TNC recorded related
inventory write-downs of $2.6 million [$1.2 million in Fuel and Purchased Energy: Electricity on AEP (Fuel
Expense on TNC)and $1.4 million in Maintenance and Other Operation expense on AEP (Other Operation
- on TNC)). - :Similarly, TCC recorded an additional asset impairment write-down of $6.7 million (pre-tax), -
which was deferred and recorded in Regulatory Assets on AEP (in Regulatory Assets Designated Foror
‘Subject to Securitization on TCC's Consolidated Balance Sheets) in the fourth quarter 2002. TCC-also
recorded related inventory write-downs ‘of $14.9 million which was deferred and recorded in Regulatory
Assets on AEP (in Regulatory Assets Designated For or Subject to Securitization on TCC'’s Consolidated
- Balance Sheets) in the fourth quarter 2002, . L - .

-The totél Texas ﬁlénf ja’“s's,et“iirr‘l_pa»irmer{tbf ,$3"8'.1v million |n 2002@1“ reléteq to’vT'NC) isi i:‘néluj'dved ln Asset -
* Impairments on AEP's and TNC's Consolidated Statements of Operations. . -, SRR
nsure the rehablhtyof thepower grid, even if élléct'"riciityifroni those plants is not

" RMRplants are requiired to & _ A , s ]
. required to meet market needs. ERCOT and AEP negotiated interim contrats for the seven RMR plants




| -""‘.-'th'\r‘dl_J‘gH»‘Décerhber_2'003,"hb'\}y§_\/:er,_:E:‘RCOT.has,the rlghttotermlnatetheplantsfrom RI\.E/AIRF‘s‘t,a}tVusubdh_QO B

e days written notice. .

h i December 2002, TCC filed ‘a plan of dlvestlture WIth the PUCT :p}o'péj‘s'i'ng to sell a|'|‘ of ifsf 'pbW’ér:
_- generation assets, including thé eight gas-fired generating plants that were eitherinactivated or designated -
as RMR status. See Texas Restructuring section of the “Customer Choice and lnd_us_tryRekst_ructuringr" Note

. Bfor further discussion of the divestiture plan and anticipated timeline.~ "

* Fipavis Wind Farm

- Inthe 1990's, CSW developed a 6 MW facility wind energy project located on a leas site near Ft, Davis,
Texas. In the fourth quarter of 2002 AEP engineering staff determined that operation of the facility was no -

. longer technically feasible and the lease of the underlying site should not be renewed. Dismantling ofthe .

" facility will be complete by the end of 2003 with an estimated 2002 pre-tax loss on abandonment of $4.7

. million. The loss was recorded in Asset Impairments on AEP's Consolidated Statements of Operations and -
TNC's Statements of Operations. The facility will continue to be classified as held and used until disposalis

. complete.

" c.InvestmentValues =~ = - oo

" In 2002, ’AE'P,‘fec‘o_rdéd t_he”f(lJIIFOWi-rig declines in féif value on investments accounted for under APB 18 that
- were considered to be other than temporarily impaired as shown in the table below: -~ ..

- Investment Value R N o LN N

, Impairment - - 2002 Pre-Tax  ‘Business: "~ @ ..o
. 'Lossltems - - EstimatedlLoss: Segment - ° Registrant
o inmillions) T T s S T
- Grupo Rede Investment— =~ . v

CBrazil . T 06217.0 0
. South Coast Power - - . 632
- ~Misc. Technology A I
nvestments. - T T 47 0

U Total 52019 ¢

- Grupo Rede Investment =~ = . o ST R R
In December 2002, AEP recorded an other than temporary impairment totaling $141.0 million ($217.0 .
million net of federal income tax benefit of $76.0 million) of its 44% equity investment in Vale and its 20%
~equity interest in Caiua, both Brazilian electric operating companies (referred to as Grupo Rede). This
~-amountis included in Investment Value and Other Impairment Losses on AEP’s Consolidated Statements
of Operations. As of September 30, 2002, AEP had not recognized its cumulative equity share of operating . -
-+ and foreign currency translation losses of approximately $88 million and $105 million, respectively, due to
-the existence of a put option that permits AEP to require Grupo Rede to purchase our equity at a minimum
“price equal to the U.S. dollar.equivalent of the original purchase price. In January 2002 AEP evaluated
- through an independent credit assessment the ability of Grupo Rede to fulfill its responsibilities under the
" put option and concluded that the carrying value of the original investment was reasonable. '

~-During 2002, there has been a continuing decline in the Brazilian power industry and the value of the loca!
currency. Events in the fourth quarter of 2002 led us to change our view that Grupo Rede would be able to
fulfill its responsibilities under the put option. These events included two downgrades of Caiua debt by

-~ Moody’s, resulting in a rating of Caa1. Caiua is an intermediate holding company which owns substantially -
~-all of the utility companies in the Grupo Rede system. The downgrading of Caiua's credit ratings to a level
well below investment grade casts significant doubt on the ability of Grupo.Rede to honor the put option. " -

T _,[-.,',59 o . -




.. Grupo Rede is in the process of restructuring some of its debts, and as a condition for participating in the -
 restructuring, during November 2002 a creditor of Grupo Rede requested that AEP agree not to exercise the
put option prior to March 31, 2007. AEP agreed and in exchange received an extension of the put option
" from the previous end date of 2009 through 2019. Based onthe factors noted above; AEP could no longer
- reasonably believe that our investment could be recovered, resulting in the recording of the impairment.
South Coast PowerInvestment . . . . . 0ol L T

South Coast Power is a 50% owned joint venture that was formed in-1996 to build and operate a merchant
_ closed-cycle gas turbine generator at Shoreham, U.K.. - South Coast Power is subject to the same adverse

.. wholesale electric power rates described for U.K. Generation above. A December 2002 projected cash flow
.. estimate of the fair value of the investment indicated a 2002 pre-tax other than temporary impairment of the -
. equity interest (which included the fair value of supply contracts held by South Coast Power and accounted

" for in accordance with SFAS 133) in the amount of $63.2 million.- This loss of investment value is included

in Investment Value and Other Impairment Losses on AEP’s Consolidated Statements of Operations.
Technology Investments =~ : : ST L ,
AEP previously made investments totaling $11.7 million in four early-stage or startup technologies involving
‘poliution control and procurement. - An analysis in December 2002 of the viability of the underlying
technologies and the projected performance of the investee companies indicated that the investments were

- unlikely to be recovered, and an other than temporary impairment of the entire amount of the equity interest

~under APB 18 was recorded. The loss of investment value is included in Investment Value and Other
Impairment Losses on AEP’s Consolidated Statements of Operations. ' - i

14. Benefit Plans:

- Pension and Other Postretirement Bén’eﬁts '

“Inthe U.S. AEP sponsors two qualified pension plans and two nonqualified pension plans. Substantially all

employees in the U.S: are covered by either one qualified plan or both a qualified and a nonqualified
" pension plan. Other postretirement benefit (OPEB) plans are sponsored by the AEP System to provide
~medical and death benefits for retired employees inthe U.S. :.. o A -

AEP also has a foreign ‘p'e'hs,i'ovnj pla'ﬁ for employees of'AEP;'Ehergy‘Se.rvicés UK. Géher_afion Limited
(Genco) in the U.K. Genco employees participate in their existing pension plan acquired as part of AEP’s
- purchase of two generation plants in the U.K. in December 2001. ) '
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" The followrng tables provrde a reconcrhatron of the changes inthe plans' benet” tobhgatrons and fa|r value of
~assets over the two-year penod endlng December 31 2002 and a statement of the funded status as of
e December 31 for both years o L R . ol , :

‘uls.

. Pens1on P1ans o : . OPEB Plans AR
, A 2002 TUTT2000 - oot 2002 - - 2000 T
: ) o SRR (1n m11110ns§ ; LT
AReconc111at1on of Benef1t S B . {
- obligation: . = T Ll
N ob11gat1on at January 1 83,2920 0
.- Service Cost - - Lo e 72 .
" - Interest Cost™ ' - - S ,241,;"‘
©Participant contr1but1ons v :
- Plan Amendments LT (2) .
Actuarial (Gain)’ Loss “-gﬁ T 258~;;‘f )
. Divestitures . e DR IR
f‘Benef1% Payments - ;‘ s (278)A.", i
. curtailments - S S = s e
obligation at December 31 33,583

~_*"Reconciliation of Fair Va1ue

_ Other comprehens1ve (Income)

‘of Plan Assets:

“ Fair value of P]an Assets at S U R T T e T T e T
January 1 ‘ 53,438 -o%$3,911 o 08 711 - 8 704 7 L
Actual Return on Plan Assets c o B7L) o (A82) e (5T e (31)
Company Contributions T FTCIR T & ¥ A .- 118
Participant Contributions ;. . .. . el 7 et L0t LT 13 . - -8
" Benefit_payments (278 Lo o (B1y it
. Fair value of Plan Assets at =~ _ Sl RTINS R
December 31 - 52,795 8 723
,Funded Status. : T ST EARTR
Funded Status at- December 31 ﬂs.(788) , S 146 : . $(1,154) - $ (834) &

unrecognized Net Transition
(Asset) obligation (7; ,;
- unrecognized Prior-Service cost (13 v

" . Unrecognized Actuar1a1

U233 0 o283 T o
ST e R

'f896"<"7 649

(Gain) Loss 21,020 f»f;-, o
Prepaid Benefit (Accrued e ‘
Liability) - O 5__212 §===£;2) §==Ll§)

" (a) Related to the purchase of Houston P1pe Line COmpany and MEMCO Barge Line. . S ‘
.(b) Re]ated to the sale of Centra1 0h1o coa] company, 50uthern 0h1o Coa1 company and Mnndsor Coa1 _Company.

The followmg table provrdes the amounts for prepald benef t costs and accrued benet" t llablhty recogmzed in .
‘the Consolidated Balance Sheets as of December 31 of both years ‘The amounts for additional minimum
liability, intangible asset and Accumulated Other Comprehensrve lncome for 2001 and 2002 were recorded
g|n2002 ' g ST L BT .

U S.

_ 7 B, e U.g ,
o Pens1on P1ans S s OPEB P]ans ’
. s 2002 2001

. e S ] i m1111ons) : ]
Prepaid Benefit Costs =~~~ I+ § 255 . . ‘}$ 205. 27 IR

- Accrued Benefit L1ab111ty o - (44) e T (19); Co ~j(16)
Additional Minimum Liability - (944) SNJA L N/A
Intangible Asset o 48 TUON/ACT T N/A

Accumulated Other - Lo RN

* . Comprehensive Income - . - :;Eii -

~Net Asset. (Liabi]ity)' - )
Expense Attributable to : - -
Change +in Additional Pens1on

’ L1ab111ty Recogn1t1on L

N/A Not App11cab1e




The Valus of our qualified plans’ assets has decreased from $3.438 billion at December 31,200110$2.795 -« ||

billion at December 31, 2002. The qualified plans paid $272 million in beriefits to plan participants during
. 2002 (nonqualified plans paid $6 million in benefits). The investment returns and declining discount rates
have changed the status of our qualified plans from overfunded (plan assets in excess of projected benefit -
obligations) by $146 million at December 31, 2001 to an underfunded position (plan assets are less than
projected benefit obligations) of $788 million at Déecember 31, 2002. - Due to the qualified plans currently
being underfunded, the Company recorded a charge to Other Comprehensive Income (OCI) of $585 million,
and a Deferred Income Tax Asset of $315 million, offset by a Minimum Pension Liability of $662 million and
reduction to prepaid costs and intangible assets of $238 million. The charge to OCI does not affect
earnings or cash flow. The OCI charge for each AEP subsidiary registrant is recorded in Minimum Pension

Liability in the respective registrant's Consolidated Statements of Comprehensive Income. Also, because of .

the recent reductions in the funded status of our qualified plans, we expect to make cash contributions to
our qualified plans of approximately $66 million in 2003 increasing to approximately $108 million per year by
2005. i DR S R LT ST N

The AEP System’s qu'aliﬁed vpe'nsion‘plans had accumulated beneﬁtobligaﬁons in ex'ce:ss"of plén'asé‘e'ts‘ orf" '
$661 million at December»31"; 2002. o SR e ‘ I i

The AEP System’s nonqualified pension plans had accumu]ated_' benefit obligations in féXceéé io,f‘ plan
assets of $72 million at December 31, 2002 and $66 million at December 31, 2001. There are no assetsin
~ the nonqualified plans. ' o : I L

million and $934 million at December 31, 2002 and 2001, respectively. - ‘

The AEP System's OPEB ‘pléns' had accumulated benéfit obligations in excess of plan assets of $1,154

of accumulated benefit obligations in excess of plan assets. :

The Genco pension plan had $7 million and $10 million at December 31, 2002 and 2001, respectively,
* The following table provides the components of AEP's net periodic benefit cost (credit) for the plans for
fiscal years 2002, 2001 and 2000: - ' : ’

t U.S:.-:‘ - IR . z U.S.

" pension Plans .~ - -..__ - OPEB Plans - -~ - . -
. B o 2002. - 2001 . 2000 . 2002 2001 2000 .
T C P T (inmiNdons) o o o
service Cost $ 72 $ 69 § 60 $34 . $30 §$29
Interest Cost . Lo 241 232 227 . 114 114 106
Expected Return on-Plan Assets (337) (338) (321) (62) (61) (¢YD!
Amortization of . L : .
Transition (Asset) Obligation ... (9. (8 % . -29° 30 41
aAmortization of Prior-service ; -
. . Cost - SO - -3 - - -
" amortization of Net Actuarial . , - T
- (Gain) Loss T (1) (24 (39 27 0 _-18 4
- Net Periodic Benefit Cost . ™ " .. - e B : .
© (Credit) L - (44) - (69) (68) 142 ©. 0 131 123
curtailment Loss (a) S - = - - - 1 79
"Net Periodic Benefit ~ . , . o .
Cost (credit) After S - . C o )
Curtailments . - $.(44) $.(69) §$ (68) 5142 - $132 5202
(a) curtailment charges were recognized during.2000 for the shutdown of central ohio Coal Company,

" - southern ohio coal company and windsor Coal Company.
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o ;The followrng table provrdes the net penodrc benef t cost (credlt) for the plans by the followrng AEP

: ’reglstrant and other non regrstrant subsrdranes for f scal years 2002 2001 and 2000

T U S. "v
Pens1on P1ans

31u.s

T " OPEB Plans - .~ .
200202000 2000 2002 2000 -
T T ,_( housands) ;
- APCo $ (9,988) . $(13, 645) $(14,047)" s 25,107 s 22,810 - s zz 139
" . CSPCo (8,328) "~ (10,624) - (10,905) 1494 710,328
L IeM (4,206) (7,805) . (8,565) 17,608 . 15 10771 14,155
KPCo (1,406) (1,922) : - (2,075) . 2,986. - 2,438 2,364 .
. OPCo (11,360): --'(14,879) (15,041) 122,608 . .34,444 - 116,205 -
“pso (3,819) (2,480) *. (2,196) . 8,436 6,187 4,277 .
. SWEPCoO - (2,245) (3,051) .“ (2,606) 8,371 6,399 4,152
TCC (4,786) (3,411) .- (2,986) 10,733 8,214 6,656
. TNC S(1,104) . . (1,644) - (1,585) 1-4,798 " 3,729 2,929
h Otheg Y1 Registrant 3,657 (9,139) 7.546) " z§;7i2“° 22,278 19 798“
Subsi 1ar1 es’ S o
rotal @ Baisw @

" The werghted average assumptrons as of December 31 used |n the measurement of AEPs benefrt
obllgatrons are shown in the followmg tables DS A T o . o :

uU.s.

U.S,

‘Increase. - . - 37

. ~_Pension P1ans . OPEB Ptans :
. 2002, 2021 2000 ] 200
" 'Discount-Rate : ‘ 6.75 7. 25‘¢',¢7.50‘:_ 6 75-:;,7.25':~ 7.5
Expected Return on Co I T T I e PR
. Plan Assets ©9.00 9 OOA“ ‘9,00 - . 8.75 --'8.75-  "8.75.
Rate of c0mpensat1on Lo 5 . o
3 7 P32 T N/A N/AS

‘fN/A‘7

9,643 .



. In determining the discount rate in the calculation
.; - of future pension " obligations -we -review_ the -
" interest rates of long-term bonds that receiveone - .
" - of the two highest ratings given by a recog'nized L
- rating agency. As a result of a decrease in this . = .©
" benchmark rate dunng 2002, we determined that = -

~ a decrease in our discount rate from 7.25% at .
December 31, 2001 to 6.75% at December 31 SRR o
L Pe The followmg table prov1des the cost for S

e contributions to the savings plans by the follownng :
~ AEP - reglstrant ‘and .other - non-registrant .~ " .
ubS|d|ar|es forflscal years 2002 2001 and 2000: -

2002 was approprlate

o For OPEB measurement purposes a 10% annual;’}; j‘ _
_ rate of increase in'the per capita cost of covered -~ &
health care benefits was assumed for 2003. The ” :: . .

rate was assumed to decrease gradually each

- year to a rate of 5% through 2008 and remaln at R A B S
_ APCO $6,722  $7,031 ©  '$3,988 .

“i'. contributions. . |
- contributions to the two largest plans increased to -

- 75 cents for every dollar of the first 6% of eligible -

* employee compensation from the prévious rate of o
50 cents.. The cost for contributions-to these . .

: i’plans totaled $60.1 million in 2002, $55.6 m|II|on' B
L. in 2001 and $36 8 mllllon in 2000 ' _

‘Béginning ‘in - 2001, AEP’s

2002 i-2001- ok zooo B
(1n thousands)

- thatlevel thereafter . CspCco . - .- . 2784 21789 .. 1.638
RRIURTTEE SRR i': BREC. B/
: CL D oKPCO o, S0, S
' Assumed health care- cost trend rates have a i :opcg ST 3;28 gggg - ‘*3,5%2
: 3PSO o2, 2,235 T2, ,
significant effect on the amounts re,portedvforthe B RPN 152 SR 1+ SURRRE A 11
"OPEB health care plans. - A 1% change in.  Tcc - 03,054 3,046 - . 3,161 -
assumed health care cost trend rateswould have]_“ R L SN L S 1,708
the followmg effects L - Cerano e Re 1s§rant '.26 094 20 869“ 677
o upsi 1ar1es . . . : .
| CoTetal. 0 300120 - 35551 - g36.BM6

: . s (1n m1ll1ons) B
Effect on total’ serv1ce .

-and interest cost -

components of . net

Eer1od1c postret1rement

Tth benefi sa o san
salth care ené r,‘, 0%t ,s . san.- - ‘,Other UMWA Beneflts

" Effect on the’ health care

~ -component of the .- .-

~ accumulated pLT LT
ostretirement -

1% Increase 1% pecrease

';&;";'On January 1 2003 the two major AEP Savrngs
: ‘Plans merged mto a smgle plan R o

AEP and OPCo provnde UMWA pensron health
‘and welfare benefits for certain unionized mining

enef'lt'ob'hgation o _237. @93 .employees, retirees, and their survivors who meet
o R S . eligibility . requirements.v The", benefits are
' AEP Savnnqs Plans ‘administered by -~ UMWA ° -trustees. .. and

. AEP sponsors  various det‘ ned contnbutlon’_'_",
. retirement savings plans eligible to substantially
all non-United Mine Workers of America (UMWA) -
~ U.S. employees. - These plans include features - -
- under Section 401(k) of the -Internal Revenue -
- Code ~and - provnde for company matchlng

15, Stock Based Compensatlon B

"' contributions -are ‘made to their -trust funds.
<" Contributions are expensed as paid as “part of
the cost of active mining operations and were not

- material in 2002, 2001 and 2000. In July 2001,

- OPCo sold certaln coal mlnes in Ohio and West

- ‘Vlrgrma B B

" The. Amencan Electnc Power System 2000 Long-Term Incentlve Plan (the Plan) was approved by -
. shareholders at AEP’s annual meeting in 2000 and authorizes the use of 15,700,000 shares of AEP
common stock for various types of stock-based compensatlon awards rncludlng stock optlon awards, to key
employees The Plan was adopted in 2000 ‘ v

| . Underthe Plan the exercise prlce of all stock optlon grants must equal or exceed the market pnce of AEP’s
‘common stock on the date of grant. AEP generally grants options that have a ten-year life and vest subject’
to the partncnpant s contmued employment |n approxumately equal 1/3 mcrements on January 1 'following
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N the flrst second and thrrd annrversary of the grant date

, CSW marntalned a stock optron plan prlor to the merger wrth AEP in 2000 'Effectlve wrth the merger all ,
. CSW stock options outstanding were converted into AEP stock optrons atan exchange ratio of one CSW
~stock option for 0.6 of an AEP stock option. The exercise price for each CSW stock option was adjusted for
the exchange ratio. Outstanding CSW stock options will continue in effect until all options are exercised,
cancelled or expired. Under the CSW stock option plan, the option price was equal to the fair market value
of the stock on the grant date. All CSW options fully vested upon the completlon of the merger and exprre :
10 years after therr ongrnal grant date ‘ s e E TR N

A summary of AEP stock optlon transactlons |n frscal penods 2002 2001 and 2000 is as follows

2002 C ’_ - 2001 Coe 2000
We1ghted o We1ghted L e T We1ghted
“ Average ~n 0 L0 WAverage ;.o .. Average.
options - Exercise = “-Options - Exercise Options = . Exercise’

: ~(in tﬁousands) Price (1n t! ousands) Pr1ce -(in t ousandsl Price
_ 0utstand1ng at’ ' R

‘beginning of year 6,822 - . 837 6,610 - - - ;‘$36;f \»r,i 825 - .’}_’$4o-.1: :
_Granted . : Lo 2,923 .-QL7$27.,‘;"' 645 . .. $45 - - 6,046 . 7 $36
"Exercised S - (600) . .%$36 - . (216) <. $38~ : - (26) . $36

" Forfeited . - . :(358) . sal . 217y . %37 .. . ._(235). . . $39
coutstanding-at v n T o T U T e T
. end of year ... . 8,787 . 8340 006,822 837 .o 6,610 $36
" “options exercisable il o e T e T e
at end of year - .00 ;iggg:f~ Zv;$36" RS 395 ¢ - %4310 1'?.5§§x;3~.‘;$41

'We1ghted average o ‘ o , o

Exercise price of opt1ons ST T AL L R A T )

- --Granted above Market Pr1ce *;, U827 e T NS T e e NAA
. --Granted at Market Price .. ... 0827 - oo o845 0 oo . -$36

'zoo.'z' ~ 70012000

~ The following table summarizes informationabout -~~~ . o Prons
- "AEP stock optlons outstandlng at December 31 SRR ‘ Sl except per share amounts)
2002: - SRRt S _ ~;:3;gNet (1oss) 1ncome . B ) _
S e "As reported - g 519y, L § 971§ 267
‘ options’ OUtS?a“dlnq , = T pro forma . o .7 (528) . .7 959 - . 264
: T e e e i  gasi e (Toss) earn1ngs T e TR
Range of _ .

. » . A |. s :;,, P L ~ o = pel" Share . , } T . ) .
 Exercise - . - Number '~ Life in® Exercise ' :.' - “-"ag reported : “$(1.57) - $3.01 $0.83
- Prices - - - outstanding Years - - Price . " "¢ prg forma - . :,' S TC1.59) 0 2.98  0.82

. $27.06-35.625 8,047,058 8.4 - 32.54 . S D-.]uted (Qloss) A - N P
©.40.69-49.00 - 739,483 " 7,1 ' 44.84 .- . - earnings per share L

+ 327.06=49.00___ 8,786,541 8.3 § 33.58 . il as reported . - . ',,.”.753,01’} $0.83

- ‘ i SR 2 M S
options Exercisable'if‘f7 1fj Pro torma ,,=t;-¥‘f e,rgyfz ): - 297 0.8
- Range of - - - T BRSO .
 Range_of | Number . weighted-Average = . ,_A:_The proceeds received ‘from exercrsed stock‘
Prices .~ outstanding Exercise Price . ~;ﬁj..i-_,-‘optrons are mcluded in common stockand pald in
| $27.06-35.625 . 2,230,000  $35.51° o -capital. - ' S
40.69-49.00 251,327 43,66 - 0 i

. 327.06249.00 =R 481 320 $36. 33 .. The pro forma amounts are not representatlve of

the effects on- reported net mcome for future |

If compensatron expense for stock optlons had' Ij_years

.~ been determined based on the fair value at the L

- grant date, AEP net income and earnings per... - .

_share would-have been the pro forma amounts T
_shown in the followrng table T R




. Rate

" The fair value of each option award is estimated "

~on the date of grant using the Black-Scholes .

.. option-pricing model with the following weighted .- o
. . average assumptlons used to estlmate the farr,_ R
o '_,}value ofAEP optlons granted ' T

2002

. ’Coal mmmg, bulk commodlty barglng

- operatlons and other energy supply
related busmesses SRS

.:Vx" T A

. EnequDellvery

EUTTHI ,r;.’ -Domestic electncrtytransmrssron
2000

e Domestlc electncrty distribution ... '
L Energy services

2001 .
Risk Free Interest ST : S

: . ,1~"'3.53%g', 4 877 . 5.02% .

" Expected Life -7 years - 7 years 7 years
Expected volatility 29.78% - 28.40% 24.75% . -
Expected D1v1dend R o

Y1eld v sl 6J15% - -6.05% .- 6.02%
We1ghted average fair . L '
value of options:
o -Granted above T
Market Price $4 58 N/A . . N/A
‘-Granted at Market _ Lo
Price- --$8.01 "$5.50

8437 °
'.16 Busmess Segments

In 2000, AEP reported the followmg four busrness
segments: Domestic. Electric ‘Utilities; Foreign
_Energy Delivery; Worldwide Energy Investments;
and Other.
domestic utility companies -were considered
. single, vertrcally-mtegrated units, and were
. ‘reported collectively in the Domestic Electric
' Ut|l|t|es segment .

In 2001 and 2002 we moved toward a goal of -
" functionally ~and structurally “separating our - -:
businesses. The: ensumg realignment of our . -~

operations resulted in our current business

~ segments, Wholesale, Energy Delrveryand Other.
. The business activities of each ofthese segments
. areas follows o '

- ; Wholesale

e . Generation of electncrty for sale to retarl A

~and wholesale customers
- Gas plpelme and storage services

i o " Marketing and trading of electrrmty gas,

coal and other commodmes

‘With this structure, our regulated'

f We have used earnmgs before mterest and

Segment results of operatlons for the twelve(‘ i

' "months ended December 31, 2002, 2001 and .
2000 are shown below. These amounts include:
‘certain
necessary

. estimates and allocations = where

" income taxes (EBIT) as a measure of segment :
operating’ performance The EBIT measure is -
- total operating revenues net of total operating * :

"¢ income. C
-not take into account interest expense, income

expenses and other income and deductions from
It differs from net income in-that it does

taxes and the effect of discontinued operations,

: extraordmary items and the cumulative effectofa

- change in'accounting principle. EBIT is believed .
to be a reasonable gauge of results of operations. =

By excluding interest expense and income taxes,

. EBIT: does .not- give gmdance regarding the -
Jinterest
‘requirements, or tax liabilities or taxation rates.

demand: :of ~debt ' service “or other:

The effects of interest expense and taxes on . 3

~ overall corporate performance can be seen in the
. Consolidated Statements of Operations.

By:'

.- excluding discontinued operations, extraordinary 5=

. items, and- the cumulatlve effect of changes in

* “accounting principles, EBIT gives more focused
- guidance on segment operating performance.
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T e Epepgy Reconc111ng AR
year e .. wholesale - . De11verv Other Adwustments e :Conso11dated

S e S e Ce T (1n m1111ons)
L2002 oo R -

Revenues from. ' ’ : A T Py S 2 O
- External unaff111ated L T S N
" customers . . $10 988 - $ 3,551 - % 16: .. . -: .. 0 2 §14,555
Transactions w1th other ; : ST Tenpe TR T R
~ 7. operating segments .. 2,314 - x.f}’m20',.x; 46 . (2,380). 0 o e T
.. Segment EBIT- i P 645_': 970'.';,(549);, PR T SR S 066'?
-Depreciation, dep1et1on and . S : LT ;
.~ amortization .expense . . 842 7 519£;; 16 S L e 1 377
. Total assets L 22,622'. S 248A_ L -247(a) 34 741
- Investments in equ1ty method Lo B i T
~subsidiaries - o 1150 ,qff oy B7 N T 172.-»-;‘“'“
- . Gross property add1t1ons S A1,072 Celce U638 A2 e o = 1: 1 722 s

- 2001

Revenues from ) I R .
" -External unaff111ated ST e T R
‘customers . 3 9,297 $:3,356::% 114 . § - - . $12,767 -
" Transactions with other - LT T T e T
.operating segments 2,708 o020 0 1,185 - (3,883) e
Segment EBIT i 1, 302 S 986‘f* o422 = 2,330
Depreciation,” dep]et1on and " - R T S
_amortization expense R 597 - 632 s 14 5o =t o o0+ 1,243
-Total assets - S 21 947 . 12 4551 o 2200 .0 4,675(a) - 39,297 o
- Investments in equity method L - ‘ L e T T
“subsidiaries - . R _242 ) _‘;-eu»f - 370A"' T ter N Y
,Gross property add1t1ons L 610 . 844 j 2000 . C-u= oL o 01,6547

2000 .'

Revenues fro ’ : ‘ S o . o
External unaff111ated T - : o B .
: customers : $ 7,834 - .8$3, 174 $ 105, $ = oo $11,113
Transactions with other B PR . R L e
operating segments’ . .. 21,726 - 2_.,, 750 - 0(2,478) - L=
Segment EBIT. .. 686 - - 1 0171, ‘89 . - . - 1,792
~Depreciation, dep1et1on and G T T R o
. ‘amortization expense va oo 5860 506.9 29 - L e 1,091
- Total assets . N 24 172 14 876 2 625_;:: ~°4,960(a) - 46 633
“ Investments in-equity method - - R A ’
subsidiaries- - o 140 _v”.‘—-ﬂ ey 296 = 436
0 141 ) T e :.’u - 1 468 7.

Gross property add1t1ons Z:?'“.f 366 »t;;?96157,v -
' (a) Reconc111ng adJustments for Tota1 Assets 1nc1ude Assets He1d for sa1e and/or Assets of D1scont1nued
RN 0perat1ons ) ‘ ) . . . : ) . :

- Of the reglstrant operatlng company sub3|d|ar|es all of the reglstrant subS|dlanes exceptAEGCo have two :
business segments. The segment results for each of these subsidiaries are reported in the table below.
AEGCo has one segment, a wholesale generatlon busmess AEGCo s results of operatlons are reported in =
AEGCo S fnancxal statements ‘ S : C _ ‘




Twelve Months Ended - " Twelve Months Ended

December 31, 2002 © rDecember 31, 2001
.+ Segment o : i Segment
Revenues EBIT ~ Total Assets - Revenues EBIT " Total Assets
. ’ * (in thousands) ' - (in thousands) '
‘Wholesale Segment o I S o B T
APCo 1$1,220,381 - $215735  $2,586,966 . $1,189,223 . 5164,844 - $2,505877
CSPCo 907,882 1282974 ' 1,762074 . - - 867,100 232372 1,742,328
1&M _ 1,205043 ' 42410 3,160,575 .. .1,212587 . 117,396 . . 3,027,509 =
KPCo S 246,629 . . 6,568 591,655 247842 . 4935 507,516
OPCo 1523452 364,071 2,861,415 1,545,392 - 240,128 2,820,995
PSO o 518,100 34,322° . 840,374 T 695123 52,086 = ' 827,235
SWEPCo ' 736484 70,547 1,082,251 768,322 82,409 © 1,127,331
TcC 11,135,946 395,060 3,117,447 1265655 303966 2,847,743
TNC : 377,387 (58.930) - 376,308 387,422 7,930 371,031
Energy Delivery Segment - ) _ : S
APCo ‘ $ 594,089 $217,360  $2,040,881 $ 595,036 $213,733 1$1,976,908
CSPCo 492,278 63,071 991,166 - 483,219 130,503 980,060
13M » 321,721 170,342 1,426,616 © 314410 111,206 1,366,553
_ KPCo - o 132054 . 51,697 573,021 131,183 . 54,033 491,532
OPCo 589673 71225 1,595,617 . 552,713 118261 1,573,078
: PSO. - - 275547 69,543 = 936,316 - 261877 79,787 921,676
SWEPCo , 348,236 107,081 - 1,126,424 ‘ 333,004 107,197 - 1,173,345
TcC 554,547 148918 - 2,238,991 . 473,182 109,587 2,045,287
STNC 73,353 53,995 500,867 169,036 33,226 493,844
Registrant Subsidiaries
Company Total : oo - : v L
APCo. = $1,814,470  $433095 = $4,627,847 $1,784250 .. $378,577 . . $4,482,785
. CSPCo : 1,400,160 . . 346,045 2,753,240 © 1,350,319 362,875  : 2,722,388
T18M ' 1,526,764 212,752 4,587,191 1,526,997 = 228602 .. 4,394,062
KPCo | . . 378683 . 68265 1,164,676 ' 379,025 . 58,968 | 999,048
. OPCo © .. 213,125 . 435296 4,457,032 © 2,098,105 358,389 4,394,073
SPSO G T Ul ‘793647 . 103,865 . 1,776,690 957,000 131,873 7 1,748,911
SWEPCo 1,084,720 177,628 2,208,675 1,101,326 189,606 2,300,676
TCC 11,690,493 . 543,978 5,356,438 1,738,837 413,553 4,893,030

TNC . ) R 450,740 . (4,935) . 877,175 556,458 41,156 864,875

L-68

[




" Wholesale Segment . . 1.
CTAPCOTL LT L
-+ --CSPCo
18&M

SRS L el 711,274
. -:SWEMF"Cdj_;A_?, S LieEe oo e 773,324

. Energy Delivery Segmen CE SR

APCo v T $ 574918 0
JcCSPCo - T T398046 0 Dt Tstges 4,395,807 -
oMM T o9 s 28241 1,795,748
CKPCo U L 21,346 0 (
COPCo T aeTssT o q3sa18 o 017,443

» Reglstrant S'ub:sldi‘aries'" R

* Twelve Months Ended =~ - .

$

' " Revenies "*
SR . (inthousands) © -

LU 8154525 s i 53674081
£UU205860 T 2481504
LoL(148207) T 3,978,360

81,184,336 5 0
906,363 -
e e 4774807
KPCo = - L roiuo . o659 ]
ST ,6T2,748

o2m0s5 0 1302611

Cootaonses
© . 394,860 .. .

TNG!

S $191560 - L 7 g2808514 . -

PSO "ol 245124 85524 1126949

TCC, T S T 478t o T 7T 436089 0 S04 2285499
CUING U T T 782040 T e 050201 . 620965

N

CompanyTotal ~ "

COAPCo T LUiIT CUg4759253 0 oo §346,085 . ... .-t . $6,572,505
TUUGSPCo Tt 43044000 oo Toiairgss T 3,877,491
18M o 488209 o T _
CKPCo. . - 389875 .. .ol 724490 L 1,494,543
CLUOPCo l oLt 72940331 . Ui 0 L 4278020 o -t 6193975
CPSO it st 956308 i
CUUSWEPCo oo oo 4118274 T e
':' Tee .’f;‘f . . :
CCLING e e e D BT84

- (20086) . 5774108

139,506 2138423 .

Sa0e e T s aer o

1,770,402 eAoeT1e
CLoTea11 L T 1)087,504

. SegmentEBIT . © . . TotalAssets =~ .

Lol 22319 o s 759208
Gt 289,084 e 3076532
54072 011,474

oo 213850 Ll aqsa202
S es139100 S 466539

Ca9yTo 7383150

aseger T oecsasy



. management can employ are:’

- .. sale contracts, exchange futures and options, -~

" derivative contracts to offset price risk where -

. reduce the risk to be within the limits unless' -

o :'Commlttee

. market prices of coal and natural gasusedto - .-

17 RISk Management Fmancnal
‘ Instruments and Denvatlves

protectlon afforded by fuel clause recovery =
-« mechanisms_has either been eliminated by

o the lmplementatlon ‘of customer choice in - -

. f-»Rrsk Manaqement ;v . ,", Ohio (effective January 1, 2001) and in the " |

-2 ERCOT area of Texas (effectwe January 1,

- We are subject to market nsks in our day to-' o ©-2002) or frozen by a settlement agreement in
" day operations. Our risk- pOllCleS have been ©..**
‘reviewed "with - the Board of Directors,

. approved by a Risk Executive Committee and -~ -+ .*Virginia. To the extent all fuel supply for the .
. -are administered by the Chief Risk Officer.” = f.generatlng units in these states is not under
. The Risk Executive Committee establishes -~ “fixed price Iong -term contracts, AEP is subject” *
“risk limits, -approves® risk’ polncnes aSSIgns*""--“"._to market price risk.. AEP continues to be: - -
responsibilities regarding the oversight and’- " " protected against market price changes’ by " v
~ management of risk and monitors risk levels.- “.:active fuel clauses in Arkansas, Kentucky, . .
This committee receives daily, weekly, and AR ALou15|ana Oklahoma, V|rg|n|a and the SPP o
~‘monthly reports regardlng compliance with - .- _area of Texas : -
~ policies, 'limits and procedures. - . The . : o ' ‘ R
.- .. committee meets monthly and consists’ ofthe’f.j_"“, We enter |nto currency and mterest rateg o
~*_Chief Risk Officer, Chief Credit Officer, V.P.of . = forward and swap transactions to hedge the
- Market Risk Oversight, and senlor f nancral,. ' .- currency and interest rate exposures created .
‘I'and operating managers 0. ... by. commodity transactions.. - These = -

“transactions are marked-to-market to match™ -

:-Michigan, . capped ‘in ‘Indiana -and . fixed - o
- (subject to future commission actiori) in West -

%-‘-‘Ag‘The risks ~ and related strategles thatf;' .* the change in value in the transactions they ' . o

- hedge which are also marked-to-market. We
“employ forward - contracts as cash flow.

C Risk - ,_3; o Descnptlo CL ', Strategqy ... "7 7.
- PriceRisk .~ - . Volatiityln '~ . Tradingand - - . hedges and swaps as cash flow or fair value
"'+ " commodity prices - 'hedglng S - 'hedges to mitigate changes in interest rates

, lnterestRateRlsk © Changesin . . - orfair values on Short-Term Debt and Long-

- “interest rates” »-Hedglng S - " Debt wh ' t d it
s Forelgn Exchange Fluctuations in NI erm De when managemen eems | .
. Risk . foreign currency . Tradlngandc ;necessary ‘We do nothedge allinterest rate *
. cal T Tlrates L oo, 777 hedging. o 'l'lSk i L )
S Credit Risk "~ . “Non-performance . * Guarantees '

I .. " on contracts with and

o We employ cash flow forward hedge contracts -
s to lock-ln prlces on transactions denominated -

v ' vcounterpartles S collateral
‘We employ physmal fOI'Wafd purchase and,;-' “+7in - foreign currencies . where * deemed

over-the-counter options, swaps, ‘and other. currency ‘swaps to hedge exchange: rate

~: - fluctuations in debt  denominated in foreign
 appropriate. However, we engage in trading currencies. . We do not hedge all forelgn

- of electricity, gas and to a lesser degree other,l‘f_; 7' /jcurrency exposure
commodities and as a result we are subjectto - - A
~ price risk. “The amount of risk taken by the - ‘:Our
- traders is controlled by the management of
the trading operations"and the ‘Chief Risk: " -

- Officer and his staff. If the risk from trading - " corresponding to the instrument. . Forwards,
- activities - exceeds ' certain pre-determined . futures and swaps are generally valued by

_ limits, the posmons are modified or hedgedto . subtractlng the contract pnce from the market
- .~ . price and then multiplying the difference by
‘--spemfcally ap proved by the R'Sk Executlve o 'Fhe contract volumepa’ng adjusting for ne)t‘
Dl R - -present value and other impacts. ‘Significant
L . estimates in valuing such contracts include
AEP is exposed t° "Sk from changes in the_ " forward price curvc—?s volumes seasonallty.'

weather and other factors

, open tradlng contracts mcludmg
structured transactions, are ‘marked-to-market
- daily using the price model and price curve(s)

generate "electricity where: generatlon is no
. longer - regulated or: where ‘existing fuel
»’:clauses are’ suspended or: frozen The

R

FonNards and swaps are valued based on

"l-"_necessary lnternatlonal subSIdlanes use -



- forward price curves which répresentaseries .~
. of projected prices at which transactions can = :if
. be executed in the market: The forward price - " -
- curve includes the market's -expectations for - =
. prices of a delivered commodity at that future - -
" date. The forward price. curve is developed ‘.
from the market bid price, which is the highest .
price which traders are ‘willing to pay fora = -
" contract; and the ask or offer price, whichis" -
the lowest price traders are willing to receive "

" for selling a contract. .

- Option contracts,” consisting primarily - of B
_options on forwards and spread options, are .~ .-
‘valued using models, which are variationson ;-
- .. Black-Scholes option models. The market- <1
~ related inputs are the interest rate curve, the *.
- underlying commodity forward price curve, "
~the implied volatility curve and :the ‘implied -
- correlation curve. Volatility and correlation -~
- prices may be quoted in the market.::
Significant - estimates ' in . valuing . these "' *-
contracts include forward  price ‘curves,. -

volumes, and other volatilities. -

Futures and options traded -on_exchanges . -

(primarily oil and gas on NYMEX) are valued - " - _ _ ‘
. .77 ... openlong-term trading contracts. Therefore, .

- there could be a significant favorable or . -

.. adverse effect on future results of operations

at the exchange price.. ;.

Electricity and gas markets in particular have -
primary trading hubs or delivery points/regions - - -
‘and less liquid secondary delivery points. In
~North American natural gas - markets, the - -
- primary delivery points are generally traded - .
- from Henry Hub, Louisiana. The less liquid .~
gas or power trading points may tradeasa -
spread (based on: transportation costs, " '’
‘constraints, etc.) from the ‘nearest ‘liquid
“trading hub. Also, some commodities trade . -
more often and therefore are more liquid than - RS
others.. For example, peak electricity isa -
~ more liquid product than off-peak electricity. D
- Henry Hub gas trades in monthly blocks forup ..
" to 36 months and after that only trades in- - \
" seasonal or calendar blocks.’ ‘When' this - ~2001and 2000 for the registrant subsidiaries
- occurs, we use our best judgment to estimate - AU S
" the curve values. The value used will be o
based on various factors such as last trade.. .-
- price, recent price trend, product ‘spreads, -
- location. spreads " (including - transportation - L
- costs), cross commodity spreads (e.g., heat - -~
rate conversion of ‘gas ‘to power), time "
spreads, cost of “carry- (e.g., cost of gas
- storage), marginal ‘prodiiction cost, cost of
7" new entrant capacity,.'and alternative “fuel - 7.~ =

- lwere:

- costs. Also, an energy commodity contract's - AN
*. price - volatility " generally . increases" as it
~approaches the delivery month. - Spot price =
- volatility (e.g., daily or hourly prices) can (R
. cause contract values to change substantially. ~ .= =" -
“as open positions settle against spot prices. -

- When -a " portion” of a*‘curve -has been

- estimated for a period of time and market . -
“changes occur, assumptions are updated to - R
_align the curve to the market. All fair value - - - ’
. amounts  are net of adjustments for items 7. -
““such as .credit quality of the counterparty
*(credit risk) and liquidity risk. - .7

We also mark-to-market derivatives that are -
not_trading contracts in ‘accordance with - - ..

- -generally “accepted . accounting | principles.
 There may . be unique : models for these

transactions, but the curves’ the ‘Company

“inputs into the models are the same forward =~ -

curves, which are described above.

“We have developed independent controls to = .~
- _evaluate the reasonableness of our valuation
*“ models ‘and ‘curves. - However, there ‘are =
. inherent - risks - related to - the . underlying -

assumptions in' models used to fair value .

and cash flows if market prices at settlement |

. Qiffer from the price r_nodelsﬂavnd curves.

. Results }of Risk MahaqémethcfiViﬁes'":;’5 o
“The amounts of net revenue margins (sales
-.less purchases) in 2002, 2001, and 2000 for '
trading activites were: -

002 2001 - 2000

- ~ (in milldons) - .

" Net Revenue o
. Margins .

1§53 1 8402 BRI Y Y I
The amounts of revenues recorded in 2002,

2002 T+ 2001 2000
: ~ (in"thousands)

CspCo . 0 24,503 36,120 - 16,999
I&M . 011,833 -+ 19,130 .. . 26,575°

- kpco -7 3,801 . 6,150 . 10,704

. .opCo .0 39,114 43,789 . 26,840
pso. . . (LI357) . (7,345) - 5,233 -

. SWEPCO | .- . (4,999) - 2,317 - - 1,562
Tcc .. (7,708) 10,500 - - (1,752)
TNG - (1,098)" __ 1,508 - 222"

Motal - 395133 FEES.000 - STIEA07

aPco . . $20,044 '$’52,§71 § 27,924, -



The falr value of open tradlng contracts thatare marked-to marketare based on managements best :

" estimates using over-the-counter quotatlons and exchange prices,for short-term open trading =~

. - contracts, and mternallydeveloped price curves for open long-term trading contracts: The following

" table does not reflect derivative contracts designated as hedges or.firm transmission rights
contracts. As a result, the totals will not agree to the Consohdated Balance Sheets. The falrvalues ‘
- of trading contracts at December31 are: ST ‘

2002~ 2001
Fair i - ¢ Fair
value . -value
: I (1n mitlions) ~(in millions)
adi ssets. . .0 L
1 . . nd_other. g J‘; . BERS k
Phys1ca15 S0 o - 8 846 - %0966
Financials - - - o 226 e 170
Total Trad1ng Assets 31072 - . oo 31,136
S Phys1ca1s R B %gg Y $:i'%gg
Financials . ) - . _
" Total Trading Assets § 79 : $1.783
© Tradi iab EROEEEE o >' o
Electricity and other .= = . . e :
: Physicals - o ‘ $ (534) ’ % (760)
Financials ® 126) : o ,E;:Zégi)
Total Trad1ng L1ab111t1es ) } o )
Phys1ca1s e e $ (191) ) $  (38)
Financials - : i;iégi) 1,586) -
Total Trad1ng L1ab111t1es E ) : 24)

The fair values of_tradmg cﬁontracts fqr the registrant’subsid_iaries"at December 31 are:

2002 2001

.. Fair Fair
' value _ value
A . (in thousands) - . - (in thousands)
. APCo o - _
- .Trading_Assets )
- Phys1ca1s Co $ 168,687 - - .. - -$217,914
. F1nanc1als R 39,585 . ... - 39,466
" Tradin 'ab' T ' R = ,
~§1ec§r1g1ty and other . - - : A
. . Physicals . "7 . $(100,045) - - $(164,624)
. F1nanc1a1s oo 375 _. . Q7,055)
- CSPCo R : : o _
: . othar - v B TR
. Pﬂys1cals S $ 113,397 - . 0% 133,425
F1nanc1a1s o SR 26,611 o 24,206 .
radj jabilities '
“Physicals . - $0(67,244) - < $-(98,749)
= F1nanc1a15 - (7,647 00 0 (10,433
:.I&M .:.:71 LJ: o
_-Trading SSg;S*:nT” O
. icity and oth B L R R B
: Physicals.. .- - ... .0 $ 121,706 s~ $ 165,162
' F1nanc1a]s( S e 28,474 - .. 26,630
adin téb',' s“{f ' »
Jectricity apd ot o T ) D T
» Phys1cats oo oou o 8 (70,061) ... 8Q117,795) .
F1nanc1a1s IR - (9,258) Lo, (12,652)
Sl A - o . L-72 . .




" KPCO -

e e

*Electricity and other-
C .Physicals

‘ F1nanc1a1s ‘

ad' . '.'ab. s

Physicals

F1nanc1a15f5

. T> o e _e )

' g]g”g::jg gnd other
) . Physicals

F1nanc1a1s

e

SWEPCo
a

‘Physicé1s,ji' L
Trading Liabilities .. .. ... ... .00

. Phys1ca1s IR
S F1nanc1a1s e

. .- Physicals .~ . . o
wo Financials: :o -l

Electricity and other

, - vl#hYsiéa1S'“ }‘
Irading Liabilities ;

Physicals =~

Physicals -

Phys1ca1s'f
F1nanc1a1s

SLU002 L 20000

JFair o e Fair

Sh I iyalye
“ . (in thousands) ..’

is 43,532 .iwi;A;;‘.s
10,2560

s s, 815)
@l935):

g 158,473 - . . .'$180,989 -
35,308 .- 32,997 -

(89,526) .. $(132,603)
.(10,145) -

sy

0$.26,752 0 s

s Quney - (58,663) .

EEDE

“ ‘

63230 T 18,567

4 047)ff
6233 ‘

o oivalue oo o
» (in-thousands) - . ;

s3,es10 L
Ca73

S saeare) T
SRR 1) R

TaseIn o

f(4s;i79j T7fff"“

Csehan

62,520 - %

anesn



" Assets.

. per

E '..Cred/t Rlsk

‘ 'AEP limits credlt I’lSk by extendlng unsecured e

- credit to entities based on internal ratings.

-;brokerage"'a‘cc';ounts with brok'ers thc are

'AEP uses Moody’s Investor Service, Standard

and Poor's and qualitative and quantitative

~ data to independently assess the financial
health of counterparties on an ongoing basis..

This data, in conjunction with the ratings
_information, is used to determine appropriate
- risk parameters.
" deposits, letters of credit and parental/affiliate

. guarantees as security from counterparties

AEP also requires cash. ~

‘ ‘f_iv__reglstered with the U.S. Commodity Futures’
_ Trading

Commission. Brokers
counterparties require cash or cash- related

instruments to be depOSIted on’ these -

transactions as margin against. open
positions. The combined margin deposns at
December. 31, 2002 and 2001 were $109
million and $55 million. = These’ margin
accounts are restricted and therefore are not

" included in Cash and Cash Equivalents on the

" Consolidated Balance Sheets. AEP and its

depending upon credit quahty in our normal '

course of business.

We trade electricity and gas contracts with

- numerous counterparties. . Since our open
energy trading contracts are valued based on

changes in market prices of the related -

- commodities, our exposures change daily. We
- believe that our credit and market exposures
with any one counterparty are not material to

our financial condition at December 31, 2002,

At December 31, 2002, less than 7% of our
- exposure was below investment grade as

~ ‘expressed in terms of Net Mark to Market
Net Mark to Market Assets -

represents the aggregate difference between

o “the forward market price for the remaining

term of the contract and the contractual price
counterparty. The .- followmg
- approximates counterparty credit quality and

December 31, 2002

Futures, - © = -
Co ' .- Forward and -
.- Counterparty ~ .~ Swap - . . o
"~ -.. Credit Quality " Contracts -~ Options Total
o : - " (in millions) ’
" AAAJExchanges . '3 26 - - 8§ 2 $ 28 .
AA . .37 33 © 340
A ' 448 26 474
. BBB . 700 101 801
- Below Investment . o Co
" Grade oo o7 11 118
Tt 5-1_1.3 )

. Total | §1588

- We enter into transactions for electricity and
.- natural gas as part of wholesale trading, . -
~. -operations. Electncrty and gas transactions
~are - executed "

: _over-the-counter -
f '-;’fcounterpartles or- through brokers.
o transactlons are also executed through

table -

- exposure for AEP based on netting across
" ' . AEP entities, commodltles and instruments at' '

subsidiaries can be subject to further margin
requirements should related commodlty prices
change

The margin deposﬂs at December 31, 2002

for the reglstrants were:

(in thousands)

APCo $1,010
CSPCo 673
1&M N 24
KPCo , | 261
OPCo 1,400
PSO : 91
SWEPCo 105
TCC 121

TNG 37

FEinancial Derivatives and Hedging . .

" In the first quarter of 2001, AEP adopted
‘Derivative
Instruments and Hedging Activities,”. as

SFAS 133, “Accounting . for
amended.. AEP recorded a favorable
transition adjustment to Accumulated Other
Comprehensive Income of $27 million at

January 1, 2001.in-connection with the

adoption of SFAS 133. Derivatives included in -
" the transition adjustment are interest rate .

swaps, foreign currency swaps. and

- commodity swaps, options and futures

~ ~Most of the denvatlves identif ed in the trans-

“with -
- Gas

L-74

ition adjustment were designated as cash flow

hedges and relate to forelgn operatrons

Certain denvatnves may be desrgnated for»

accounting purposes as a hedge of either the
fair - value ‘of an.-asset, liability, firm

" commitment, or a hedge of the variability of

cash flows related to a variable-priced asset,
liability, - commitment, or forecasted trans-

action. To qualify for hedge accounting, the

" and



relationship between the hedging instrument " 7
~ and the hedged item must be documented to: "~
_include the risk management objective and
strategy for use of the hedge instrument.’ At o
‘the inception of the hedge and on an ongomg o
- basis, the effectiveness of the hedge is .
. assessed to determine whether the hedge will -

" ‘be or is highly effective in offsetting changes =~ _
“in fair value or cash flows of the item being D
-hedged. Changes in the fair value that result
- from"the ineffectiveness of a- hedge under.” . .

i’SFAS 133 are recogmzed currently
'-’fearnlngsthrough mark-to market accountlng

Changes in the’ fair value of effective cash _

i “flow hedges -are ‘reported in Accumulated;’_-.

-+ Other Comprehensive Income. Gains and

.- losses from cash _flow hedges in other -

-A_comprehenswe income are reclassified ‘to
~“earnings in the accounting periods in which SR
the variability of cash flows of the hedged e

items affect earnrngs SR B

_ ',Cash flow hedges mcluded |n Accumulated Other Comprehensnve lncome (Loss) on AEPs f
" Consolldated Balance Sheets at December 31 2002 are K . e

Sl Accumulated .
.= Other Comprehensive '.

LT . o Hedg1ng Asset l Hed ing Liab1l1t1es Income (Loss) After Tax
b o s Gin mtlltonsi S
Electr1c1ty and Gas f = $6 S $ (8) : '

Dt L oS @y
‘Interest Rate o B i E ERCRRER ¢ &) LINRRREE : S lany
Fore1gn Currency o L @) . - - 2

,ﬂ* Includes 56 m1ll1on loss recorded in an equ1ty 1nvestment

The followmg table represents the actrvnty in Other Comprehensnve lncome (Loss) related to the = -
effect of adoptlng SFAS 133 for denvatlve contracts that quallfy as cash ﬂow hedges at December -

31,2002

AEP COnsol1dated

Balance, January 1 2002 .

(1n mtll1ons)

Beginnin : $ (3)
‘.Changes in fair value - . . e » o (56)
Reclasses from OCI to net loss - L, i

OCI der1vat1ve loss, December 31,,2002 e T e S Zj@)

: TAccumulated

iA‘r;c'o‘ s

. 'Accumulated

oCI der1vat1ve loss, December 31 2002 f

%/1,7539

,‘(1n thousands) .

Beginning Balance, January 1 2002 $ . (340)
Effective portion of changes in fa1r value. _ (1,310)
-+ -.Reclasses from OCI to:net income: - s 270)
Accumulated OCI der1vat1ve loss. December 31 2002 oo )}

S CSPCO T it ,

.- Beginning Balance. January 1, 2002 Dl 8-
Effective portion of changes in fair’ value O 62
‘Reclasses from OCI to net income .- B S 329) -

©- Accumulated OCI der1vat1ve loss, December 31 2002", )

I&M - o k o -
Beginning Balance January 1, 2002 i '145(3 835);'
Effective portion "of changes in fatr value o :

. -Reclasses from OCI -to net income IR 3 515

Accumulated OCI der1vat1ve loss, December 31 2002;v, - )

CKPCOT L o s S Sl

. Beginning Balance, January 1 2002 : : $(1,903)
'Effective portion of changes in fair value’ Cooe o 343
Reclasses,from OCI to net -income Sl e 1,882 .

Accumulated -0CI der1vat1ve ga1n December 31 2002 . S WYY

. OPCo. : ‘ ' S

- Be 1nn1ng,Balance January 1 2002 IR ,$ (196) -
Effective portion of changes-in fair. value S (103) )

- Reclasses from OCI .to net income: : S T (439 -

Accumulated OCI der1vat1ve loss, December 31 2002; 3__(738)"

PSO - . . ,

Be 1nn1ng\Balance, January 1 2002 . 5 -
Effective portion of changes in fair value O o2
"Reclasses from OCI .to net income - : 44) -

3 .



TSI b-“:n-‘jﬂ oL A . (in.thousands)
‘SWEPCo | S L _ (in. and

. Beginning: Balance, January 1 2002 - : - 2 IR
Effective portion of changes in fair value : L1
Reclasses from OCI to net_income ' : (49)

fAccumulated ocI der1vat1ve 1oss December 31 2002 . .. S (48

TCC ‘ S SRR
Beginning Batance, January 1 2002 : $ -
effective portion of changes in fa1r value - : ) 30

_Reclasses:from OCI to net_income- - S o : . (66)

Accumulated OCI der1vat1ve 1oss December 31, 2002_

TNC : e R ‘ .
Beginning Balance, January 1 2002 . L o [ S
Effective portion of changes in fair value : . -3
Reclasses from OCI to net_income (18)

Accumulated oCI derivative loss, December 31, 2002 s a5

Approximately $9 million of netlosses from cash ﬂow hedges in Accumulated Other Comprehensnve
Income (Loss) at December 31, 2002 are expected to be reclassified to net income in the next
twelve months as the items being hedged settle. The actual amounts reclassified from Accumulated
Other Comprehensive Income to Net Income can differ as a result of market price changes. The
maximum term for which the exposure to the variability of future cash flows is being hedged is five
years.

Financial Instruments )

i Market Valuatlon of Non Derlvatlve FlnanCIal lnstrument

The book values of Cash and Cash Equivalents, Accounts Receivable, Short-term Debt and
“Accounts Payable approximate fair value because of the short-term maturity of these instruments.
The book value of the pre-April 1983 spent nuclear fuel disposal liability approximates the best
s estlmate of its fair value

The fair values of Long-term Debt and preferred stock subject to mandatory redemptlon are based ’
“on quoted market prices for the same or similar issues and the current dividend or interest rates
offered for instruments with similar maturities. These instruments are not marked-to-market. The

‘ - estimates presented are not necessarily indicative of the amounts that we could realize in a current

- market exchange. The book values and fair values of significant financial instruments for AEP and
its reglstrant subs:dlarles at December 31, 2002 and 2001 are summarlzed in the followmg tables.

. Pre erredjStcckf i":: . 8,850 - .. 7,965

SLT8

- 2002 : 2001
Book value Fair valu Book value Fair Value.
) (in millions) ; (in millions)
AEP- h ' . R i
'Lon% term Debt . $ 10,125 $ 10,470 $.. 9,505 % 9.542 :
pPreferred Stock o84 o 77 : 95 . 93 ..
Trust Preferred Securities 321 324 321 321
o ‘ - (in thousands) (in thousands)
AEGCO : ‘ . : '
‘Long-term Debt $ 44,802 $ 48 103, $ 44.793 $ 45,268
APCO : ' o
. Long-term Debt $1,893,861 $1.953,087 Sl 556,559 $1,439, 531 -
_Pre erred_Stock o 10,860 - 9,774 . .- 10 860 o 10 860
s ; _ . e . .
Long-term Debt . $ 621,626 § 643,715 _S 791 848 $ 802 194
. preferred stock - - - 0,000 10,100
. Long-term Debt . $1,617,062 $1,673,363 .. $1, 652 082 $1,672, 392
'Pre erred stock. . - . 64,945 . 58,948 62
KPCO o s D Lo
Long term Debt -§ 466,632 § 475,455 S 346 093 $ 350, 233
. opcg . R U :
‘ Long-term Debt . $1,067,314 51,095,197,--51 203 8?3 $1, 22; ggg s



Pso T NS . SR e SRR
Long-term Debt oo $ 545 437'/'$ 570 761 $ 451 129 '$:462,903"

Trust Preferred Secur1t1es »75 000 . -~ 75,900 " . 75,000 74,730 .,
SWEPCO </ i il Lo I T F R EEE F
Long-term Debt T ' $ 693,448 " $ 727,085. $ 645,283 § 656,998 =
©.Trust Preferred Secur1t1es 110 000;’5;,'110,880_'-,,5110.000.,z;~109 780V: =
Tce St " .
Long-term Debt s Sl 438 565 ..$1 522 373 Sl 253 768 $1 278 644
Trust Preferred Secur1t1es © 136,250, 136 9591t; .. 136,250 -. .. 135,760
OTNG ‘ ”:», :7'" R : S L
, Long term 1pebt. . § 132,500 ;144,060 I 255.957; '$ 266,846 e

Other Fmancral Instruments Nuclear Trust Funds Recorded at Market Value - . S
The trust investments which are classified as held for sale for decommissioning and SNF drsposal ‘

reported in Other Assets on AEP’s Consolidated Balance Sheets, are recorded at market value in k' R
accordance with SFAS 115 “Accounting for Certain Investments in Debt and Equity Securities”. At

December 31, 2002 and 2001, the fair values of the trust investments were $969 million and $933 -
~-million, respeotrvely, and had a cost basis of $309 million and $839 million, respectively. The change -
_in market value in 2002, 2001, and 2000 was a net unrealized holding loss of $33 mrlllon and $11

mrllron and a net unrealrzed holdmg gam of $6 mlllron respectlvely

‘18 Income Taxes

“The detalls of AEP s consolrdated mcome taxes before dlscontrnued operatrons extraordmary rtems -
-and cumulatlve effect as reported are as follows : | v » .

Year Ended December 31
2002 2001

: (in m1111ons) ) :
- .Federal: . . =~ - S ] : S
‘. Current . ¢ - $ 330 G- $404 7 o § 793
.Deferred 192) - 60 - 7 _(236)
“Total - 138 - 464 -~ 857 - -
State: . : T E
Current
- Deferred = .- -
o oTotal ot
»Internat1ona1 SRR
“Qurrent - e
- peferred
Total

" Total Income Tax ..
. as Reported

" Before :

. Discontinued .

" Operations, o
‘Extraordinary -
Items and .- - B T R,
cCumulative | T L et
~Effect - - $ 214 73546 - § 602+




 The details of the reglstrant subsrdlarles mcome taxes as reported are as follows

“Year Ended December 31 2002

Charged (Cred1ted) to 0perat1ng
Expenses (net):-
current ‘
peferred :
Deferred Investment Tax cred1ts

Tot
charged (Cred1ted) to
Nonoperating Income (net):
Current _
peferred :
peferred Investment “Tax Cred1ts
Total

~Total Income-Tax as'Reported

Year Ended'December 31, '2002
Charged (Cred1ted) to 0perat1ng
Expenses - (net):-
Current
peferred
Deferred Investment Tax Cred1ts
Tot
charged (Credited) to
Nonoperating Income (net):
Current . . .
peferred .
peferred Investment Tax cred1ts
Total

Total Income Tax as Reported

vear Ended December 31, 2001

charged (Cred1ted) to 0perat1ng .
Expenses (net): )
current
Deferred
Deferred Investment Tax Credits

A
charged (cred1ted) to
Nonoperating Income (net)
current
peferred
peferred Investment Tax Credits
Total

Total Income Tax as Reported

Year Ended December 31, 2001

j Charged (Cred1ted) to: 0perat1ng
Expenses (net):

current

pDeferred L

Deferred Investment Tax Cred1ts

: tal
charged CCred1ted) to
Nonoperat1ng Income (net)
current ,
peferred - - ’
peferred Investment Tax cred1ts
Total .

- Total IncomeATagjas Repbrted -

£.98,993

AEGCO APCo - CSPCO I&M KPCo ‘
: (in thousands)
$ 6,607 - $ 99 140 $ 81,539 $ 66,063 $ 680
(5,028)  17,626_  25,771. (19,870) 9,451
2 ( 1229)  (3.096) - (7.340) ( ,17 )
1,581 _i13.537 _104,214 38.853
a) (354) .9, 442 3,435 1,583
(839) (2,479 2,949 388
(3.363) (1.408) (174) (400) (67)
(3,536) _(2.611) __6.789 5.984" 1, 904
3 Qltgéé) i;lgtglé QAQJ&QQ; §==iiI§il §=49*§§_
OPCO "Psoi " swepco e "TNC ‘
o oo (inthousands)- : :
$ 86,026 S, 673) $.41,354 $ 30,495 $ 109
30,048 75,659 (3,134) = 113,726 (10,652)
(2.493) (11791) __(4.524) (5.207) (1.271)
113,581 24,195 33,69 _139,014 T(I1.81%)
2,732 (1,812) 1,772 3,223 1,334
15&%35 SRR 7L - (1 623)
18,010 (.81 1,772 ' 3152 (789)
AEGCO APCO CSPCoO I&M KPCo
~(in thousands) -
$ 9,126  $ 71,623 ' $ 88,013 . % 107,286 $. 7,726
(6.224) ~ 27,198 .. 14,923 (45.785)- . 2,812
- (3.237) "~ (3.899) (7.377) (1,180)
T 2.902 95,584 __ 99,037 54,174
(56) (19 165) (13 803)  (10,590) ”(2,725)
- 21,832 7.885 16,580 . 3,481
(3.414) (1.528) (159) (94D 7))
(3.470) 1,139 3,923 5,043 684
$_ (568) L_&.@ $102,960 § 59,167 - $.10,042
opCo PSO - SWEPCO TCC INe-
(in thousands) : ‘
$(62,298) § 53,030 § 77,965 $ 190,671 '§$19,424 -
166,166 (16, 726) (31,396) (72 568)  (11,891)
(2.495) (1.7913 _ (4.453) (5.207) 271y
101.373 ~ 34,513 _ 42,116 _ 112,89 6.262
(21,600) 352 542 (398) (691)
20,014 - - - -
(794) - - - -
(2,380) 352 542 (398) G91) .

78



lb, Extraordinary Items

"APCo cspCo . UTEM . .~ TiKPCO .
' (1n thousands) L L

“’, - : . 4

; »iYear Ended December 31 2000

'Charged (Cred1ted) to 0perat1ng
“Expenses (net):

' fi 8,746 5129 165 5120 494 $ 134 796 ‘ $ 17, 878

"~ Current . ;;,- VTR
: Deferred * ... ' L ~.(5,842) .- 3,838 (7,746) (126 748); : 2,521'
‘ Deferred Investment Tax cred1ts P - (2.,947) __1_¢;z_) (7 ,52 )_'- (1.187)

: 2,902 130,05 1103369 S TA9212
. Charged (cred1ted) to . S - A
“-Nonoperating Income (net)

U7 Current : : :'j e
= P 'd g 5,524) et S R
. Deferre Investment Tax Cre 1ts a 5
~Total Lt (3,440) 3,123 7,357 . 4.189 1129
_fTota1 Income Tax as’ Reported R §===L§§§) iliiillg éllﬁillé i===éill§ ; $ 20,341
}' 5 'f‘j . OPCo . PSO .. SWEPCO . - ch. Ll INe
»Year Ended December 31 2000 IR e (1n thousands) - : el
I Charged (cred1ted) to 0perat1ng 1'""‘,1 L ER ’Zf'p T
- Expenses (net) RN T
Current. . - PR _'r“ .8 259 608 S 11 597 $ 16 073 B 89 403 . $ 6,774 .-
> peferred - : T 0T (70,263) . 25,453 14,653 . 16,263 . 9,401

. beferred Investment Tax cred1ts e (1,824) (1,79 ) _(4.482 ) (5 .207)g - (1,271)

0 Total - ] L Tme e : 35 _35,259 - _ 26,244 100 459 .« _ 14,904
‘ Charged (Credited) to 1‘- T . e
Nonoperat1ng Income. (net)

-(1,306)- -("1,"4'76)" cs 073) "'5?"(2'22)

:current- , SRR A
- Deferred . ’ Cio e 44,307 - .~(1,237)'
* peferred Investment Tax Cred1ts ﬂ'f;~j“'§ 1,575) - L : -
: -fl- Tota1 . ) ) TP 18,158 . 11,30 ) (1,476) : (5 073) (1.459)
f Tota'l Income Tax as’ Reported .' ' é—Z;liéZ&; &Lﬁ M Q&,&;ﬁ 5__11.&

:"(44)‘ RIRFrY) '_' 3, iz '2‘ 950' B¢ B

| The followmg is a reconcnhatlon for AEP Consolldated of the dlfference between the amount of
- federal income taxes computed by multiplying book income before federal mcome taxes by the

: statutory tax rate and the amount of lncome taxes reported

Year Ended December 31

002 2001 2000 N R
' . (1n m1111on5) %
: Net Income (Loss) : ?L$(519) %971 5267
* Discontinued 0perat1ons (net of 1ncome tax o 'rt e
- 0f $73 million in 2002, 522 m1111on 1n 2001;j Vo A_«ix Iy i
“and -$5 million in 2000) - {‘-‘190»; e (86) ;'(122) A

(net of <income tax of $20 m1111on in 2001 e e
- “and $44 million in 2000) SSn =50 35
- Cumulative Effect of Account1n? ‘chang o e e

ion 1n 2001) 70350 0 (18) T e

- (net of:income tax of $2 mil ! .
. Preferred stock Dividends " -- a1 10011
Income Before Preferred stock D1v1dends L ST S
- .7 of subsidiaries. - [ - 7 R 927 .. - 191
. . Income Taxes Before D1sc0nt1nued Operations,'grg S TR S R
~.  Extraordinary Items and CUmu1at1ve Effect',~ 2214 546 ... 06020 il -l
~Pre-Tax Income '* R B e § SR 8793 s
:Income Taxes on Pre-Tax Income’;‘q.lf R O T T T
~: at Statutory Rate (35%): et . $°°516 i 8278 -
© . Increase (Decrease% in Income Taxes . B T e
‘- .Resulting from the F0110w1ng Items.‘ RS
:. bepreciation - ‘ 48
~ Corporate Owned L1fe Insurance . L S N S
- Investment ‘“Tax Credits .(net) .- o (38) T @7y i
" Tax Effects of International: 0perat1ons L1230 e ~(12);:-:?-
-. Energy Production Credits. . - o € ) I T
-~ Merger Transaction costs T - - -
~ State Income Taxes : 40 62

-~ other ' = = ' Lo (18) o (35)

" _Total Income Taxes as Reported Before : R SRR A I SR
- Discontinued 0 erations, Extraord1nary

7 ITtems and Cumulative Effect e
1;Effect1ve ‘Income Tax Rate




S,

Shown below isa reconcnhatlon for each AEP reglstrant subS|d|ary of the difference between the |
~amount of federal income taxes computed by multiplying book income before federal mcome taxes
by the statutory rate and the amount of income taxes reported. -

“Year Ended December 31}12002 ‘

Net Income
Income Taxes
- Pre-Tax Income

}~Income Tax on Pre-Tax Income
at statutory Rate (35%). =
"Increase (Decrease) in_Income Tax

~Resulting from the Following Items:

Depreciation
cor?orate owned Life’ Insurance
Nuclear Fuel Disposal Costs
Allowance for Funds Used
puring Construction
_ Rockport Plant unit.2 Investment
" Tax Credit |
- Removal Costs’
Investment Tax cred1ts (net)
State Income Taxes'
other .
Total Income Taxes as Reported

Effective Income Tax Rate

Year Ended December 31;:20b2

" Net Income (Loss)
.- Income Taxes ‘
|, Pre-Tax Income (Loss)

Income Tax on Pre-Tax Income (Loss)
at Statutory Rate_ (35%)

Increase (Pecrease) in Income TaX
Resulting from the Following Items:
- Depreciation -
Corporate owned Life Insurance
Investment Tax Credits (net)
State Income Taxes

" Other

Total Income Taxes.as Reported

Effective Income Tax Rate

-Year Ended December 31, 2001

Net Income
Extraordinary Loss o

- Income Taxes

- Pre-Tax Income’

Income Tax on Pre-Tax Income
. at Statutory Rate (35%) . ;
Increase (Decrease) in_Income Tax
Resulting from the Fo]1ow1ng Items:
‘Depreciation . :
o cor?orate owned L1fe Insurance
- Nuclear Fuel Disposal Costs .
- Allowance for Funds Used .
puring = Construction :
'Rockport Plant unit 2 Investment
Tax Credit - i .
-~ Removal Costs .
- Investment Tax cred1ts (net)
State Income Taxes :
Other '

S ,: Tota1 Income Taxes as Reported

- effective Income Tax Rate

'. 5 0:491b g )

AEGCO  APCO CSPCo I8M " KPCo
(in thousands)

s 7 ,552 $205,492 . $181,173 '§ 73,992 s 20,567
1.955) 110,926 111,003 44,837 10,862
$316,418

IZQ;LIIQ $118,829 S;EI:ZZE
$ 1,959 5110,746 5102 262 $ 41,590 - $ 11,000

870 3,082 2 899 21,812 2,057

- 93 . 719 268 305
- - - (3,814 -
(446) - - (3,453 -
(748) - - - -

- 73
@, 361) (4 637) (3 270) (7 740) : (1(2403

5564) 54:641) 52:994) ’ 23:950) 51:583)

“OPCO  PSO ' SWEPCO TCC TNC

. (in thousands) »
$220,023 $ 41 060 $ 82,992 § 275,941 $(13,677)

13 22,383 ¢ 35 468 142 166 12.103)
@ il el cHRIG U
§123,065 § 22,205 § 41,461 § 146,337 § (9,023)

4, %27) (583) (2, 790) (295) 2
‘ (3 177) (1 791) (4 524) (5 207) ‘ (1 271)

2 6 6) 5871) 5200)

3ZIA% ' 3543% _ 2949% 34.0%-

AEGCO  APCO - - CSPCO - - I&M ~ KPCoO
- (in thousands) o

$7, 875 5161 818 $1gl 8%6 $ 75,788 JJS 21,565
568) 96 723 102,960 59 167 - _ 10,042

258,541 $204,860 134,955 531,607

~$ 2,557 § 90,489 $103,201 $ 47,234 § 11,062

230 2,977 2,757 21,224 1,581

- 450 - 544 (148) 334
- . - - » (3,292) - -

o’y - - (1.606)1.. -
374 - R - -

(3 414) “, 765) (4 058) (8 324) ' (1(255)

C o ..1,050¢ ,61 6,137
L (28D 2'041) - (5,211) 2.058) (1,581)°
§__(568) @ $102,960 3.10,042

MM, 37.4%  34.9%  43.8%  3L.B%

- L-80



:jlpso', 'SWEPCo - - ViTCC]'}j"}TNC,».

”Year Ended December 31 2001j1“7 (1n thousands)

- Net Income “c,:’ AU $ 147,445 $ 57 759 $ 89 367 $ 182 278 73 12,310

. Extraordinary Loss . .° - .. -0 18,348 2,509 Ve e
Income Taxes . -~ .. ... w0 Rl 98,993.. 34,865 42,658 : 112,498 S 5,571

: Pre—Tax Income s R T ; : 624 ;;;;igg; -

Income Tax on Pre-Tax Income T L e o o
at Statutory Rate_ (35%) . : % -92,675 $ 32, 418 $ 46 209 $ 104 050' .$. 6,258
“Increase (Decrease) in Income Tax . T e Lo s
- Resu1t1ng from the Fo11ow1ng Items:

“Depreciation L 7,972 1 127 v:iv (501) B 8 477 1,463
.Corporate Owned Life Insurance S 1,852 : .- ST
Investment Tax Credits (net) o ;.j_(3,289) (1 791) (4 453) (5 207) S Q1,271 0
State Income Taxes .. i (51538 _(5.%37) (2,041) @878 ey
Other - | T s o : 162
: TOta] InCOme TaXES as RGPOFtEd A "‘§==2§i22i §=§éi§§i §=4zi§§§ §=;;£142§ é==§¢§ll N
'Effect1ve Income Tax Rate S araw - 32.6% j 32.3% -, 37.8%° -'fsliz% -
. L e ‘*3AEGca : APCo cspco . zame i KkPCO
Year Ended December 31 2000 PR S Gin thousands) SRERE S _
Net Income (Loss) o . -~ ool igy 984 $773,844 °$ 94, 966 $(132 032) '$ 20,763
Extraordinary (Gains) Loss . ( 066) 39,384 . e
.. .Income Tax Benefit -~ . :° .- ‘ (53 ) 153 175) f%é,%§§>' 4:iié - 20,341
" Income Taxes : R ) 1.
~'Pre-Tax Income (Loss) = = C ‘ §=Lkéi§ éiééiggﬁ $(127,319) 41,104
_.Income Tax on Pre-Tax Income -,;,,“ ’ V R
- _(Loss).at Statutory Rate (35%) L $ 2 607 S 69 330 $ 82 925 S (44 562) :$ 14,386
Increase (Decrease) in Income Tax ' = . . o :
. ResuTting from the F011ow1ng Items: R A - L T
Depreciation . Y 1.7 A 7,606 10 529 o 20,378', ..1,827
-Corqorate owned Life Insurance . ,'~_; SerneTo 054,824 07 .29,259 - 42,587 0 5,149
. Nuclear Fuel Disposal Costs ST e e e - (3,957 -
Allowance for Funds Used . T A At SRS S P AP S,
: pburing . Construction = : . @,070) - - e - (2,211) =
. Rockport Plant Un1t 2 Investment S T Sl
- Tax Credit- B n374 = ST s T e
“Removal Costs . ' S SQ,197) - o (420) "
Investment Tax Cred1ts (net) : (3 396) (4, 915) . (3,482) (7 854) (1 252) .
Stgte Income Taxes P R : 283) g 21 ) ) Sgg 6, 294) o 1,322)
other : S (2, (5, - (
.. Total Income Taxes as Reported AR z;;;£§Z§) $133,179 §===4*1;; '§20,341
Effect1ve Income Tax Rate }AA‘-NIMI*ltni ﬁZIZ% 2 4943% :1NIMI L 49.5%
o ERESI OPCO } IJ‘; PSO  .'SWwepco . . Tcc TN
‘Year Ended December 31 2000 S (1n thousands) e

Net Income - .- T - ~-,ra::--~,’~514‘“1:fts 83 737 s 66 663 s 72 672 s 189 567 f $ 27,450
Extraordinary Loss - R, 40 -
Income Tax Benefit . .=~ . (21 28 g R

- Income Taxes . e Do e e P 2058 679 33,953 24 768 . 95,386" 13:445

Pre-Tax Income . ,m u_m.m @ i
. Income Tax on Pre-Tax: Income bbfqu;f o L

- .at Statutory Rate (35%) - § ~.p§ff$ 107 902 5 35 216 $ 34 104 5 99 734 -$,14,313

Increase (Decrease) in Income Tax
< Resulting from the” Fo11ow1ng ItemS'

_“Depreciation TS, 577 f ”]695 (1 012) . 7,556 ',f~~1,1045
Corporate Owned Ljfe Insurance ;'"“.‘ﬂ- "~ 84,453 - - - - :
- Investment Tax Cred1ts (net) R (3 398) (1 791) (4 482) - (5,207) . .(1,271) -
o Stﬁte Income Taxes - Hg,‘__.ﬁ, ; 867) 3 204) 1:63 ) . g,égg) L _801)-
-~ other T o :
Total Income Taxes as Reported - @'@ m CHD g

" Effective Income Tax Rate . 'ﬁﬁIZy 33I1A _ 2545% e 33.5%.  32.9%



S

| ._»The followmg tables show the elements of the net deferred tax Ilablhty and the sngmf canttemporary
- dn‘ferences for AEP Consohdated and each registrant subsndlary i

Deéember'31. :
2002 2001
(in millions)

peferred Tax Assets S ’ . $ 2,189 $ 1,216

Deferred Tax Liabilities Ce (6,105 (5.716)
Net Deferred Tax Liabilities S - 3$3,916) $(4,500)
_property Related Temporary Differences $(3,612) - $(3,674)

- Amounts Due From Customers :For Future :

: .Federal Income Taxes = : , - (360) - (245)
peferred State Income Taxes , (422) . (314)
Transition Regulatory Assets : (234) (268)
Regulatory Assets Designated for Securitization - (310) - (332)
Asset Impairments and Investment value Losses 417 -
Deferred Income Taxes on Other Comprehensive Loss 326 , -3
A1l other (net) 279 - 330

Net Deferred Tax L1ab111t1es $(3,916) 34,500
A o AEGCo APCo .. CSPCo I&M KPCo
December 31, 2002° : Cin thousands) : y
poferred T MitHicies SR SHI ST S, S,
Deferred Tax Liabiiities : s .
" Net Deferred Tax Liabilities 126008 SCILLE00) SOATTIT ECase-ied RS tevim e

Property Related Temporary D1fferences $ (74 291) $(555,824) $(331,381)  $(343,587) $(127,073)
Amounts Due From Customers For . ' : .

Future Federal Income Taxes 7,626 (58,246) - (8,895 (38,752) . (20,488)
N Deferred State Income Taxes . (5 119) (77,693) . (23,448) (52,528) (28,722)

- Transition Regulatory Assets - = - (28,735) (71,752) - ) -

~:Asset Impairments and Investment

. -value Losses o= 18 215 225 . 4

- ‘pDeferred Income Taxes on 0ther o . L : .

Comprehensive. Loss ° . o - : 38,823 31,961 21,800 5,089
Net peferred Gain on Sale and . . . .
. Leaseback-Rockport Plant unit 2 38,866 - - - 25,860 - -
Accrued Nuclear Decommissioning Expense - - - 65,856 -

. Deferred Fuel and Purchased Power - (1,878) (273) (13,144) 415
Deferred Cook Plant Restart costs - - - (14,000) -
Nuclear Fuel - - o , ) : - - - . (5,153) - .
A1l other (net)" : 3,916 (18,266) - (34,198) " __ (2,774) - (7,538
. Net Deferred Tax L1ab111t1es §=L;2t22£) 3(701,801) SZéZZIZZi) $(356,197)  $(178,313)
e S o OPCO™ PSO . SWEPCo TCC TNC
December 31, 2002 . C o (in thousands) S . )

G SR S0 S s sows s g
‘peferred Tax Liabilities:- ' :

Net Deferred Tax LTabiities (7043670 TOUT308) SO 060 TCroat 298 ﬁ@

-_Property Re]ated Temporary’ Differences $(620,634) $(303,888) $(315,821) $. (709,246) $(142,034)
JAmounts Due From Customers. For _° C ) ) .

- Future Federal Income Taxes . - (53,256) 9,490 - (4,078) (198,595) .. 5,726
- . Deferred state"Income.Taxes’ . . (46,990) (57,911) (48,372) (66,333) = (4,080)
Transition Regulatory:Assets.. . . - - (131,833) - - - . - -

. Asset Impairments and Investment - o : o

-+ value Losses - - : . 615 . - - . - 14,996
peferred Income: Taxes on Other e o

Comprehensive Loss 39,246 29,332 28,906 39,394 16,565
peferred Fuel and Purchased Power . 540 (28,696) 3,192 2,655 (9,933)
.. Regulatory Assets Designated . : R L - :

: For Securitization - . - - i - (310,410) Co-

All other (net) - 17,925 10,277 (4,891) (18.717) __ 1,239

Net peferred Tax Liabilities $(794,387) $(341,396) 3(341,064) - 5(1,261,252) é;lllti;_)

L82.

3



peferred Tax Liabilities .
Net Deferred Tax L1ab111t1es;

. Property Related Temporary
-+ Differences ,
. Amounts Due From Customers For .

: 933,827) !356,29 ) (425,97 ))
.,§£ZEZZESE ) S0ICEZ) SAEETED

: 3(595 974")"'s('320 900) fscssz,'884)

esPeo” I&M KPCo

B AN APCo ’ ;
--December 31, -2001 Ll (1n thousandS) S
e Sngeogmm tougoma
Deferred Tax Liabilities - - ! 1)

| Net Deferred Tax Liabilities - * Q.Z_LQLS) 3(703,575) $(443,722)  $(400,531) @'Z_D_A "

f,'Property Related Temporary D1fferences $ (70 581) scsso 298) $c323 139)j $(306,151)  $(118,147)

- Amounts Due From Customers: For Ll .

, Future Federal.Income Taxes : 9 292 (55 206) (9 839) ,' (46,756) . . (20,215) -
peferred State Income Taxes (3 822) (56 747) (8, 968)i~;t(38 015) 2 (25 267)

. ‘Transition Regulatory Assets . - (34,783) (78,298),v7‘v S :
beferred Income Taxes on other : S RRE , N , :

. Comprehensive Loss - _ et oo '183- - - : 2 065 S 1 025 '

" Net peferred Gain on Sale and . : R TTRERI R T S AP L '

Leaseback-Rockport Plant Unit 2 - o 40 816 ﬂ;},'4.' = . 27,157 N

- Accrued Nuclear Decommissioning Expense - " e o 43,707 -0 L <l
Deferred Fuel and Purchased ‘Power. ~_‘-’_ (4 106) ] (39) -+ (26,270) . .- 57
“Deferred "Cook Plant Restart Costs . ”,u-‘f'-"' : ' o0 (28,000) - =
AT oo Fu%] 5 - L 3—680) (22,61 y (23.43 ) -E%?:":’S%% N 5.757)
All other (net) .

. Net Deferred Tax_ L1ab111t1es S E;ZﬁZIEZE ) 5(703,575) 5(443,722) 3(400,531)  3(168,309)
T E ‘»‘OPCo "'}_PSO' SWEPCO' Tce TNC
December 31, 2001 ° : R (1n thousands) B ‘,a' o
Deferred Tax Assets . $ 135 938 5 59 421 $ 56 189 ,$ 130 863 $ 22, 88

(1,294.658) . (167.937)
M)g&ﬁ

-$~ (808 922)'st149’309)f

. _Future Federal Income Taxes -.(61,130) ..~ 10,199 = (6,441) (70, 174) 4,757
Deferred State Income Taxes - - “(18,440) ", (35 038) (48.729)', ; (66 333) ' (4 079)
Transition Regulatory Assets (154 94 ) v ST
Deferred Income Taxes -on other . . . . S AN

.. . Comprehensive Loss . o : 106 o AT s T e e

- Deferred Fuel and Purchased Power : S 3;3.052 c . (2,778) jj‘ B 18 032' .(11,756)“
Provision for Mine shutdown Costs 20,323‘,: R f‘1<"' =

" - Regulatory Assets Des1gnated : . S ’ o

- - For Securitization S = e e L e .. (332 198) -

_A11 other (net) ) ’ S 12161 45,810 - - 51,051 . 95,800 15,338
_Net pDeferred Tax L1ab1l1t1es ‘ EZZEZ:EEE) ) AEII;iEZ:ZEET )

. OPCo- -

'We have settled with the IRS all lssues from the audlts of our consolldated federal income tax
-returns for the years prior to 1991. We have received Revenue Agent’s Reports from the IRS for the
years 1991 through 1996, and have filed protests contesting certain proposed adjustments. Returns
for the years 1997 through 2000 are presently being audited by the IRS. ‘Management is not aware

of any issues for open tax years that upon f nal resolutlon are expected to have a matenal adverse' . |

- effect on results of operatrons

'COLI th/gatlon On February 20 2001 the U S Dlstrlct Courtforthe Southern Dlstnct of Oth ruled
against AEP in its suit against the Umted States over deductlbllrty of interest claimed by AEP in its
consolidated federal income tax returns related to its COLI program. AEP had filed suit to resolve

- the IRS’ assertion that interest deductions for AEP’s COLI program should not be allowed. In 1998
“and 1999 the Company paid the disputed taxes and interest attributable to COLI interest deductions
-for taxable years 1991-98 to avoid the potentlal assessment by the IRS of additional intereston the -
contested tax. The payments were included in other assets pending the resolution of this matter.
As a result of the U.S. District Court's decision to deny the COL! interest deductions, net income
was reduced by $319 million in 2000. The Company has filed an appeal of the U S. D|str|ct Court's
decision wrth the U S Court of Appeals for the 6th Crrcwt

-The earnlngs reductlons recorded rn 2000 for affected reglstrant subS|d|ar|es were as follows

('ln m1111ons)

APCO .

, o $ 82
‘CSPCO " SAL e e
1M : 766]<;‘;;
- KPCo - .8
- 118




“.The Company joins in the filing of a consolidated federal income tax retum \V/vi,th.'itﬁs' affiliated

- " companies in the AEP System. The allocation of the AEP System’s current consolidated federal

" income tax to the System companies'is in ‘accordance with SEC rules under the 1935 Act These

" " rules permit the allocation of the benefit of current tax losses to the System companies giving rise to

. themin determing their current tax expense. The tax loss of the System parent company, AEP Co.,

' . Inc,,is allocated to its subsidiaries with taxable income. With the exception of the loss of the parent

" ‘company, the method of allocation approximates a separate return result for each company in the
-consolidated group. - .. o I ' ' , o

' 19. Basic and Diluted Earnings Per Share: ﬂ
* The calculation of AEP's basic and diluted earnings (10ss) per common share (EPS)is based on the
- amounts of Net Income (Loss) and weighted avera'ge common shares shown in the table below:
: R 2002 . 2001 . 2000

Gin millions - except
per share amounts

‘Income: ST .
Income Before Discontinued

" “operations, Extraordinary.

‘Items and Cumulative.. C s
Effect ol P $ 21 $ 917  $ 180
Discontinued Operations (190 86 122
~ Income (Loss). Before » ,

Extraordinary Item. . _ : S

And cumulative Effect (169) 1,003 302
Extraordinary Losses. ’ _

(net of taxgz L

Discontinuance of =

Regulatory Accounting

. For Generation . - 48) 35
) Loss on Reac$uired Debt - : @) -
-~ cumulative Effect of =~ .. .. - : ‘
- 'Accounting Change - . :
. (net of tax) . - ... - -_(350) 18 -

Net Income (Loss) = . "$(519)  $ 971§ 267
- Weighted Average Shares: .. . : ' IRRTE
_Average Common ' ... . . ‘ . . '
"~ shares outstanding . - 332 322 - 322
Assumed Conversion of : :
pilutive Stock options
“(see Note 15) . .-+
Diluted Average. Common .

1

1

shares outstanding '
.. Basic.and Diluted :. " -
. Earnings Per Common Share:
. Income Before Discontinued

~operations, Extraordinary
Items and Cumulative- = . =~ oo o .
Effect ¢ ... -+t $0.06 . -$2.85 .. $0.56

piscontinued Operations (0.57) . 0.26 . _0.38

Income (Loss) Before ‘ , o ,
Extraordinary Item and ' B oL
- cumulative Effect , (0.51) 3.11 0.94
Extraordinary. Losses - e o
- (net-of taxg: s
- Discontinuance of -
Regulatory Accounting ’ : '
For Generation = - (0.15) ~ (0.11)
Loss on Reacquired: Debt - (0.01) - - -
cumulative Effect . = = : R
of Accounting:Change . ‘ Sl
(net of tax) . - .. (1.06) 0.06 =~
e e - $(@.57)  $3.01 -
LB

b 0



N The assumed conversron of stock optlons does not affect net earnmgs (loss) for purposes of |
7o caleulating diluted earnings per share. AEP's basic and diluted EPS aré the same in 2002, 2001 =
‘_'and 2000 smce the effect on welghted average common shares outstandlng is mlnlmal

Bt Had AEP recognlzed net income in t"scal 2002 lncremental shares attributable’ to the assumed

' exercise of outstandlng stock optlons would have mcreased dlluted common shares outstandlng by o o
o _;‘v398 000 shares R : SR . L '

Optrons to purchase 8 8 m|lllon 07 mrlllon and 64 m|ll|on shares of ‘common stock were
.. outstanding ‘at December 31; 2002, 2001 and 2000, respectively, but were not included in the
- _:computation of diluted earnlngs per share because the options’ exercise prices were greater than

- the year-end market price of the common shares and therefore the effect would be antldllutlve o

5 In addition, there is no effect on dlluted earnlngs per share related to our equrty unlts (|ssued in

o 2002) unless the market value of AEP common stock exceeds $49. 08 per share. There were no

dilutive effects from equity units at December 31, 2002. If our common stock value exceeds $49.08

o .. -we would apply the treasury stock method to the equity units to calculate diluted earnings per share.
" This method of calculation theoretically assumes that the proceeds received as a result of the

| fonNard purchase contracts are used to repurchase outstandlng shares Also see Note 27

;:.‘1‘20 Supplementary lnformatlon

o ' R (1n m1'l'l1ons)
- AEP: Consol'rdated Purchased Power - e o
~..Ohio valley Electric. Corporation -

(44.2% owned by AEP System) J"L‘f?rg:i; sf;;f;rs,p- f$142;:‘§$1277kat$86 \
"*7”Cash was - pa1d for:. - : - '*?aJTfrﬁﬂﬂ{f;{‘ﬁ; i ff I I
Interest (net-of. cap1ta11zed amounts) P eito 879208972 - $842
‘ Income Taxes ..o o ;H.Iz;,xgzp;,%f“$335 o 3569 5449
st Noncash Investtng and Financing. Act1V1t1es ‘ijfy"”-~f . *f“:fﬁl‘fl R
© - Acquisitions under Capttal Leases .Y oo e 806 0 817 0 $118
&:Assumpt1on of L1ab111t1es Related to Acqu1s1t1ons ;ﬁ} gj1$j§1f$;g$l7l'j;--‘ -
”‘fExchange of Commun1cat1on Investment for Common Stock _ ?5fp’f‘$5 R

: ‘The amounts of power purchased by the reglstrant subsndlanes from Oth Valley Electnc
- Corporation, which is 44.2% owned by the AEP System for the years ended December 31, 2002
_;2001 and 2000 were: :

'APCO - cspco L I&M ;opco
“(in thousands)

" vear "Encled'becemb‘er 31, - :
2002 -2001: - 2000 -

'Year‘ Ended December 31 2002 SR
" Year Ended December 31, 2001

'v"'Year Ended December 31 2000 -
21 Power and Dlstnbutlon Pro;ects

Power Prolects R

. "'AEP owns mterests of ' 50% or less in - .

~ ~domestic unregulated .’ power plants with-a .
capacrty of 1,483 MW located in Colorado
" Florida “and . Texas."

| “In" addition to. the
- domestic projects, AEP has equrtylnterests in_-
tnternatronal power plants totallng 1 113 MW_

$53 386 $14 885 323, 282 $50 135

45,542 - 12,626 = 20,723 47,757

30 998 8 706 15 204 31 134

;.lnvestmentsm powerprOJects thatare 50% or'v ‘
. -less owned are accounted for by the equity
© -~ method and reported in Investments in Power :
- and - Distribution - - Projects - on- AEP's
B ;-*Consolldated Balance Sheets (see “Eastex” .-
within the Assets Held for Sale section of - o
Note 13), except for. ‘Eastex Cogeneration _
" .which, due to its structure, is consolidated. .
~At December 31, 2002, six domestic power
. projects ' "and - .three international = power = .
e f‘-*_lnvestments;are accounted for under the = -




. Companies (FUCO) under the Energy Policies
- Act of 1992. = Two of the international

jeqmty method The snx domestlc pro;ects are .-
i‘,comblned cycle - gas turbines that prowde;,vr
.. steam to a host commercial customer and are o
"-considered elther Qualifying Facilities (QFs)
oor Exempt ‘Wholesale Generators (EWGSs)
- .- -under PURPA The three international power -
.. investments are classified as Forelgn Utility .-~

s investments are power pro;ects and the other . -

. international investment is a company ‘which -
"~ owns an interest in fouradditional power -
.~ "projects. ‘All of the power projects accounted
. for under the equity method have unrelated
C thlrd-party Partners s o

R Seven of the above power prOJects have. o
- project-level financing, which is non-recourse -
~ to AEP. AEP or AEP subsidiaries have

“ of " domestic

partnership obligations for performance under -

guaranteed ~ $58 - million

- power purchase agreements and for debt

. service reserves in lieu of cash deposits.

E Dlstnbutron Pro;ects

" AEP owns a 44% eqUIty interest in Vale, a

Brazilian ‘electric operating company which

"Braznhan Real.’,

" losses from operations and AEP’s investment
- has been affected by the devaluation of the
In 'December 2002, AEP
_recorded an otherthan temporarylmpalrment

totaling: $141.1 million (after federal income
tax benefit of $76 million) of its 44% equity
investmentin Vale and its 20% equity interest
in Caiua.: See “Grupo Rede Investment"

within the Investment Values section of Note
- 13 “Asset Impairments and Investment Value

Losses”, for further information on the 2002

rmpalrment of AEPs Vale and  Caiua
- investments. -

v22‘Leases'-
" Leases of property, plant and equ1pment are

for periods up to 99 years and require
 payments of -

related property taxes,
maintenance and operating costs. The
majority of the leases have purchase or
renewal” options ‘and 'will be renewed or

‘replaced by other leases.

Lease rentals for both operating and capital

“leases are generally charged to operating

‘was purchased for a total of $149 million. On -
" December 1, 2001 AEP converted a $66

million note receivable and accrued interest .

~into a 20% equity interest in Caiua (Brazilian

electric operating. company), a subsidiary of
- Vale. Vale and Caiua have experienced

" leases for

expenses in accordance with rate-making
treatment for regulated operations. Capital
non-regulated property are
accounted for as if the assets were owned

and financed. . The components of rental

_ costs are as follows

; .r‘:>L-86 .



" Interest on Capita

--Lease: Payments on
0perat1ng Leases

Amortization of Capital Leases

.. Interest on Capital Leases-
. Total Lease Rental costs -

iYear Ended December 31 2002

'~ . Lease Payments on

Operat1ng Leases -

‘Amortization of Ca 1ta1 Leasesl.

. Interest on Capital Leases
Total Lease Rental Costs

,_Year Ended December 31, 2001
‘Lease Payments on -
Operating Leases

" Amortization of capital Leases'

. Interest on Capital Leases -
Tota1 Lease Rental Costs |

Year Ended December 31, 2001
Lease Payments on - -
Operating Leases

" Amortization of Capital Leases
"> Interest on Capita 8

' Leases
' Total Lease Rental Costs

. year Ended December 31 2000 L
.. Lease Payments on .

0perat1ng Leases’

* Amortization of Capital Leases-

<. Interest on Capital. Leases. .
- Tota] Lease Rental Costs:

" Year’ Ended December 31 2000

© . ‘Lease Payments on .

" Operating Leases
Amortization of Ca 1ta1 Leases

Leases

. Total Lease Rental COStS oo

e 57:fﬂ?AEPdJ
Year Ended December 31 2002 L SR

R B

“CSPCO

ffRKPCDJ

" opco

_f;Aesco'*; APCO : o I&M"'
R TRt (1n thousands) S L o
",5346 000" 576,‘143“-'5%,'634 $ 5,209 $11o 833 '$ 1,597 $68,816"
G Tom e et e Thg B
A0 I7E00 SIE603 SIS SIZas TE2a SESss
" opso f{SWEPCO citee o TNC. L e T
R (1n thousands)j'~ T S
i__s 4,403 . s3 240 $: 7, 184 s i' 981-
. AEP }_ AEGCo-—' APCO f.' CSPCoZVlTI&M kPCoZ'i"DPCo
S (1n thousands) o KR
$293,000 s7s 262§ 6,142 . $ 7,063 $104,574 .S 1,191 $63,913
.. 82,000 - 281 112,099 7 206 17,933 2,740‘”.14,443
. .°22.000 .~ - 55.° 3.789° 2.396 . 4.424 808 _ 5,818 -
D PO SWEPCO'  TCC “TNC -
L (1n thousands) R
s 4,010, s 2 277 s 5 948 -3 1"534 :
~~AEP'5 AEGCo APCo CSPCo ’””I&M ’fzf:KPCO']ffOPCO I
‘ S o (in thousands) R, el
5246 000 $73 858‘ 5’ .128',5 7,683 % 81;446l S 1, 978"551,981
118,000 281 13,900 . 7,776 .26,341 . 3,931 37,280
36,000 *__.. 55 _ 3,030 ~ 2,690 .:-10,908 : 1,054 - 9,584
" PSO ;<ﬂ SWEPCO * - TCC- ,"'ATNC:5',1 S
R (1n thousands) 'x,' -
' $ 3 269 S 1 401 S 5 410 S 1 210._: -

‘ Property, plant and equ:pment under capltal leases and related obllgatlons recorded on the

L . Consolldated Balance Sheets are as follows

>Year Ended December 31 2002

. Property, Plant and Equ1pment v,,_;,_l .

Under Capital. Leases

Production ..

D1str1but1on

.Other: RN
, M1n1n? Assets and Other ’ ,j

. -Total Property, Plant .

" and_Equipment - - e

Accumulated Amortization
- Net Property, Plant. and,

. Equipment Under. L
Cap1tal Leases

10b11gat1ons Under Cap1ta1 Leases

Noncurrent Liability. .

-Liabilit

Total Obligations Under
cap1ta1 Leases ;gr,

bue Within one vear _ 58,000 -

“CSPCo

L APCO

CheAeaco.

xamo

KPCO ™
$1,138

14,258

(1n thousands)

- $°40, obo s 3 1368 s s, 3sof $.5,728 "
15,000 © = , 7 14,589
687,000:-'1 67,395 46.791 70,140 °

: ,742,000 1 793 f7o,"763 .. 53,171 .'"90,457

©1.299:000 < 1.294 °.37,452 _26.551 __ 41,141

m‘o 000 .;35 301 ',sié’,499/11 ©$21,643  $ 42,619

~-198 ;.. 9,598 ' 5.967 8,229

15,3960
8.168 168 i

; .;>.>_b {32"

v_s' 5,093 ’

2,155

M'wm&m%

§=Zizé§



L © o Year ‘Ended Pecember 31' 2002 _ (in thousands)

" 'OPCo - SWEPCOD

' lease payments: - - - ;s__hs;,s_l_a ;izz.;ﬁ_n Liﬁ %

L-88

-~ property,” Plant.and Equ1pment R : / e ’;
¢ 7 Under Capital Leases ! a . e
.’ Production B j.?; ., $ 21,360 § -
Sepistribution v o s RS e e
-Qther:- =~ - - S .
Mining Assets and Other- » 103,018 _45.699
Total Property, Plant :
- and Equipment .. cool . 124,378 45,699
Accumulated Amortization - . _63,810 _45,699
Net Property, Plant and -
- Equipment Under R . )
Cap1ta1 Leases . o - -$ 60,568 § -
' 0b11gat1ons under Cap1ta1 ‘Leases:
" Noncurrent Liability. - $ 51,266 $
Liability Due within One Year __ 14,360
~Total oObligations Under
cap1ta1 Leases oo, 3 65,626 §. - o ‘
- . AEP AEGCo APCo CSPCo I&M KPCo © OPCo
Year Ended December 31, 2001 S ' e (in thousands) :
. Property, Plant and Equipment o ) ‘
. Under Capital- Leases - .

Production : $ 39,000 $ 1,983 §$ 2,712 $ 6,380 § 4,826 § 1 138 . § 22,477

D1ﬁtr1but1on " ) ~ 15,000 - - - 14,593 -

Other: ’ : ’ o . .

Mining Assets and other : 723,000 129 82,292 54,999 86,267 _17,658 _114,944

Total Property, Plant - = . - - : o o . . .
and Equipment © - 777,000 2,112 85,004 - 61,379 105,686 18,796 137,421
- Accumulated Amortization .. 250,000 1,801 _38,745 26,044 43,768 9,213 57.429
Net Property, Plant and';‘ S ] _
Equipment Under ‘
Capital Leases . . .. . «éi;ltggg 5 311 3$46,259 $35,335 $ 61,918 § 9,583 ' § 79,992
" obligations under Cap1ta1 Leases - RS _ o ‘
" _Noncurrent Liability . = $219 000 $ - 76 $33,928 -3$27,052 $ 51,093 3 6,742 $ 64,261
“Liability bue Within One vear __75,000 235 12,357 __7.835 10,840 2,841 16,405
Total obligations Under
Cap1ta1 Leases .  $294,000 $__ 311 $46,285 334,887 § 61,033 § 9,583 $ 80,666
Future minimum Iease payments consisted of the following at December 31, 2002:
o ' AEP - AEGCo APCo CSPCo I&M KPCo OoPCo
Capital . ; L - (in thousands) i
- .2003 o, 2 $70,000 8 249 312 483 § 7,365 . § 10,373 $ 2,623 § 17,363
.. 2004 oo 53,000 © 114 10,515 . 6,231 9,122 - 1,957 14,634
- 2005 o . 37,000 -58 6 799 - 5,279 0 " 6,506 . 1,581 - 11,442
. 2006 L oo 29,000 . 31 5,117 3,898 5,561 948 . 10.220
2007- co S A21 000 .. 29 2,668 2,969 4,024 788 - 8,694
Later Years - c e 59 o[0[] ' 79 __4.829 __ngg; 10,732 725 20,302
- Total Future M1n1mum R T : :

Lease Payments 269 000 560 42,411 34,063 " 46,318 8,622 82,655
Less Estimated Interest E1emen 41,000 61 __B,822 _ 6,453 (4,530) 1.374 -17,029
Estimated Present value of- R

Future Minimum Lease - o - - - v
Payments = - . ... ,éZ;QLQQQ 8499 ;i;tiﬁg 327,610 §==égi§i§ §=ldzé§ 3 65,626
- . fixﬁ:- RIS -} ,AEP v AEGCo APCo CSPCo I&M : KPCo ~ 0OPCo
: co (in thousands) ’
Noncan e11ab1e 0 erat1n Lease T
2003 . § 305,000 $ 73, 854 $ 4,482 § 4,608 § 95,213 § 1,031 ~$.62,784 .
. 2004 . S SR ©-271,000 - 73,854 3,723 5,111 81,246 865 ° 62,837
- 2005 ‘ - 252,000 73,854 3,114 4,013 78,968 747 62,169
- 2006 . e oo 242,000 73,854 - 2,742 ~. 1,630 77,741 -576 ' 62,481
- 2007 . o e e s 237,000 . 73,854 1,962 1 374 76,461 - 875 .- 62,880
.- ..Later Years =~ - 2 462,000 1,107,810 _ 4,384 670 -1 117 725' 1,492-- 180,548
- Total Future Minimum : .
. Lease Payments .- . i;ilggtggg $1,477,080 LZQLAQL ilgiégé iltilltiié $.5,586 $493,699
. ; R . PSO SWEPCO “TCC TNC
. Lo B S Co (in thousands)
~ .. Noncancellable Operating lLeases .
.- 2003 S - % - 2,260 8 , 912 S 1,815 $ 448
©0.2004 o Soeooe 1,998 . 617 - 1,565 .. - 296
~.-.2005 I e o 1,714 433 1 388 . 192
.7 2006 el e 1,391 317 1,086 169
2007 St .' o 1, 256f 301 603. - 167
. Later Years: = - R i - R
--Total Future M1n1mum



T other bonds. -

" “- OPCo has entered into an agreement with JMG
~‘Funding LLP (JMG) an unrelated unconsolidated = -

- JMG  has- a capital . "~ ..
- .. structure of which 3% is equity from investorswith ;-

- special purpose entlty

- no relationship to AEP or any of its subsidiaries "
- -and 97% is debt from pollution control bondsand ~-
; JMG was “formed to-design, - .
... construct.and lease the Gavin Scrubber for the -
. % - Gavin Plant to OPCo. -JMG owns the Gavin - - ..~
. . .Scrubber and leases it to OPCo.: The lease is -
" accounted-for as an operatlng Iease with ‘the. -~
.~ payment: -obligations - included . in - the: lease
footnote. . Payments under the operatlng lease "
-are based on JMG's cost of financing (both debt =

L Atanytlme dunng the Iease OPCo hasthe optlon‘ o
.- topurchase the Gavin Scrubber for the greaterof‘ R S T

" “its fair market value or adjusted acquisition cost .-

" " (equal to the un:mortlzejd de(tj)t a?]d equity of e .:The AEP System uses short-term debt, pnmanly
~““JMG) or sell the Gavin Scrubber.’ The initial 15~ -
' year lease term is non- -cancelable. Attheend of - -
" 7 the initial term, OPCo ‘can renew the lease, .
" purchase the Gavin Scrubber (terms’ previously .~
mentioned), or sell the Gavin Scrubber. - In case - -

7. "of a sale at less than 'the adjusted acqursrtxon'
o _?"i:cost OPCo must pay the d|fference to JMG '

S The use of JMG allows AEP to enter rnto an"~;.-
- _operating lease while keeping the tax benefits .
. . 'otherwise associated with a capital lease. Asof " .
. .. December 31, 2002, unless the structure of this. -+~
_:,-arrangemenhs changed, itis reasonably possible - -
. that AEP will consolidate JMG in the third quarter- o
of 2003 ‘as a result of the issuance .of FIN 46. "
. Upon consolidation, AEP.would record the assets, .
- liabilities, depreciation expense, minority interest *
'~ and debt interest expense of JMG. "AEP would--
. eliminate .operating - lease :- expense AEP's ™
- maximum exposure to_ loss ‘as a result of -its -
. involvement with JMG is” approximately $560
" million of outstanding debt and equnty of JMG as }" e
- ;ofDecember31 2002 DU e

‘ ,,debt from a syndlcate of banks and secuntles ina 'i__ S
pnvate placementto certaln |nst|tut|onal |nvestors ‘

. r

yjﬂThe gam from the sale was deferred and is belng: '

~amortized over the term ‘of the lease, which - -

- expires in 2022.: The Owner Trustee owns'the = -
- plant and leases lt to AEGCo and I&M. The lease . -
“is accounted for as an operating lease with the
‘payment obligations . included in ‘the lease :
footnote. The lease term is for 33.years with .~

“ potential renewal options. At the end of the lease
“term, AEGCo and 1&M have the option to renew -
-the lease or the Owner Trustee can sell the plant

. 'and .equity) .and include an amortlzatlon,-'.?..:Aj‘f*if’rAEGCO I&M nor AEP has ownership interestin -

..~ component plus the cost of -administration.. :
. Neither OPCo nor AEP has an ownershlplnterest e

- .‘_,the Owner Trustee and do not guarantee its debt =
o . In JMG and does not guarantee JMG s debt.

SRR 23 Lmes of Credlt and Sale of Recelvables '

) Llnes of Credlt — AEP System

- Gommercial paperand revolving credit facilities, to -~ *
~meet fluctuations in working capital requirements ) o
“.and other interim - capital needs. AEP has -
7. established a utility money pool and a-non-utility
‘f;money pool to coordinate short-term borrowings -
.~ ‘for certain subsidiaries. Utility money participants
» %" include ‘AEGCo, APCo, CSPCo, 1&M, KPCo,
- 'OPCo, PSO, SWEPCo, TCC and TNC. AEP also
“incurs borrowings outside of the money pool for
" other ‘subsidiaries. 'As of December 31, 2002, -
- AEP had revolvmg credit facilities totallng $3.5
- billion to'support its commercial paper program.
- At December 31, 2002, AEP had $3:2 billion” "
‘,‘,outstandmg in"short-term’ borrowings of which
" 7$1.4 billion was commercral paper supported by
f_:_the revolvmg credit facilities. The .maximum .
. -amount of commercial paper outstandmg during =
~‘the year, which had a weighted average interest
* rate during 2002 of 2:47%, was $3.3 billion during
" April 2002. On December 11, 2002, Moody's
“Investor: Servrces placed AEPs Prime-2 short-
" term rating for commercial paper under review for
.. “possible downgrade. . On January 24, 2003,
" Standard & Poor's Ratmg Services placed AEP’s

»AEGCO and |&M entered rnto a sale ‘and f""'“i",’v.‘A-ZShort-term rating for commercial paper under

leaseback transaction in 1989 with Wllmlngton ‘Z'-fvi""_: review for possible downgrade. On February 10,

~ . Trust Company (Owner Trustee) an unrelated ' * - * 5503, ~Moody's Investor Services downgraded '
- unconsolidated trustee for Rockport Plant Unit2 -~ -

~ (the plant). Owner Trustee was capitalized with - L

- equity from ‘six owner: participants -with no. L

- ‘relatlonshrp to AEP or any ofits subsrdranes andv_-_vf.‘i.;-: AEP wnll use other sources of funds as necessary R

- AEP's short-term rating for commercial paperto. - |
“Prime-3 from Prime-2. As a result, AEP's access
“to the commercial paper market will be limitedand




| The regrstrant subsrdranes mcurred lnterest‘}}f-c ﬂtransactlon was entered into to allow AEP credrt -
' expense for amounts borrowed from the AEP .. torepayits outstandmg debt obligations, continue -

Y SAEGCO L

"L oPCo
.. PSO.

CeeTeC

| K Sale of Recelvables AEP Credrt

o agreement with a group of banks and commercial

. agreement, which expires May 28, 2003, AEP .
" Credit sells ‘an interest in the receivables it . -

',”’f'banks and, recelves cash Thls transactlon -

. taken off of AEP Credit's balahce ‘sheet and -
» allowmg AEP Credit to repayanydebtobllgatlons o

'-"ff'money pool asfollows i .j i _“to purchase the AEP. operating ;companies’

’ Year Ended December 31, .

2002 - 2001 2000 -
(1n ?1111ons)

"“At December 31 2002 the sale of recervables'

50.4. 0.8 -
S APCO e ggg.._’ _ .g_ ; S viagreement provided the banks and commercial
S aam s 0.4 1 - ;~ :paper conduits would purchase a- ‘maximum of -
- KPCO - 38 3 -7 $600 million of receivables from AEP Credit, of
- 5.4 3.0 which $454 million was . outstanding. ~ As .
" SWEPCO | s 4 -+ collections from receivables sold occur and are .
S308 1 - remitted, " the - “outstanding - balance : for " sold

T TINC.

Interest |ncomeﬁe‘arned from Varn)ounts adyanced " V:f;;f?_'recelvables is reduced and‘as new recervables
46 the “AEP.. ‘mone ool b the re |strant - “-are -sold, the - outstanding~ balance ‘of sold -
' Y p» y g -~ receivables increases. All of the recelvables sold

. subSIdlanes werer 1T . “represented ‘ affiliate " receivables.” The
' W—_ﬁ%%cﬂ“"“lmg%éﬁ ~" ‘commitment's_new term- under _the sale - of
AU AT LA T  Gin m_T’ons) : " *receivables agreementwrll remain at$600 million
| AEGCO. oo 801 R ~ until May 28, 2003. -AEP Credit maintains a
. APCO. .. 2.0 . 1.7 DU
" CSPCo- = 10300 0.8,; . 71.1 0 T retained interest in the receivables sold and this
. e 2.0 - 3;5, 9.0 " interestis pledged as collateral for the collection
o OPCo A it 000087 T v8e s 3.4 T of the receivables sold. The fair value of the
RSO e gy Z 7. retained interest is based on book value due to
ST BRI 2_.0 o 0.1-_ "= .. the short-term nature of the accounts receivables
RN HESR RSN e R . less an. allowance for antlcrpated uncollectlble
L Outstandmg short-term debt f AEP o accounts , ) o
i Consolldated consrsted of o S L
' CLoeL T : December 31 T ‘AEP Credlt purchases accounts recelvable
SRIE R L zoofn m -1'“wn_<s)r . .,.;.j;through purchase agreements - with ' affiliated
T Ba'lance outstandmg . .-, . companies and, untilthe frrstquarterof2002 with
:-’ ggﬁgrz?ﬁbpgper 5%2‘{; ~LTSL063 . non_afiiliated companies. - . As a.result of the

. Total - @ o m . restructuring of -electric- utilities ‘in the State of -
-+ e.x Texas, the purchase agreement between AEP

A - -... ..+ Credit~and - Reliant Energy,’ lncorporated was

. . ~terminated as - of January 25,72002 -and the -

AEP Credrt entered rnto a sale of recelvables “.*: purchase ‘agreement between AEP Credit and

- " Texas-New .Mexico- Power - Company, ‘the last -

remalnlng non-affiliated company, was terminated

*‘on February 7,-2002. ‘In addition, the purchase-

1 . paper conduits. Under the sale of receivables

-~ agreements’ between AEP Credit and its Texas
= affiliates AEP Téxas’ ‘Central Company (formerly o
f*-Central Power and Light Company) and AEP.
. conslutes @ sal ofrecovbles it 20204aCE  Teyas Norlh Company (fomerly Wos! Toras
B Utrhtles Company) were termmated effectlve

- ':’ March 20 2002

" acquires to the commercral paper conduits and -

* * AEP has no ownership interest in the commercial

o paper. condurts ‘and .does not consolidate these - o

entltles in accordance with GAAP. We continue » ;" -
e Ato service the recelvables ThlS off-balance sheet

,recelvables and accelerate lts cash collectlons



Comparatlve accounts recelvable mformatlon for AEP Credlt
e L ‘ ‘ RS / A AR

Year Ended December 31
2001

) | ' , (1n m1111ons)
Proceeds from Sa1e of e T . T
Accounts Receivable 5.;j, : $5 513 e $1 134 B

o Accounts Receivable *
+« +Retained Interest Less - e
- -2 uncollectible Accounts - . -7 .-
Lores 0 20 o0 and Amounts P1edged as oo R
T f!'i collateral -. - - e 76 e
*+. 7. peferred Revenue from . .0t o
" Servicin Accounts ;-iﬂ* ST PO S
* Receivable ' T A
~Loss on sa1e of Accounts]’ P S
* Receivable - , o R SR - A
- Average variable T TS
_Discount Rate ) S - 1.92% . LT 2.28% 0
» Retained Interest 1f 10% T I P .
Adverse change in Lo R O T
. uncollectible Accounts . - . .0 74. - - 142 "o S T
"Retained Interest if 20% -~ - ... . LSy
Adverse change in s T L
Unco]]ect1b1e Accounts . ff : 72,¢1‘1 . 140_??

1437

SR Hlstoncal loss and dellnquency amount for the AEP System s customer accounts recelvable managed _
N portfollo - . SENEA

: ."'VFace value. :
Year Ended becember 31, -
22002 .. 2001

(in mi1]ions)‘

Customer Accounts Rece1vab1e Reta1ned : ';tf:; Lot $ 466 ,“'v$‘-343 ‘
Miscellaneous ‘Accounts Receivable Reta1ned R ;.f 1,394 ¢ 1,365
- Allowance for-uncollectible Accounts Retawned - PR - (119) e - (69) -

* Total Net Balance Sheet Accounts Rece1vab1e T 1 741 . .- 1,639

- ‘Customer Accounts Receivable Secur1t1zed (AfFiliate) o . T 454 { S 560
". Customer_ Accounts Receivable securitized (Non-Aff111ate)A Y S 485
' - - Total Accounts Rece1vab1e managed .- Co . :EZ;ZEE L

Net Unco11ect1b1e,Accounts written OFf ~ - L}g';7 T a8 72

et




Miscellaneous account receivable have been
fully retained and notvsecurltlzed. o

At December 31v 20'02 deiinquent customer

' accounts recelvable was $30 m|lhon

_Under the factonng arrangement certam of

. the registrant subsidiaries (excluding AEGCo)
" sell without recourse certain of their customer

accounts - receivable - and . ‘accrued utility

‘ _ revenue balances to AEP. ‘Credit and are

charged a fee based on AEP Credit fi inancing

_Customer accounts‘recelvable retalned andf'
* securitized for the domestic electric operating .
-companies -are managed .by' AEP Credit. -

‘ ‘The fees pald by the reglstrant subsudlanes to

- AEP Credit for factonng customer accounts

recelvable were; ‘ y
Year Ended Decembgr 31,
2002 2001 2000
Gin mill ons)
APCoO $ 4.8 $ 5.2 $. -
- CSPCo 15.8 15.2 10.8
I&M 7.4 8.5 6.8
KPCo . 2.7 . 2.7 1.9
oPCo . - 11.4° 12.8 . 8.4
- PSO 7.2 - .9.6 - 8.3
SWEPCo 5.4 7.4 9.2
TCC 2.2 14.7 - 15.7
TNC 1.4 3.8 . 4.0

. costs, uncollectible accounts experience for

~each companys receivables and

administrative costs. The costs of factoring -

-~ customer accounts receivable is reported as

_an: operating. .expense. - The  amount . of
factored accounts receivable and accrued
utility revenues for each reglstrant subsndlary
was as follows: :

1 December 31.

- o %002 114 2091
company in millions
APCo 67.6. . % 61.2 -
CSPCo 114.3 . -105.7

- IM - 103.7 .. 7:°94.9

" KPCo - . 29.5, - .26.2
oPCo B 109.8 7 :100.2"

- PSO . - 83.7 -70.7
SWEPCo - 65.2 - 81.6
TCC o - ~145.g .

TNC el - - 735,

Loz



. ‘;24 Unaudlted Quarterly Fmanclal lnformatlon

L ,The unaudlted quarterly fmancral |nformat|on for AEP Consolldated follows

:311»2002 Quarterlv PerlOdS E"dEd

‘March 31;!u~3"

L Sept 30

:_f}(In M1111ons - Except'
 per sShare_ Amounts)
. Revenues . ..:

" 'Income .(Loss) Before

.~ Discontinued 0perat1on5,,;re S

-_Extraordinary Items

-7 and cumulative Effect"} 159 Af}“’“
.- Net Income (LoSS) - (169);‘,g;'

- <7 :Earnings (Loss) -per Share
"A Before Discontinued .- SR
- Operations,Extraordinary.

-~ Items .and- Cumulat1ve R

Effect® . ; o 49 igy;.f

. Earn1ngs (Loss) per
: Share e R

e S $3 169 “7;,W g
.7 --Operating- Income (Loss)_ AS9Tn

June 30

""$3;575i7'~' 53 870

158 T 386

owf'“jllzs

::2001 Quarterlv Periods Ended

049 "1A14:3'“”°

- Dec. 31

x5 83,041

(405)

:.:(682)’.
"(837)r;

Q.o
2.47)

R .;_(In M1111ons - Except
i o per share Amounts)

Revenues . - s

" Income: Before

© ... _Discontinued operat1ons,ﬁvc jfjl”{ggQ»:
. Extraordinary Items ..o

“and cumulat1ve Effect
. Net Income . . ‘ .. S
~ Earn1ngs per share Beforej"f

- Dbiscontinued 0perat1ons,?;“-,'7’ SO

a-ﬂd;77.’:vsf‘iF:Tlgzsf;i,:

“Extraordinary Items

+ . and Cumulative Effect*%# ;0172§7;_3‘;$9
o Earn1ngs per share**** 5~1 0. 83*;,m'» -

: msued|n2002

: March 315;;‘

- L $2 910
. 'Operat'l ng Income . ;Vf, 5217 o

June 30 - - _sept. 30

$3 259 .

232 0 a1

' '_A"**Amounts for 2002 do not add to $(1 57) earnmgs per share due to roundlng

r $3 733{':_
szzv;, & 824,,4~

Casto e

~_Dec. 31 _

82,865

215

37
52

0012
o0l

o Amounts for 2002 do not add to $0 06 earmngs per share before Dlscontlnued Operat|ons , f_ ‘
" Extraordinary Items and Cumulatlve Effect due to roundlng and the dllutlve effect of shares

Sy _,.’_'**Amounts for 2001 do not add to $2 85 earnlngs per share before Dlscontlnued Operatlons
S Extraordlnary Items and Cumulatlve Effect due to roundlng R

: ****Amounts for 2001 do not add to $3 01 earnlngs per share due to roundlng

o _f_;_The unaudlted quarterly fi nanCIal mformatron for each AEP reglstrant subsndlary follows
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5
[
[e)

cspco 18

I Quarter1v Per1ods Ended o  3 AEGCo © APCo

o ‘ (1n thousands)
'2002 i DR L T ,i” - R s
March 31 i o ; v ’
0perat1ng Revenues . ﬂ$49 875 $462,605 ‘ $314 826  $352,235 § 99,185

.. Operating Income L : 1,767 81,554 . 45,548 30,363 15,484
. Income Before ;i Lo lnt o ' o

: Extraordinary’ Items R 1,893 55,341 . 33,858 11,058 10,246

' Net Income . . P 1,893 55,341 33,858 11,058 10,246

.June 30 R T S L : -
Operating Revenues '~ .7 Tivo . -$53,356 - $432,015 $343,813  $369,043  $ 92,164
Operating Income R S 1,504 65,224 58,040 19,865 9,550
Income Before . i B . : . : ) -

Extraord1nary Items Hl . 1,718 46,608 51,721 - 7,494 5,246
Net Income 1,718 46,608 51,721 7,494 . . 5,246
September 30 ISR T U Con S , o A .
Operating Revenues BT *3 - © . $55,988 $474,282 $428,437  $421,472° $100,359
Operating Income - - v 1,436 81,365 "~ '89,033- '~ 57,004 11,119
Income Before Extraord1nary Items : 1,947 53,947 76,117 . 35,312 . 5,994
Net Income oo , _ © 1,947 53,947 76,117 35,312 5,994

. December 31 . D ! -
Operating Revenues I $54,062 $445,568 $313,084 $384,014. $ 86,975
Operating Income - .. . 1,422 73,920 27,158 43,957 - 6,044
Income (Loss) Before - e

Extraordinary Items ’ 1,994 49,596 19,477 20,128 (919)
Net Income (Loss) R , 1,994 49,596 19,477 20,128 . (919)
- Quarterly. Per1ods Ended e . 0PCo PSO - SWEPCO TCC TNC
o , B : (in thousands)
. 2002h 3 _ o ,
X .- March 31 . L TN C : L S .
T . Operating Revenues e $520,652 $148,986 $222,259  $278,910 $103,626
S Operating Income. = .- : 83,716 . 8,410 22,469 55,445 11,145
Income (Loss). Before Extraord1nary Items 64,051 (1,648) 8,159 24,445 3,992
Net Income (Loss) . - 64,051 (1,648) 8,159 24,445 3,992
June_30 : B T Lo S R
Operating Revenues S $521,365 $158,330 $263,074  $360,391  $104,452
Operating Income : : 61,046 20,2010 31,988 64,319 - 5,547
Income Before Extraord1nary Items 55,348 - - 11,620 18,155 33,535 - 675
Net Income . ‘ 55,348 . 11,620 18,155 33,535 675
September 30 . i -";- S : S . i )
Operating Revenues = - e $566,366 $230,098 - $362,423 $546,260 $152,667
" Ooperating Income (LosS) - 97,210 © 50,710 60,254 118,204 ‘ 308
Income (Loss) Before Extraord1nary Items 80,258" 41,002 45,794 93,383 - - .54,193)
Net Income- (Loss) S . 80,258. 41,002 . 45,794 93,383 . (4,193)
December 31° - R : : :
.. - _Operating Revenues- . O .- $504,742  $256,233 - - .$236,964  $504,932. $ 89,995
' Operating Income (Loss) " : ' . " 56,357 5,400 27,758 155,765 '~ "(8,513)
‘Income- (Loss) Before .. . il o i ISP UNR o L
Extraordinary Items o . 20,366 (9,914) 10,884 124,578 (14,151)
‘Net Income (Loss)' Co . 20,366 (9,914) 10,884 124,578 (14,151)
Quarter]v Perwods Ended e - AEGCO = APCo. CSPCao &M _ KPCo
i R Lo o (in thousands) - .
2001 g .

,March 3 - R T . N . C R

'~ Operating Revenues ' - -'j:‘l" 2777 $60,507  $501,204 - $327,437  $387,813 - $100,681
Operating Income ‘ .. - - 1,807 .88,152 - 51,932 52,698 12,604
:Income Before Extaord1nary Items ) 1,980 61,787 37,671 32,363 7,075
Net Income } - 1,980 61,787 37,671 32,363 7,075

.~ June 30 ' Voo e s ) ) : ’

* Operating Revenues ‘ $52,217 $430,412 $333,995 $382,234 $ 89,541
_Operating. Income - . .- 1,882, 59,362 62,894 47,340 - -8,364
Income Before Extrod1nary Items oo 22,0630 - 36,419 ¢ 47,418 27,374 - 2,742
_Net: Income L e : 2,063 36,419 21,011 27,374 2,742

) Segtember 30 o et ‘ :
Operating Revenues S . $57,417 $434,450 . $375,691  $398,457 $ 96,197

. Operating Income - 1,615 60,381 76,920 44,509 12,587 -
Income Before Extraord1nary Items . - 2,051 - 30,317 65,318 25,064 5,312
Net Income . = . ) 2,051 30,317 65,318 25,064 5,312

.. December 31 - T , R - : -

. Operating Revenues. ' S . $57,407 ° $418,193 $313,196  $358,493 § 92,606
Operating Income : I 1,673 67,091 - 60,431 15,158 14,123
Income (Loss) Before - - ; ’ : Lo -

Extraordinary Items - 8 . 1,781 33,295 - 41,493 (9,013) - 6,436

« Net Income (LOSS) ™~ ". .. .+-1,781 33,295 . 37,876 (9,013)- 6,436 -



- Igiisegtember 30

B fffDecember 31 ‘“:~"

" SWEPCO .- - ch-fv L INC
(1n thousands) o

,,“vhouarterlvvberiods
20010 o
: ';March 31
i 0perat1ng ‘Revenues

sssz 503 szzs oso -5267,‘117' s432,910 ':"3141;64'9 ok
4,756.° °."8,340 :°33,086" . 64,152 .. 5,392°

~“- “operating Income S B . n
“._Income '(LOSS). Before Extraord1nary Items 53,397 (1 560) - -19,869 ~35,031. ° . 891

Net Income (Loss) NI _ 53 397 (1 560) : 19 869d§ “35,031'7",” 891

N une 30 :
“operating Revenues :
‘-Operating Income .
~Income Before Extraord1nary Items
"Net .Income -

'$512 196 - $265 360 $271 748 - $470,420 - -$139,228 .
;47,067 . 21, 942~ : 32,649 - - 82,351 .- -'12,428 -
f}32,094. ©11,9217 717,784 52,518 - 6,133
- 10,579 11 921:°. .17, 784 .+ -52,518 . 6,133

“Operating Revenues . " 6350535 5325 373 $331,441 © $527.117 ~ '$181,433 -

“Operating Income o - ..69,668 ...59,914 .. . 60,194 - 112,598 - -17,745.
"~ Income Before Extraord1nary Items L 51, 3784 8 51,069-_ . 46,357:- 83,702 - .-14,067 -
. Net Income C o :

51 378 ‘{51,069'.: " 46,357 0 -/83,702 ’14 067

Operating Revenues - ;'__5497;871. S141,187 5231020 $308,390 § 94,148’

' Operating Income (Loss)

~ 59,219 .. 6,792 19,378 36,630 - - (2, 175)

.~ Income "(Loss) Before o .Vj»:y’ SR o e .
J .. Extraordinary Items ST o 28,924 - (3,671) ~ °5,357 ° 13,536 (8, 781)
.- Net .Income. (Loss) ,;_,h‘,i, L 32 091 ~(3,671) ;. 5,357 11, 027 - (8 781)

- ]»lncome Before Drscontrnued Operatrons Extraordrnary ltems and Cumulatlve Effect for the fourth
' quarter 2002 decreased $896 million from the prior year due to the impairment loss and impairment

" value losses of approxrmately $1,188 million (pre-tax) to reduce the valuation of under-performing
assets. In addition to the impairments that were recorded during the fourth quarter a change in

‘ ... "AEP’s Accumulated Other Comprehensive Income (Loss) of $585 mrlllon for pensron lrabllrty had a o
.,negatlve effect on each reglstrant s Consolrdated Balance Sheets ’ . :

- 25 Trust Preferred SecurltreS' o

bl'—v;_The followrng Trust Preferred Secuntres rssued by the wholly-owned statutory busrness trusts of

. -P8O, SWEPCo and TCC were outstandrng at December 31, 2002 and December 31, 2001. They
““are classified on AEP's, PSO's, SWEPCo's and TCC's Balance Sheets as Certain-Subsidiary

- Obligated, Mandatorily Redeemable Preferred Securities of Subsidiary Trusts Holding Solely Junior
. Subordinated Debentures of Such Subsidiaries.. The Junior Subordinated Debentures mature on
. Apnl 30 2037 TCC reacqurred 490 000 trust preferred unrts dunng 2001 ' :

RS units tc : .
: : - "77. . Issued/ . ;t.'ﬂr,,u R SRR Descr1pt1on of
B D L T ,f-"outstand1ng c - 77 Underlying. :
- -Business Trust ' - Security. .- t 12/31/0 Amgggg at Decemb86131, ~ Debentures of Reg1strant
. cplicapital T . 8.00%, series A"~ 5,450,000, 5135 . 1"5_136 e, $141 willion;

8 00% Series A

'fubso.caofta1ti ﬂ"'38.00%>h5erfes R’ k fz75:“17:?‘ff1 75‘j m'v' Pso '$77 million, .
' aee , 5 R S e B 00%, -Series A ‘
R :SWEPCO Cap1ta1 1 7 875% Ser1es A #-4,400,000 1110 110 SWEPCO, $113 million,
) ) . N L - © 7. 875% Series A

. Each of the business trusts is treated as a subsidiary of its parent company. The only assets of the
. business trusts are the subordinated debentures issued by their parent company ‘as. specified
~ above. In addition to the obligations under their subordinated debentures, each of the parent” -
companles has also ‘agreed to a secunty obhgatron Wthh represents a full and uncondrtronal-
guarantee of |ts capltal trust obllgatlon : G T e R C

'26 Mmorlty Interest |n Fmance Subsrdrary

o In August 2001 AEP formed AEP Energy Servrces Gas Holdlng Co Il LLC (SubOne) and Caddls"‘f

‘”Partners LLC (Caddrs) SubOne IS a wholly owned consohdated subsrdrary of AEP that was' o

R



" capitalized with the assets of Houston Pipe Line Company, Louisiana Interstate Gas Corpany (AEP

* subsidiaries) and $321.4 million of AEP Energy Services Gas Holding Company (AEP Gas Holding
- is an AEP subsidiary and parent of SubOne) preferred stock, that is convertible into, AEP common
. stock at market price on a dollar-for-dollar basis.” Caddis was capitalized with $2 million cash and a
- subscription agreement that represents an unconditional obligation to fund $83 million from SubOne
~~and $750 million from Steelhead Investors LLC (“Steelhead” - non-controlling preferred member
interest). As managing member, SubOne consolidates Caddis. . Steelhead is an unconsolidated
- special purpose entity and has a capital structure of $750 million of which 3% is equity from
investors with no relationship to' AEP or any of its subsidiaries and 97% is debt from a syndicate of
~ banks. The use of Steelhead allows AEP to limit its risk associated with Houston Pipe Line
Company and Louisiana Intrastate Gas Company. R

~ Under the provisions of the Caddis formation agreements, Stéelhead receives a quarterly preferred
return equal to an adjusted floating reference rate (4.784% and 4.413% for the quarters ended
. December 31, 2002 and 2001, respectively).- Caddis has the right to redeem Steelhead’s interest at
any time. - B - -

The $750 million invested in Caddis by Steelhead was loaned to SubOne. This intercompany loan
to SubOne is due August 2006, and is supported by the natural gas pipeline assets of SubOne, a
- cash reserve fund of SubOne and SubOne’s $321.4 million of preferred stock in AEP Gas Holding.
~ .The preferred stock is convertible into AEP common stock upon the occurrence of certain events
including AEP’s stock price closing below $18.75 for ten consecutive trading days. AEP can elect -
.not to have the transaction supported by such preferred stock if SubOne were to reduce its loan with
 Caddis by $225 million.  The credit agreement between Caddis and SubOne contains covenants
“that restrict certain incremental liens and indebtedness, asset sales, investments, acquisitions, and

distributions. The credit agreement also contains covenants that impose minimum financial ratios.

Non-performance of these covenants may result in an event of default under the credit agreement.
‘Through December 31, 2002, we have complied with the covenants contained in the credit
~ agreement. In addition, a default under any cother agreement or instrument relating to AEP and
certain subsidiaries’ debt outstanding in excess of $50 million'is an event of default under the credit

agreement.

" The initial period of Steelhead’s investment in Caddis is through August 2006. At the end of the
initial period, Caddis will either reset Steelhead'’s return rate, re-market Steelhead's interests to new
“investors, redeem Steelhead’s interests, in whole or in part including accrued return, or liquidate

. Caddis in accordance with the provisions of japplilcable agreements. .

Stéelhééd has céfféin rights as a preferred merhbér in'Cadd'is'. }Upon the occurrence of certain

. events including a default in the payment of the preferred return, Steelhead's rights include: forcing

" . aliquidation of Caddis and acting as the liquidator, and requiring the conversion of the AEP Gas

: ; ;. Holding preferred stock into AEP common stock. If Steelhead exercised its rights to force Caddis to
+ - liquidate under these conditions, then AEP would evaluate whether to refinance at that time or
- -relinquish the assets that support the intercompany loan to Caddis. - Liquidation of Caddis could

~© . negatively impact AEP's liquidty.

‘Céddis' aﬁd_'Sfuané are ééc':h‘a' limited liability company, with a separate existence and identityvfrom
-+ its members, and the assets of each are separate and legally distinct from AEP. The results of

: e -operations, cash flows and financial position of Caddis and SubOne are consolidated with AEP for ﬁ
*._financial reporting purposes. ‘ Steelhead's investment in Caddis and payments made to Steelhead

- from Caddis are currently reported on AEP’s consclidated statements of operation and consolidated
- balance sheets as Minority Interest in Finance Subsidiary. = .-~ - - - ST

" AEP's maximum exposure to loss as a result of its involvement with Steelhead is $321.4 million of
- - preferred stock, $83 million under the subscription agreement to Caddis for any losses incurred by

~ -+ Caddis and the cash reserve fund balance of $34 million (as of December 31, 2002) due Caddis for

L -




e Steelhead transactron

. ':'",_'default underthe mtercompanyIoan’vagreement AEP can reduce |ts maxrmum exposure related to :_ RE

" the preferred stock by a reductlon of $225 mrllron of the rntercompany Ioan ‘_ S

',As of December 31 2002 we are contlnurng to revrew the applrcatlon of FIN 46 as rt relates to the - 3

27 Equrty Unrts

. -In June 2002 AEP lssued 6 9 mrllron eqUIty unrts at $50 per unlt and recerved proceeds of $345 ' _' c
“"“A'mrllron Each equrty unrt consrsts of a fon/vard purchase contract and a senror note ' o

o The fon:vard purchase contracts oblrgate the holders to purchase shares of AEP common stockon o
-~ August 16, 2005. The purchase price per equity unitis $50. The number of shares to be purchased - .
“under the forward purchase contract will be determined under a formula based upon the average -

_.closing price of AEP. common ‘stock near the stock purchase date. Holders may satisfy their ..~

L obhgatron to purchase AEP common stock under the forward purchase contracts by allowing the h

“senior notes to be remarketed or by continuing to hold the senior notes and using other resources

. as consideration for the purchase of stock. If the holders elect to allow the notes to be remarketed,
" the proceeds from the remarketing will be used to purchase a portfolio of U.S. treasury securities

that the holders wrll pledge to AEP in order to meet therr oblrgatlons under the fonrvard purchase
vcontracts ' S . :

" The senior notes have a prrncrpal amount of $50 each and mature on August 16, 2007 The senior -
- notes are the collateral that secures the holders requrrementto purchase common stock underthe ‘
;'fon/vard purchase contracts R : : c o

L AEP wrll make quarterly mterest payments on the $enior notes at the mrtral annual rate of 5. 75% o

" Theinterest rate can be reset through a remarketing, which is initially scheduled for May 2005. AEP - - .
- will make contract adjustment payments to the purchaser at the annual rate of 3.50% on the forward -

- ~purchase contracts. The present value of the contract adjustment payments has beenrecordedasa -

- $31 million liability in Equity Unit Senior Notes offset by a.charge to Paid-in Capital. Interest -
- payments on the senior notes are reported as mterest expense Accretron of the contract adJustment ’
o payment Ilabllrty is reported as rnterest expense SR S -

r'AEP applres the treasury stock method to the equrty unlts to calculate dlluted earnrngs per share o
. This method of calculation theoretrcally assumes that the proceeds recerved as a result of the .
o fon/vard purchase contract are used to repurchase outstandlng shares : :




. INC

CSPCo PSO SWEPCo TCC and TNC'have generatmg ,_unlts. that are jomtly owned W|th :
. unaffiliated companles Each of the parhcupatlng companies is obhgated to payits share of the costs -
" of any such jointly owned facilities in the same proportion as its ownership interest. Each AEP

registrant subsidiary’s proportionate share of the operating costs’ associated with such facilities is
included in its statements of i income and the mvestments are reflected inits balance sheets under

utility plant as follows

Company's share

-__December 31,

3007

(a) Varying'percentaoes of ownership.

. The'accumulatedAdepfeoiation"with respeot to

each AEP registrant subsidiary’s share of

jointly owned facmtles is shown below:

L December 31,
2002

~*CSPCO

‘ 2001
’:t " (in thousands)
$436 683 .. $410,756
7 PSO 49, 085,~;v '35,653
- SWEPCo 450 057 392,728
TCC . 927,193 - - 863,130
- 100,430

.102,542 :

S 29 Related Party Transactlons

L AEP System Power Pool

‘ 2001
Percent Ut1]1ty : construct1on utility Construction
of. ‘ “Plant 0 owork Lo Plant work
0wnersh1g in_Service . _in Progress in_Service _in Progress
: : o ] o (in thousands) .- : (in thousands)
CSPCO ; * Lol Do e T P . :
Ww.C. BeckJord Generat1ng Stat1on . T .
(unit No. 6) ) 12.5° S ) 15'487_~r $ 49 $ 14,292 $ 884
" Conesville Generat1ng 5tat1on L R : . : :
(Unit No. 4) T 43.5 81 960,_, io279 81,697 494
© J.M, stuart Generat1ng station . 26.0 ©197,276 -~ 44,865 - 193,760 ~27,758
© .- Wm. H. Zimmer Generat1ng Station. ~2%.§ C o 7gi ggg-n . 13.8;{ o 72;,2;% 2,634
Transm1ss1on T . . a L 1
PSO: s ’
oklaunion Generat1ng Stat1on : .
(unit No. 1) 15.6 § 83,562 s 777 $ 82,646 $ 634
" SWEPCo: ; ’ T T L e I
Dolet H111s Generat1ng Stat1onA = ’ R )
(unit No. 1) S 4002 % 7235,3660 7 -1,313 0 $ 234,747 $ 675
Flint Creek Generat1ng stat1on : S
(Uunit No. 1) 50.0 91,567 1,052 83,953 C 213
Pirkey Generat1ng Stat1on ] . . -
(un1t No. 1) . ... . 85.9 . 451,136 . 2,197 439,430 10,577
0k1aun1on Generat1ng Stat1on e T LU e S : :
- (Unit No. 1) vieoo 7.8 -%-738,055 . $:-369: - § 37,728 - § 318
" South Texas PrOJect Generat1ng ) } - ’ . - !
° Station (Un1ts No 1 and 2) .- 7 25.2 - 2:364:359-:' '43:887 2,360,452 41,571
TNC: SRS S I : : ,
oklaunion Generat1ng Stat1on .
(Unit No. 1) 54.7 § 277,946  $ 3,650 $ 279,419  $1,651

APCo, CSPCo, 1&M, KPCo and OPCo are
- parties to the Interconnection Agreement, .
as amended (the

‘Interconnection Agreement), defining how

dated “July 6, 1951,
they share the costs and benefits associated
with their generating plants. This sharing is
based upon each company's “member-load-
ratio,” which is calculated monthly on -the
basis of each company’s maximum peak
demand. in. relation to the sum of the

~maximum - peak demands of all five

companies durmg the preceeding 12 months.
In addition, since 1995, APCo, CSPCo, I1&M,
KPCo and OPCo have been parties to the
AEP System Interim Allowance Agreement

_ Wthh provndes among other things, for the



t"transfer of SOZ A||owances associated with’ f'udated as of January1 1997 (CSW Operatmg .

" transactions ~under "‘the”. Interconnectlon"f3._;[7"‘Agreement) The CSW Operating Agreement R

o 'Agreement -As part of AEP s restructurlng,;;,:r ~ wrequires the operating companies of the west
-r_j:settlementagreementfled with FERC, under .-~ zone-to maintain specrfled annual’ planﬁrng_*‘
* - certain conditions. CSPCo and OPCo would . ‘reserve marglns and requires the operating

no longer be parties to the Interconnectlon}ﬂ

-.“.. companies that have capacity in excess of the
Agreement and certain other modlﬂcatlons to- ’

x.*lts terms would also be made R R ],favallable for  sale to  other - operating
N R -~ .companies as ‘capacity commitments. The
Power marketlng and tradlng transactlons_:f[ -'f";CSW Operating Agreementa!so delegatesto :
" (trading activities) are conducted by the AEP : . AEP Service Corporation the authority to
- Power Pool and shared ‘among the parties = c_oordrnate ‘the  acquisition,  ~ disposition,
" “under - the"“Interconnection - “Agreement.”- .- planning, - des1gn “and- " construction | of -
. Trading activities involve the purchase and ... - generating . units ‘and- to.- supervise . the
sale of eIectrrcrty under physrcal ‘forward - ©-" -~ operation and - maintenance .of a central
- contracts at fixed and variable prices and the - "control center. As partof AEP's restructuring
*trading . of electricity - contracts: mcludrng';’ - settlement agreement filed with the FERC, .
-exchange ‘traded futures and optlons -and " - under certain conditions TCCand TNCwould
" -over-the-counter options and swaps.. The " . no longer be parties to the CSw. Operatlng
" majority - of these transactions represent Agreement

" physical - forward : contracts .in - the ~AEP. .

L ‘contracts

_‘ "electncrtyoptlons futures and swaps, and for_f_i_,;
- the forward purchase and sale. of electricity
- -outside - of the AEP Systems tradrtronal 43

- ".System’s traditional’ marketmg area andare = :,:AEPs : System Integratlon Agre'e\ment ﬁ
. typically settled by entenng lnto offsettlng.f {

* required - marglns to _make such capacity

“provides for the mtegratron and coordination - v

of AEP’s east and west zone operating: o
S wh e e subsidiaries, - joint dispatch - of. generation .= -
In addltlon the AEP Power Pool enters mto _# .- within the AEP System, and the distribution, -

’._between the two operating zones, of costs
. and -benefits associated with the System’s
-generating plants.” It is desrgned to function
" as an umbrella agreement in addition to the
- AEP' Interconnection Agréement and the
o L' CSW Operating Agreement, each of which
: _'PSO SWEPCo TCC TNC and AEP Serwce" +~ will continue to control the distribution of costs
~  Corporation are parties to.a Restated and .- -and beneﬁts wrthln each zone. - o

‘transactions . for- the " purchase and” sale of

":marketrng area L e

Amended Operatmg Agreement onglnally“-'




) ,v:‘The followrng table shows the revenues denved from sales to the Pools and direct sales to aff hates
for years ended December 31 2002 2001 and 2000 -

‘S’Retated Party Revenues"'L

2002 ‘sales to East system -
) Sales to West System
Direct sales To East

Pooi':“”
Pool- " -
Affiliates.

$106,651 42,986
18,300 12,107 ~ "13,036
58,213 = s s

APCo f' CSPCO

CE e e ;_ oo .
R ¢ RS KPCo OPCo ~

(1n thousands) : )

$ 197,525 § 22,369 $397, 28§ -

4,717 16,265

50,599 213 071

D1;ect sales To West Aff111ates 3 313 27109 g 3,577 “-878. . 09
Other . - REPAER . s 3, e Q ~
Total Revenues .- . STEA477 $57.202 $ 27,964 345,202 $213,071
2001 sales to East System Pool..-. - § 91,977 $44,185 s 239,277 § 34,735 $431,637 § -
: : sales to West System Pool- .~ 24,892 13,971 5 596 ' 6 117 19 797 -
Direct Sales To East Affiliates ' 54,777 o : 5,450 227, 338
D1rect.Sa1es To West Affi]iates (1 905) (744) (2 590) .-

Other

_Total Revenues- i,«7;~u

2000' sales to East System

Sales to West:System

Direct.Sales To East
Direct Sales To West

Other
Total Revenues

- Related Party”RevenueS‘ .

2002 Sales to East System
Sales to West System
Direct Sales To East
Direct Sates To West
Other

Pool . -
Pool.. . .

Affiliates’

Poo1
Pool
Affiliates
Affi1iates

Total Revenues N

. 2001 - sales-to East System

Sales to West System.

Direct Sales To' East
Direct sales To west
Other .

Poo1:‘t:
Pool .
Affiliates’

'Affi1iates

.>f’.:$

(3 133 (1, 703)

.77g 11,0 2,071 2.25

g 81 013 $36,884

$ 200 474 $ 36,554 $502 140 - S -

7,697.. 4,095 - 614 3 1 829 6,356 -
59 06 - . 66 487 227 983
4,092 2,262 2 510 972 3,421
2:770 6:124 2:710 2:466 4,043 = -~
PSO SWEPCO TCC TNC
) k (1n thousands)
$ - % $ $ -
674 1 334 : 18, 416 1,280
611 . 270 - (23
2283 N 933 Sil 2%8 764
493 3
3,317 8, 073 .. 19 865 . 322
2 833 3,238 - - 3 697 1 228
30 668 67,930 .- 12,617

Affiliates.

| AfGCo

2000

Total Revenues

Sa]es to East System Pool . . . -
Sales to West System Pool -« .-
Direct Sales To East Affiljates
Direct Sales To West Aff111ates 21,995 62,178

12 680) é :592)

“The followmg table shows the purchased power expense mcurred from purchases from the Pools

other -
Tota1 Revenues

'3
546

ﬁ@ mm ﬁ

$ $
7 323 .
(1 990) (3, 008)

23 421 194

(3,348) (1,116) .

12 516 7,645
5,163 11,931

~.and affiliates for the years ended December 31, 2002, 2001, and 2000:

Related Party Purchases

2002

- 2001

2000

.'Purchases From East System

Purchases from West System
Direct purchases from East

Direct Purchases from west

Total Purchasesj

purchases from East system

Purchases from west System

Direct Purchases from East

Direct Purchases from West
Tota1 Purchases

Purchases from East System

Purchases from west System

Direct Purchases from East

Direct Purchases from west
Total Purchases

Poo1i
Pool .
Affiliates

Affiliates.

Pool
Pool
Affiliates
Affiliates

Pool

Pool
Affiliates
Affiliates

APCo

CSPCO_, I&M KPCo
(in thousands)

$233,677 $309,999 § 83,918 § 68,846
7337 T '2190 237 86

583

387 149,569 64,070

OPCo

$70,338
297
519

$234,597 $310,605 iééésllé 333002

$346,582 $292,034 $ 79, 030 $ 61,816
296 165 185 72

- 159,022 68,316

$71,154
$62,350
235

§é4§*§l§ ilglslgg SR, 237 $130.204

$355, 305 $287, 482 $106 644 $ 58,150

. L-100

108

f' 158, 537 69, 446

iééiillé élélelég i&éisélé EIZZ;ZQZ

362,585
$50,339 -
390 - .

12



= ’ T ~SWEPCO . #* TCC " .TNC -+
i»Retated Party Purchases Rz :s’(1n thousands) o
2002 " purchases from East ‘System Poo] - T -'5-“ % I -5 L s
_ " purchases from west System -Pool - i 874v‘v. (456) 366 15 475 e,
© . pirect purchases from East Affiliates 729,029 ~ 17,242 i 236 2,669 T
;D1rect purchases’ from West Aff111ates 159,208 25,236 13.804 9,43§
- TotaT Purchases R L .&L& &M.&l&é $37,582

' fffZOOi"' Purchases ‘from East Systém;Poo1

-8 AR RLTREE SR R
<. 7. purchases from west System Pool_ 25,8775 73,810 - - 415 11 689 L
.+ pirect purchases from East Aff111ates:1: 1,951.:..2,352.- 12,657 - -4,614 . . ...

. - :Direct Purchases from west Affiliates -* 34,603 - 9,696 45.569 40 1349
. Tota1 Purchases a‘”j:f sl seio-343 758 0§15 ,808 - $58,641 EEEIESE_

. ,;éodo' { purchases From East ‘System Pep1 _ o IR = s -
..+ " purchases from West System Pool’ 5.275,386 - - 4,379 -~ 1, 696 18 444;,-
““pirect Purchases -from East‘Aff111ates“ 2,117 -7 695" )

" birect purchases from west Affiliates 33,185 . 8,264 30,644 39,258 S
e fp{: Tota1 Purchases:'el: e §§QIZEE~ ziz:zig 3322531 EEZ:ZZZ :

" ’v:'fThe above summanzed related party revenues and expenses are reported in thelr entlrety W|thout
o ellmlnatton and are presented as operating revenues affiliated and purchased power affiliated on

gmembers are included in" AEP's consolidated results, the above summarized related party
transactlons are ehmlnated in total |n AEP s consohdated revenues and expenses :

the statements of operatlons of each AEP: Power Pool member.. Since ‘all.of the above pool -



. AEP System Transm:ss:on PooI

‘company’s

_interested
compliance - with - the terms of the Open ' -
- Access Transmission Tariff (OATT) filed with -~
. the FERC and the rules of the FERC relating
' to such tariff. g

April 1, 1984, as amended (the Transmission
Agreement), defining how they share the

costs associated with their relative ownership -
of the extra-high-voltage transmission system =~ .~
(facilities rated 345 kv and above) and certain -~ -
facilities operated at lower voltages (138 kv -

Interconnection coordination  of the’ planning, operation and

maintenance of the transmlssmn facilities of

and above). Like the

Agreement, this sharing is based upon each' Lo

member—load ratlo

The followrng table shows the net (credlts) or
- ‘charges allocated among the parties to the ; - -
‘Transmission Agreement .during - the ‘years =
ended December 31 2002 2001 and 2000 C

- 2002 . 200 .. -2000

(in thousands)
© APCo $(13,400) $ (3,100) $ (3,400)
CSPCo 42,200 40,200 38,300
I&M (36 100) (41 300) (43,800)
KPCo (5,400) (4,600) . (6,000)
OoPCo 12,700 ) 8,800 14, 90

"'<Transm|SS|on Agreement durlng the years

e ,';ended December 31, 2002, 2001 and 2000:
APCo CSPCo l&M KPCo and OPCo are,"- Tl
parties to the Transmission Agreement, dated .. -

2001

GRS zooz » 2000
DR - (1n thousands)
‘pso s(4 2000 ¢ § (4, ooo> $ (3,300)
. SWEPCO (5,000) (5,400) (5,900)
“oTec R 600 3,900 3,400
TN 5 600 5,500 - 5,800
. ."AEPs System Transmlsslon Integration

" Agreement provides for the integration and

" AEP's” east’ and west zone operating

subsidiaries. lee the System Integration
Agreement, . the = System Transmission
Integration Agreement functions "as an

~“'umbrella agreement in addition to the AEP
‘ _Transmlssmn

~ and the
Transmission Coordination Agreement. The

-Agreement -

" System Transmission Integration Agreement
: contams two servrce schedules that govern

e The allocatlon of transmlssmn costs and

PS0O, SWEPCo, TCC, TNC and AEP Service o

Corporation are parties to a Transmission

Coordination Agreement originally dated as of

~January 1, 1997 (TCA). The TCA established
a coordinating committee, which is charged'

with the responsibility of overseeing the
coordinated planning of the transmission
facilities of the west zone operating
subsidiaries,

operators (ISO) and other regional bodies
in transmission planning - and

Under the TCA the west zone operatrng'
. subsidiaries have delegated to AEP Service

Corporation the responsibility of monitoring

“the reliability of their transmission systems "

~ and administering the OATT on their behalf. "

The TCA also provides: for the allocation -
.- among the west zone operating subsidiaries

~ . of revenues collected for transmission and

: ancnllary services provided under the OATT

including the performance of
- transmission planning studies, the interaction -
~ of such subsidiaries with independent system

~ revenues. :
» The allocation of third-party transmission
costs and revenues and System dispatch
. costs.

The Transmission Integration Agreement
anticipates that additional service schedules

_may be added as circumstances warrant.
: Umt PowerAgreements and Other

, A unit power agreement between AEGCo and
1&M (the 1&M Power Agreement) provides for

the sale by AEGCo to I1&M of all the power
(and the energy associated therewith)

. available to AEGCo at the Rockport Plant

unless it is' sold to another utility. 1&M is
obligated, whether or not power is available
from AEGCo, to pay as a demand charge for
the right to receive such power (and as an
energy. charge for-any associated energy
taken by I&M) such amounts, as when added

' .to amounts received by AEGCo from any

other sources, will be at least sufficient to

. enable AEGCo to pay all its operating and
- other expenses, including a rate of return on.
~ the common equity of AEGCo as approved by

FERC, currently 12.16%. The I&M Power

| - Agreement will continue in effect until the

S .The followmg table shows the net (credlts) or -
T charges allocated among the partres to the,

L-102

expiration of the lease term of Unit 2 of the
Rockport Plant unless extended in specmed ‘
crrcumstances ‘



. “"oPCo - expense :3

: ,._-fPursuant to an assrgnment,between l&M and_
KPCo,-and a unit power agreement between
KPCo and AEGCo, AEGCo sells KPCo 30%
 of the power (and the “energy associated . :
 therewith) available to AEGCo from both units - -+

- " of the Rockport Plant. : KPCo has agreed to. -
. payto AEGCo in consideration for the right to -
" - receive such power the same amounts which.
" 1&Mwould have paid AEGCo under the terms

of the 1&M Power Agreement for.such -

.-~ entitlement. The’ KPCo unit power agreement-':"

" expires on December '31,°2004. - This unit -
' power agreement extends until December31
-~ -2009 for Unit 1 and until December 7, 2022 *
- for-Unit 2 if AEP's’ restructurlng settlement
' '{'agreement filed wrth the FERC becomes_;.,,_“;-"?

operatlve

t APCo and OPCo jorntly own two power NS

,plants The costs of operating these facrhtles S
" are apportioned between the owners based»_mg .
o . Each company's .-
- share of these costs ‘is included .in-the .-
“appropnate ‘expense accounts on eachi-‘:it-.:
o company’s * consolidated -
~ * income. Eachcompany's rnvestmentrnthese

~-plants is included in electric utrhty plant on |ts.f§f»

“on ownership lnterests

consolrdated balance sheets

o 'I&M provrdes bargmg services' to AEGCo
- . APCo and OPCo. |I&Mrecords revenuesfrom:'
" barging services as nonoperatrng income.- .
"*AEGCo, APCo and OPCo record costs paid-
- to 1&M for.barging services as fuel expense. - - .
" The amount of--affi hated revenues and

. afﬁlrated expenses were

-{ Year Ended uecember 31
U 2002 . 2001
. (1n i 1ons)

- Company -
" I&M - revenues . 4L

" AEGCo - expense ‘- .-
APCo — expense : i~

. Memco:— expense :..T 5.7 ¢ en 0Tt
‘AEP Energy Serv1ces 0.1 - L

‘statements - of - -

2000

- professional -~ services

“on reasonable bases of proration for shared
. services. ‘The billings for services are made
['}at cost and include no compensation for the

- its billings are subject to the regulatlon of the -
e.{_SEC under the PUHCA N : '

‘ 530 Subsequent Events (Unaudlted)

~shares of common stock at a public offenng
the underwriters an option to purchase an

" -to cover overallotments. The net proceeds'v ‘

. from the sale of these securities will be used

~to) reduce’ debt and for. general corporate
: )}purposes ' .

. AEP completed an offering of 5.375% Series
C . Senior - Notes which have a principal |
: ,;.»amount of $500 million and a maturity date of
~-March 15, 2010. The net proceeds from the
. offering - will be used to repay or. redeem
; .7..current maturities of long-term debt, a portion
. " of -our . minority interest in a financing

" subsidiary, and for general ‘corporate - -

oopurposes. L T

Amerrcan Electrlc PowerServrce Corporatlon S
o (AEPSC) provrdes certain managenal and . -
to: AEP System =
“companies. The costs of the servrces are ©
“billed to its affiliated companresbyAEPSC on -
~a direct-charge basis, whenever possible, and -~

7. :use of equity ‘capital, which is furnished to =

"~ AEPSC by AEP Co., Inc. Billings from AEPSC ..
~are caprtallzed or expensed dependingonthe - -
~-nature of the services rendered. AEPSCand - - - .

Common Stock Offering - On February 27,
--2003, AEP priced its offerlng of 50 million

price of $20.95 per share. AEP has granted

-additional 7.5 million shares of common stock- - |

".’Semor Notes Offenng Dunng March 2003,



iREGISTRANTS' COMBINED MANAGEMENT S DISCUSSION AND ANALYSIS

.f’OF FINANCIAL CONDITION ACCOUNTING POLICIES AND OTHER MATTERS

-VThe followrng is a comblned presentatlon of"_ﬁ . f-"

' ‘management’s discussion and. analysis - of

. financial condition, accountlng pohmes and fvi, .

.other matters for AEP. and -its registrant

subsidiaries. Management's_discussion and -

: analysrs of results of operations for AEP and

each of its 'subsidiary registrants is presented

with their financial statements earlier in this

‘document. The following is a list of sections .
of management's discussion and analysis of
financial condition, accounting policies and -
other matters and the reglstrant to whrch they - .

apply:

Financial cCondition
. - CsPCo, I&M, KPCo,
. OPCo, PSO,
SWEPCo, TCC, TNC

.,_‘cr1t1cal Account1ng s

C Po11c1es AEP, AEGCo, -APCo,

‘ . opco, PSO,

- SWEPCo, TCC, TNC

Market Risks "'AEP, AEGCo, APCO,
cspCo, I&M, KPCo,
opPCo, PSO,
SWEPCo, TCC, TNC

AEP,. APCo, CSPCO
1&M, KPCo, OPCo,

Industry Restructuring

PSO, SWEPCO, TCC, .

TNC

., Litigation r-;AEP. AEGCo, APCo,
.\ -..0PCo, PSO,
-7 SWEPCo, TCC, TNC

.Env1ronmenta1 Concerns ol
.and Issues :

. - CSPCo, I&M, KPCo
.. OPCo, PS5O,

° SWEPCo, TCC, TNC

AEP, AEGCO, APCo,
CSPCo,” I&M, KPCo,
oPCo, PSO,

. SWEPCo, TCC, TNC

Other Matters

'FmanCIaI Condltron

‘We measure our fi nancral condrtron by the
strength of the balance. sheets and -the
hqurdlty provrded by cash ﬂows and earnmgs

Balance sheet cap|tahzatlon ratros and cash
~ flow ratios are pnnmpal determlnants of our

o credrt quality.

o Cr_edxt Ratings ST

: 'I'he rating agencies. hé,"é been conducting

_credlt revnews of AEP and |ts regrstrant
R subsidiaries:; The agencres are also reviewing
‘most companies in the energy sector due to
-+ issues which impact the entire Industry, not
~._only AEP and ItS subsxdlarles ‘

In February 2003 Moodys Investors Servrce

.. (Moody’s) completed their review of AEP and

o ‘its ‘rated subsidiaries.

- AEP, AEGCo, APCO,

. The results of that

.~ review - were -downgrades of the following
. ratings for unsecured debt: AEP to Baa3 from
‘Baa2, APCo from Baa1 to Baa2, TCC from
"Baal to Baa2, PSO from A2 to.Baal,
'SWE_PCo from A2 to Baa1. TNC, which had
~ no senior unsecured notes outstanding at the

time of the ratings action, had its mortgage

. bond debt downgraded from A2 to A3. AEP’s

.._commercial paper was- also concurrently

- csplo, &M, KpCo. i " downgraded from P-2 to P-3. The completion

. of this. review was a culmination of earlier

‘ratings action in 2002 that had included a
- downgrade of AEP from Baa1 to Baa2 and.

" - the -placement of five of the. registrant

~ subsidiaries on negative outiook. With the

completion of the reviews, Moody's has

-~ placed-AEP- and - its rated subsrdlanes on
: stable outlook :

Csplo, T, KPCO, - |n February 2003, Standard & Poor's placed

AEP’s senior unsecured debt and commercial

e :. ... paper ratings on credit watch with negative
.. AEP,. AEGCo, APCo,

implications, and did the. same with the

subsidiaries. S&P indicated that resolution
-regarding these actions would come within a

short time (see additional discussion in

_ Fmancrng Cred/t Ratingsin Item 1 of Part ).

i 2002 Fitch Ratrngs Servnce downgraded

both PSO and SWEPCo from A to A- for the
senior unsecured notes. Fitch has AEP and

its subsidiaries on stable outlook and the

commercial paper rating is stable at F-2 (see
additional discussion in Financing — Credit
Ratings in Item 1 of Part I).

M1

[



Current ratlngs of'AEPs subsndlarres first"
mortgage,b_onds are . Irsted,ln the followrng‘

Lrguldrty
: ‘ table

,_quuldlty, or access to cash has become a e

" compan ’_ A f odyv's ¢ "___ #ttéh * more crltlcalfactorln determining the finaricial -
.—p—x» o ST .;,jﬁ’-;stabrhty of a company -due to- volatlllty in
ot AT T f'f'wholesale ‘power markets and the potential
M o . limitations that credit rating downgrades place

 opca © " on’a company's ability to raise. capital.
S zagpco o '}Management is committed to preserving an-
. Tcc - radequate Ilqurdlty posrtlon and addressmg

STNC - “AEP and its subS|d|ar|es fmancral needs in
1]Current short-term ratlngs are as foIIows: B
° Company - g:i;,‘ Moody S&P *4F1tch:

F—? g e “‘frllustrated in the table below

f_:As of December 31 200'2”"'we had an

. “available liquidity . position of $3 5 brlhon as -

AP P 3 : A—Z""-

“The current ratlngs for senlor unsecured debt' cred'lt Fac111t1 es.

are listed in the foIlownng table TR L dn mmmns) atumty‘,
: ) e - 'fCommerc1a1 Paper Backup : .
: ngm s ﬂ-‘i&— &,; _:F1tch . nTLines o{ credit - o $2,500% - -5/03
e -x. L I e R ?\Q':_Commerc1a ;Paper Bac up o o
. QEP : Y L Baa3 -BBB+ o BBB+ S - Lines of ‘credit ) e 1,000 Sl 5/05
. AEP Resources .- 0.or.Baa3 - BBB+/. . BBB+ .. - - Corporate Separation .~ o N d .
-~ APCO L .7 Baa2.’ . ‘BBB+ - BBB+.- LT o g A :
. s SR Rt o . Revolving Credit . . 1,725 .- 4/03
-CsPCo - - '””*:”‘~*3“+wk . ﬁfwomwhmguww R . : C
&M - . . .~ Baa2 *’BBB+.-7.BBB | . . Lo .
o PR N . Pl Fac111t1es Lo o 315 ... 10/03
~"KPCo - . Baa2.;-" LBBB+  ~oBBB: -vi T Tota1 s T TETR40
CSOPCO s s cupe A3 0t BBB+ GBBB+ ot el R e
. °PSO .- .. 'Baall ;< BBB+, .- A~ Ctcash oo e y S
‘. SWEPCO - Sl U BBB+ A-\"‘ o s a1 T
) . : 3 ._L1qu1d1ty Reserve 1,000%*
- ‘”{TCC Lo - .'BBB+,~;A'I‘ “Total Credit Fac111t1es , R
. CTNC BBB+ A= o and ‘Cash * v ,=~6,5403
SR fv'TheratlnglsforasenesofsenrornoteslssuedwrthaSupport‘ ST Tl R
N AgmenwntﬁontAEP S P U o g;Less _commercial: Paper i
L R - 7 outstanding . L
N e 5 POt e ',-~COrporate Separat1on 1,415
) S o7 Loans ‘ .1,300
_.AEPs common equnty to total capltallzatron,:._,; S . Euro Revolving - A
: " Credit Loans ‘ 305

- ~declined to 32% in’ 2002 from 36% in 2001 . ';”.Totﬂ availabe L1qu1 dity ‘I37520 -
_and 37%: in_.2000. . Total capitalization -
includes long-term debt due within one year,
©equity unit senior notes mrnorlty rnterest and -
“short-term debt.  Preferred stock at 1% " 7. o o
" remained unchanged In2002, Iong-termdebt N LT R ST
"including equity unit senior notes and trust.. = A_EP.and |tsvsubsrd|ane.s goal for 2003 is to_
" preferred securities increased from 43% to - US® cash from operations -to fund capital .
' 50% while" Short-term’ Debt decreased from - expenditures, dividend payments and working o
17% to 14% and Minority Interest in Finance capital requirements. Short-term debtisused
-~ Subsidiary ‘remained unchanged at 3%. In " -~ @san interim bridge for timing differences in.
" 2001 Long-term Debt remained unchanged"f, ' the need for cash or to fund debt. maturrtres
~ while Short-term Debt decreased from 20%to ' until permanent f‘nancrng s arranged
.. 17% and Minority Interest in . Finance -
. Subsidiary increased to 3%. In'2002, 2001 *;
. ‘and 2000, AEP did not |ssue any. shares of
.-+ common stock to meet the requirements of " - *
" the Dividend Reinvestmentand Direct Stock =" loaned 7.to -~ the. . subsidiaries - through
L Purchase Plan and the Employee Savings mtercompany notes: AEP and its subsidiaries-

‘ ~Plan.-Common stock was issued in 2002 for also operate a non-utility .and- utility ' money
" stock options exercised and under an equity . '~ pool to minimize the AEP System’s external

»?"f»'offenng (dlscussed in Frnancrng Actlvrty) L

e c0nta1ns one- year .term-out prov151on
#* yUnrestricted and excludes 5213 m1111on
fgﬁ of operat1ona1 cash on hand. -

}v“'v-»Short-term fundlng comes from- the parent o
i-'company's -.commercial: paper_program and .
~ revolving credit - facilities. .. Proceeds are:

: accounts receivable to provide liquidity for the
- domestic . ‘electric  subsidiaries. -~ .~ The .

" short-term - funding requirements: and sell o



" ‘I,,‘commerciali'paper program is backedby $35 3 .
billion in bank facilities of which $1 billion
matures in May 2005. .The remaining $2.5 -

... billion matures in May 2003 and has a one-
. year term-out. provrsron ‘at AEP’s option. At -
* " December 31,
- billion of commercial paper was outstanding.

12002, "approximately -$1.4

A portion of the commercial paper balance is

" related to funding of debt maturities of the

Ohio and Texas' subsidiaries: pending a
permanent financing program.- The Ohio and
Texas subsidiaries issued $2,025 million of
senior unsecured notes in February 2003 with
- maturity dates ranging from. 2005 to 2033.
" The commercial paper balance outstanding

" decreased in early 2003 due to _repayment

with proceeds from these issuances.

AEP also has a $1.725’bini'o'h bank facility

maturing in April 2003 that is available for
debt refinancing. AtDecember 31, 2002, $1.3
billion was outstanding -under. that facility.

unused and’avauable at December 31 2002

"Durmg 2002 cash ﬂow from operatlons was
$1.7 billion, including $21 million from Net
~Income ' Before . Discontinued-- Operations,

Extraordlnary ltems and Cumulative Effect,

o _apprommately $1.3 billion from depreciation, -
- - amortization, deferred taxes, and. deferred -
. investment ‘tax ‘credits, approxrmately $1.1
billion associated with asset, investment value
..and other rmpalrments offset by additional

working capital requirements of approximately

_$700 million. These additional working capital

requrrements reflect the ‘one time impact of
the discontinuance of the sale of accounts

. recelvable for Texas companies and billing

delays related to the transition to customer

choice in Texas, higher margin requirements
for gas trading, seasonal fuel inventory

growth, and ‘other miscellaneous items.

- Construction expenditures were $1.7 billion

With the issuance of the permanentfnancmg o

~for the Ohio and- Texas  subsidiaries
" mentioned above, this facmty was repaid and
~ cancelled in February 2003.

AEP also has revolving_cr’edit t’a;oilities in
place for 300 million Euros to support the -

wholesale business in Europe. At December
31, 2002, the majority of these facilities were
~drawn. S

~ AEP also maintains a minimum $300 million .
~.~cash liquidity reserve fund to support its. =
" marketing operations in the U.S. and keeps
* additional cash on hand as market conditions

including ‘major expenditures for emission

- control technology . on several  coal-fired
- generating units (see discussion-in Note 9).
~Dividends on . common stock were $793

million. Cash from operations, proceeds from

- the sale. of SEEBOARD CitiPower and the

- Texas REPs and the issuance of common
~ stock, common equity units, 15-year notes for

change. AtDecember 31,2002, AEPhad $1

' ~ billion of cash avallable for Irqurdrty

~on December 6, 2002, we closed a 364-day, -

$425 million facility and used it to partially
i -+ repay the maturing interim financing for the =

. UK. generation plants (FFF). The facilitywas

. secured by a pledge of the shares of AEP =
companies in the FFF ownership chain and ..

‘amortization,

‘a wind generation project. and :transition
funding bonds provided funds to reduce debt,

fund constructlon and pay leldends '

Durrng 2001 AEP s cash flow from operatlons

FQ was $2.8 b|l||on including $885 million from
. Net Income Before Discontinued Operations,
Extraordinary ltems and Cumulative Effect

and $1.4 . billion from depreciation,
deferred taxes and deferred
investment tax credits. Capital expenditures

mcludlng acqursrtlons were $3.9 billion and

_dividends on common stock were $773 .

| " million. Cash from operations less dividends

guaranteed by the parent company. Aportron i

2o+ (%213 million) of the facility. is:due in May ..

' .'2003. The remainder of the FFF interim .

+.financing was repaid usmg a combination of -
' existing funds and” draws agalnst the Euro

revolvmg credlt facrhtles

“ n total, we had apprOXImately $6.5 billonin
-+ liquidity sources ‘of V,\_/vhrch $3.5 billion were

on _common stock t'nanced 51% of capltal

o expendrtures

Durlng 2001 the proceeds of AEPs $1.25

~billion global notes issuance and.proceeds

M-3

from the sale of a U.K. distribution company
‘and two generating plants’provided'cash to
" purchase. assets, fund construction,

- debt and pay dividends. “Major construction
B expendltures include amounts for.a wind
,generatlng facility and emission control
'technology on several coal-fired generatlng

‘retire

<o



. '}ljnit's' Asset purchases rnclude HPL',‘coa

. -mines, a barge line, a wind generatlng facrllty
"~ “and two coal-fired generating plants in the -
- UK. These acquisitions accounted for the '
increase in total debt during 2001 Long-term;
. funding arrangements for specific assets are .
. often complex and typlcally not completed L
untll afterthe acqursrtlon . A SRR

The loss for 2002 resulted in‘a negatlve
. dividend payout ratio of 153% reflectrng the =
. losses on sale and’ rmparrments of assets.

.\ Eamings for 2001 resulted /in _a dlvrdend""'5:'v5:.5-caSh |quldlty reserve fund

be lmmedlately payable )

/nancmq Actlvn‘v

In June 2002 AEP |ssued 16 m|lI|on shares o

-+~ of common stock at $40.90 per share through
"2 an.equity offermg and received net proceeds -

‘of $634 million.” “Proceeds from the sale of

~* 1. equity units'and common stock were used to

.- pay down"short-term ‘debt and establlsh a

payout  ratio’ of 80%, a. considerable .

~ ...  improvement over the 289% payout ratio m'j“

~.772000. The abnormally high ratio in 2000 was i

~the result of the adverse .impact on 2000.

- ~earnings’ from the .Cook Plant extended

" outage ‘and related restart - expenditures,.

" merger costs and the write-off related to COLI”-: Sl
- and non- regulated subsrdranes . ST

”AEP and |ts subsrdlanes generally use short- T
term borrowings to fund property acquisitions RS
_and construction until long-term fundmgﬂ.—,{i] -

" mechanisms ' are -arranged... . Some. ..
. acquisitions ‘of existing busrness entrtres..

" include the assumptlon of therr outstandrng .

. debt and certain liabilities.” Sources of long-+ -
.7 term funding include “issuance -of: AEP.. "
- -common stock, minority interest or long-term -
debt and sale-leaseback or leasing arrange- -
~ments. - The domestic_electric subsidiaries™ "
. generally issue short-term debt to provide for:.-:
- _interim financing of capital expenditures that = .-

. “exceed’. internally generated . funds - and -
U Aperrodlcally reduce their. outstandlng .short-— -
.. 'termdebt through issuances of long-termdebt "« -
- - and additional capital contnbutrons fromthelr_~

: Vparent company

L AEP's | revolvmg credlt agreements lnclude_:.;f’ o
~ . -covenants that require performanceofcertarn

" actions, - mcludmg _maintaining . specified "
~financial ratlos -Non- performance of these
covenants may result in ‘an event of default °,:
 underthese credltagreements At December
. 31,2002, AEP complied with the covenants";g;
o ,;contarned in -these credit agreements In
.. addition, a default under any other agreement o
. or instrument relating to debt outstanding in - . -

. excess of $50 million is'an event of . default . .= .

'~ __under these credit agreements.” An’ event of
. default under these credit agreements would
“fcause all amounts outstandlng thereunder to 5

= Equrty Unlts

In June 2002 AEP rssued 6 9 mrllron equntyf o
" units at $50 per unit ($345 mrlllon) See Note R
: ‘27 for addltlonal mformatron '

In February 2002 TCC lssued $797 mrlllon of -
'securitization notes that were -approved by the
-PUCT "as ' part of ‘Texas restructurrng to
- recover generatlon related regulatory assets.
~The ‘proceeds were used to reduce TCC's.
"“-_debt and equrty o

j ~iln Aprll 2002 AEP closed onha bndge loan
. facility consisting of a $1.125 million 364- -day
- “revolving credrtfacrlltyanda$600 million 364- .
> day term loan facility to prepare for corporate -
- separation.- At year-end, '$600 million was
. borrowed under the term loan facility and

$700 - million: was - borrowed :-under - the

. ~.revolving credit facility. Those amounts were
- .repaid and the facility terminated when bonds L
~ . were issued by CSPCo OPCo TCC and TNC

A "":|n February 2003 v A

In February 2003 CSPCo lssued $250 '

"~ “million ofunsecured senior notes due 2013at ~

" a coupon of '5.50% ‘and’$250 million of

. unsecured senior notes due 2033 ata coupon - -
..,of 6.60%.. OPCo issued.: .$250 million of -
.'--f;funsecured senior notes due 2013 atacoupon "
-of 550% and $250" million’ of unsecured

- senior notes due 2033 ata coupon of 6.60%.
.- TCC issued $100 million of unsecured senior

- notes- due 2005 at a variable rate, $150 -
-million of unsecured senior notes due 2005at - L
_-a coupon of 3.0%, $275 million of unsecured o

. senior.notes due 2013 at a coupon of 5.50% .

and $275 mllllon of unsecured senior notes



--due 2033 at a coupon of6 65% TNC lssuedf': .

12013 at a coupon of 5.50%. . The use of .
proceeds from the above ‘bonds ‘was .
repayment of the bridge loan facility

mentioned above, repayment of short-term
_debt, and for generalcorporate purposes.

In 2002, the following ‘i’s'_suances' ‘were
~ completed by the subsidiaries of AEP:

Prin-

.v_,,"fDecember 31, 2002 AEP had credit facrlltles' )
$225 million of unsecured senior notes due.* " " totaling $3. 5 billion to support its commercnal '

paper program. ‘At December 31, 2092 AEP

‘had $1.4. billion outstandrng in short-termv
_'_borrowmgs subject to these cred|t facmtles

AEP Credlt purchases w1thout recourse the

‘accounts recervable of most of the domestic

utility operating” companies. AEP Credit's
financing for. the purchase of recervables
changed in. December 2001. Startmg

'December31 2001, AEP Credit entered into

a sale of receivables agreement.”. The

‘ agreement allows AEP Credit to sell certain
receivables’ and receive cash meetlng the -

requwements of SFAS 140 for the receivables

to be removed from AEPs and the
, subsrdlanes Balance Sheets. At December

31, 2002, AEP Credit had $454 million sold
under this agreement See Note 23 for further
drscussmn

Off- balance Sheet and Mmonty Interest

N Arrangements

. AEP andits subsndlarles enter into off balance
- ‘'sheet arrangements for various reasons
‘,rangmg from .accelerating cash ‘collections,
_reducing operatlonal expense to spreading

risk of loss to third parties. The following
identifies s19mﬁcant off-balance shest

_ arrangements

, Power Generatlon' FaCil'g

cipal -
Amount
CLRE
com- Type of mil-: | Interest | Due
pany Debt Tions) - Rate Date
. Senior | o 1~ - :
APCO Unsecured $450 4.80% 2005
Notes - AR .
Senior L ! )
APCo Unsecured © 200 | 4.32%* 2007
Notes -
Instal[ment .
I&M Purchase 50 4.90% 2025
contracts .
~ Senior . . S
I&M Unsecured '150 6.0% 2032
. - | Notes . : s L
) Senior . B -

I&M - unsecured -100 6 3/8% 2012
: Notes L 3 - .
Senior - ) )

KPCo - | unsecured: 125 5.50% 2007
Notes ‘ L

Senior
KPCo Unsecured 80 4,32%* 2007 |
Notes : . -
] Senior -
KPCo ‘| Unsecured - 70 4.37%* 2007
: .| Notes R
- Senior ] ’ '
PSO - . | Unsecured ~ - 200 :].-6.00% 2032
- Notes . . . .
: Senior ' - S
SWEPCo. | Unsecured -200.. | . 4.50% -] 2005
) . Notes L o
-+ fother | Notes . - 121 6.20%- 2017
.| subsid- | payable ] 6.60% ¢
iaries’ : S
Other Revolving - 305 - Var1ab1e 2003
Subsid- | Credit .. - . s | ‘ .
iaries

* Interest rate payable by subs1 1ary 1n:U.S,
dollars. while these companies do not have - an
Australian rate obligation, there is an -
underlying interest_rate to_Australian
“investors in Australian do11ars of e1ther 6%

or a var1ab1e rate.

Y The subsidiaries  * also redeemed

o approxnmately $2 billion of long-term debtin ¢

2002." See the Schedule of Long-term Debt-

“for’ each reglstrant |n sectlons B to K for_ §

o '-Hdetalls

e 'AEP uses money pools to meet the short-term

o borrowmgs for the majonty of its subsidiaries
" In"addition, AEP also funds the short-term

" ‘debt requnrements of other subsidiaries that

’.""are not mcluded in the money pool As of -~

AEP has entered lnto agreements wnth Katco

Funding 'L.P. '(Katco), an = unrelated
" ‘unconsolidated specnal purpose entity. Katco
. has an aggregate financing commitment of

$525 million and a capital structure of which

3% is equity from investors with no
relattonshlp to AEP or any of its subsidiaries
and 97% is debt from a syndrcate of banks.

~ Katco. was. formed to develop, construct,

finance and lease a power generatlon facility

to AEP. Katco will own the power generation

facility and lease it to AEP after construction is

- completed ‘The lease will be' accotnted for
.asan operatlng lease (see Note 22), therefore
"neither the facnllty nor the related obligations

- are reported on AEP’s Consolidated Balance

M-5

Sheets. Payments under the operating lease
~ are’expected to commence jn the first quarter
" of 2004. AEP will in turn sublease the facility -

~ to Dow Chemlcal Company (DOW) which will



" use the energy produced by the facrlrty and:

.. sell excess energy.. AEP. has agreed to

. 7" purchase the excess energy from DOW for';

* resale. .The use of Katco allows AEP to limit -

- itsrisk assocrated with the power generatron'; ‘
. facility once the constructlon phase has been

= -completed : R

‘ 'AEP is the constructron agent for Katco and L
is responsrble for completrng construction by -
- December 31, 2003, subject to unforeseen,f’
§ events beyond AEP S control ;

In the event the prOJect is termlnated before
. completion of construction, ‘AEP . has’ the
.option to either purchase the facnllty for 100%,_,.
of project costs or terminate the project and :
“make a payment to Katco for 89 9% of prOJect. K

costs o

L The operatlng Iease between Katco and AEP»- .
~~.commences . on the commercial operation .’
“date of the’ facrlrty and - continues -until - "
‘lease. “contains -+
- extension options . subject to the approval of
‘Katco,” and if- all extension options were’ -
exercised, the total term of the lease would be '
. 30years. AEP's lease payments to Katcoare = -
", sufficient for Katco to‘make required debt-.
. payments and provrde a return .to ‘the '
" investors of Katco. At the end of each lease o
~ term, AEP may renew the lease at fair market
- value subject to Katco's approval purchase -
. the facility at its original construction cost, or -
" sell the facility, on behalf of Katco, to-an:
o |ndependent third party. _ If the facility is sold
- and the proceeds from ‘the .sale are' .
" insufficient to “repay” Katco, AEP may be .
-required to make a ‘payment to Katco for the -
__difference between the proceeds from the .
~ . sale and the obligations of Katco, up to'82% .
- of the pl"OjeCtS cost. AEP has guaranteed a-
~portion of the obllgatlons of its subsidiaries to - .
. Katco during the constructlon and post-‘.i:

- November - 2006. "The -

constructron perlods

As of December 31

'Qfas ‘market interest . rates " increase, .

i} 2002 pl’OjeCt costs
.. subject to these agreements totaled $360 .-

" ‘million, and total ‘costsfor the completed .’

[ “facility are expected tobe approxrmately $510.-

" " million. For the 30—year extended leaseterm =
.7 the lease rental is a variable rate obligation - -
" “indexed to three- month LIBOR. Consequently_ o

o the
o "'jpayments underthls operatlng Iease wrll also'= ;

'lncrease Annual payments of approxmately
‘-,$12 “million * represent future . minimum
b payments durmg the initial term calculated

iFacrIrty collateralizes the debt obligation of
Katco.' AEP’s maximum exposuretolossasa
{f-result of its involvement with Katco is 100% °

“once . 'the’ construction - is completed .
“Maximum loss is deemed to be remote due to ‘
’jthe collaterahzatlon T A B

It s reasonably possrble that AEP W|ll
‘-jconsolldate Katco in the third quarter of 2003,
‘as ‘a result of .the" issuance .of FASB'.
f»_lnterpretatlon No 46 ““Consolidation " of -
“Variable ‘Interest Entities” (FIN' 46).
‘consolrdatlon AEP would record the assets,
liabilities, ‘depreciation  expense, mlnorrty ’
_interest and debt interest expense. = AEP
. “would | elrmlnate operating lease’ expense. -
" The sublease to DOW would not be affected' =

: *;by this consolrdatlon -

’_i.The lease payments and the guarantee of
-* construction commitments are included in the

Mlnorrtv Interest in Frnance Subsrdlarv

ln August 2001 AEP fonned AEP Energy
“+.'Services'Gas Holding Co. Il LLC (SubOne)
- and Caddis Partners, LLC (Caddis). SubOne
“isa wholly owned consolidated SUbSIdlal'y of
- AEP that was capitalized with the assets of
‘Houston Plpe Line  Company, Louisiana
_Interstate Gas Company (AEP subS|d|anes)
““and $321.4 million of AEP Energy Services
jGas Holdlng Company (AEP Gas Holding is
. an AEP subsrdlary and parent:of SubOne)
;-preferred stock, that is convertible into AEP
- common stock at market price on a dollar-for-

-dollar basis.” Caddis was capltalrzed with $2
Z‘fmrllron cash and a -subscription agreement
B that represents an unconditional obligation to

" fund - $83 million from ‘SubOne and $750
Tffmllllon from ' Steelhead Investors LLC"
* (“Steelhead” - -
g"member |nterest) As ‘managing member,
#-SubOne consolidates Caddis.
_“an unconsolidated spec1al purpose entity and

3% is equrty from . investors ~with .no
relatronshlp to AEP.or any of its subsrdrarres

using the .indexed ‘LIBOR rate (1.38% at . =~
‘December31 2002). The PowerGeneratlon -

during the construction phase and up to 82% _'_' o

Uponﬁ”'

""OtherCommermal Commltmentstablebelow N o

‘non- controlllng preferred: -
Steelhead is .

" hasa capttal structure of $750 million of which - .

and 97% is debt from a syndrcate of banks E



- quarters ended December 31, '
2001, respectively). Caddis has the right to

by $225 million.

' Under the prov13|ons of the Caddls formation
agreements, Steelhead receives a quarterly ;
preferred return equal to an adjusted floating

The use of Steelhead allows AEP to llmlt its
" risk associated - with” Houston - Prpe Line .-~
" Company and - Loursrana Intrastate Gas . .-
.J.Company ' o o

reference rate (4.784% ‘and 4.413% for the - .

2002 and

redeem Steelhead's interest at any time

The $750 mrlllon |nvested in Caddis by

"member in Caddls Upon the occurrence of ; :
* certain-: events : lncludlng a_default in the.
payment of the preferred return, Steelhead’s
- rights include: forcing a I|qU|dat|on of Caddrs
. and actlng as the liquidator, and requiring the
"~ conversion of the AEP Gas Holding preferred
" stock into AEP common stock. If Steelhead

_exercised its rights to force Caddis to liquidate

“under these - conditions, then AEP. would

o . evaluate whether to refinance at that time or

Steelhead was loaned to SubOne. This =

pipeline assets of SubOne, a cash reserve

- fund of SubOne and SubOne’s $321 .4 million

of preferred stock in AEP Gas Holding. The

preferred. stock . is convertible into AEP

common stock upon the occurrence of certain

.__events including AEP’s stock price closing -
below $18.75 for ten consecutive trading
days. AEP can elect not to have the -
transaction supported by such preferred stock -
_if SubOne were to reduce its loan with Caddis
'The credit agreement

between Caddis and SubOre contains
covenants. that restrict certain incremental
liens and ' indebtedness, = asset sales,

- . Investments, acquisitions, and distributions.
. The credltagreementalsocontalnSCovenants o
- that impose minimum financial ratios. Non- =~
‘ performance of these covenants mayresultrn' .
“an  event . of . default under -the " credit .

agreement. Through December31 2002, we

_have complied with the covenants contained
.. inthe creditagreement. In addition, adefault .
~under any other. agreement or instrument
. relating to AEP and certain subsidiaries’ debt

outstanding in excess of $50 million is an

. event of default under the credlt agreement

. Steelhead’s retun rate re-market Steelhead s
~_ interests - to. . new. o
:Steelheads mterests ‘in whole .or in part .’

_investors,

iSteelhead has certaln rlghts as a preferred g

. redeem

. ’mtercompany loan to SubOne is due August
2006, and is supported by the natural gas

relinquish . the assets that ‘support - the -

" intercompany loan to Caddis, - Liquidation of
Caddis© could negatlvely |mpact AEPs

- llqurdlty : . '

’Caddls and SubOne are each a hmlted Ilabrlrty :

. company, with a separate existence and
. identity from its members, and the assets of
‘each are separate and legally distinct from

AEP. The results of operations, cash flows
and financial position of Caddis and SubOne

.. are consolidated with AEP for financial
L reportlng purposes. Steelhead’s investment

~in Caddis. and payments made to Steelhead
_from Caddis are currently reported on AEP'’s
~_income_statement and balance sheet as
B Minority lnterest in Finance SUbsidiary'

o AEP’s maximum exposure to loss asa result

of its mvolvement with Steelhead is $321 4
million of preferred stock, . $83 million under

‘ the subscrlptlon agreement to Caddis for any
- losses incurred by Caddis and the cash

_reserve fund balance of $34 million (as of
. 'December 31, 2002) due Caddis for default

under the. mtercompany loan . agreement

- "AEPcan reduce its maximum exposure

| -‘“,i As of December 31 2002, management is

‘related to the preferred stock by a reduction of
. $225 mlllron of the intercompany Ioan

| o contlnumg to review the application of FIN 46
. lasitrelates to the Steelhead transaction.

| f,The initial penod of Steelheadsrnvestmentln
. - Caddis is through August 2006. At the end of
_ the initial period, - Caddis will. either reset -

AEP Credit

AEP Cred'lt.entered mto a sale of recelvables

.. agreement with a group of banks and

C vrncludmg accrued return or hqurdate Caddis
. in - accordance - with . the provrsmns of
; ;applrcable agreements )

M7

... commercial papercondults Under the sale of -
. receivables agreement, which expires May
28, 2003, AEP Credit sells an interest in the
. ,r_'_frecelvables it. acquires to the commercnal
. . paper. condmts and banks and receives cash.

- This  transaction constitutes ‘a sale of .

»recervables |n accordance w1th SFAS 140 -

Lo ——— R



" -.: increases.

S f;allowrng the recelvables to be taken off of{*
.. AEP Credit's balance sheetand allowrng AEP -
Creditto repayanydebtobllgatlons AEP has :
~no ownership interestin the commercial paper : =
' conduits and does not consolidate’ these'fj-; v

. entities in accordance ‘with GAAP.:- We " .
continue to service the receivables. This off-" -

.. --allow AEP Credit to repay its outstanding debt
. obligations, continue to. purchase the AEP
. . operating . companies’ recervables and L

million until May 28, 2003.

‘receivables ' sold.

_retained interest is based on book value due . " .- .
. to'the short-term nature of the accounts . =
" receivables less an allowance for antrcrpated;{ '

o uncollectrble accounts

'See Note 23 “Lines of Credrt and _Sale of‘::'
o -Recervables“ forfurtherdrsclosure

) Gavrn Plant s ﬂue qas desulfunzatron system
. (Gavin Scrubber) . IR

"JMG Funding LLP: (JMG) an- unrelated " *
- unconsolidated special purpose entrty JMG -
has a capital structure of which 3% is equity - .~

from invest ith lationship to AEP or . '
rom investors with 1o re alioreP. : ‘*-,,The garn from the sale was deferred and |s'

-being amortlzed over the term of the lease,
which expires in 2022. The' Owner Trustee
‘owns the plant and ‘leases it to AEGCo and -
“)1&M. The lease is -accounted for as an o
- operating Iease with the payment obligations
~included in the lease footnote. The lease =

- term is for 33 years with potentral renewal -

~. options. At the end of the lease term, AEGCo

- any of its subsidiaries and 97% is debt from .-
pollution control bonds and otherbonds. JMG ..~
‘owns the Gavin Scrubber and leases it to. - .-
OPCo. - The lease is accounted for as an. - " .
. operating lease with the payment obligations -
- included in the lease footnote. ~Payments .. = -
- under the operating lease are based on - -
- JMG's cost of financing (both debtand equrty)
_ .and lnclude an amortlzatlon component plus o :

“the’ cost of admlmstratron Nelther OPCo nor"
“'. AEP has‘an'ownership-interest in JMG and
e does not guarantee JMG s debt‘ L

I At any trme dunng the Iease OPCo has the R
" option to purchase the Gavin Scrubberforthe
~_greater of its fair market value or adjusted
o -7, acquisition cost (equal to the- unamortized =~
balance sheet transaction was entered into to " gebt and equrty of JMG) or sell the Gavin'
_ .g,'Scrubber "The ‘initial 15-year_lease termis .
27 non- cancelable "Atthe end of the initial term,
. OPCo ‘can renew-the leasé, purchase the

, :accelerate its cash’ collectrons e _. S  Gavin Scrubber (terms previously mentioned), -

At December 31 2002 “the" sale of vié S
" receivables agreement provided the banks © at less ‘than the ‘adjusted acqursrtron cost I
. and commercial = paper - conduits - would .~ .-
purchase a maximum of $600 . million of =~
* receivables from AEP Credit, of which $454 -
~ million was outstanding. As collections from .
~ receivables sold occur and are remitted, the . -
- outstanding balance for sold receivables is R
ot gﬁ:&en%ﬁ%d absa?:r\]/é(raec;!vib)lﬁjs ?,':;?ngtlrg possrble that AEP and OPCo will consolidate
‘All “of ‘the - recervables ‘sold . o

‘represented.. affiliate * receivables. " The **

or sell the Gavin Scrubber.. In case of asale

'~?OPCo must pay the dlfference to JMG

N The use of JMG allows OPCo to enter into an _

- operating lease while keeping the tax benefits -

~ otherwise associated with a capital lease. As

" of December 31, 2002, unless the structure of -
: thrs’arrangeme’nt is changed, itis reasonably.

JMG in the third quarter of 2003 as a result of

- the issuance ‘of FIN 46. Upon consolidation,

" commitment's new term under the ‘sale of b..;--.r.‘,r'.,AEP and ‘OPCo would record the assets,

" receivables agreement will remain at $600 " - liabilities, _depreciation - expense, . minority

AEP Credrt

maintains - a retarned interest the oo
R +7 - lease _expense,
- ;Zcelc\:l;?alr?esraslmdfoarndthgls ggﬁereczgf p(l)?d%ﬁgt . maximum exposure to loss as a result of their

"The fair value of the -~

“"interest and debt interest expense of JMG.
- AEP 'and :OPCo would eliminate operating

.- AEP’s . and -OPCo's

" involvement with JMG is approximately $560
- million of outstanding debt and equrty ofJMG

as ‘of December 31 2002

;;ijockport Plant Unrt 2

-,:“AEGCo and I&M entered |nto -a sale and' :
_j,_leaseback transactron in~ 1989 with .
;_-'ermmgton Trust Company (Owner Trustee)
“.an’-'unrelated unconsolrdated ‘trustee  for
""" Rockport Plant Unit 2 (the plant). - Owner .-
, v Sloe 0 Trustee was capitalized with equity from six
- “. ... . owner participants with no relationship to AEP
OPCO has entered lnto an agreement wrth I ,'-or any of its subsidiaries and debt froma = .
- syndicate of banks and securities in a prrvate .

"placement to certaln mstrtutlonal lnvestors




" _and1&M have the optidh:‘i’brrénéw theleaseor .~ . in the Owner Trustee and do no‘t:gﬁé}réhtﬁeéi{s’i
‘the Owner Trustee- can sell the:plant. - = debt. ' . - .. .+ S R R
AEGCo, I&M nor AEP has ownership interest . .. - "~ o

* Summary Obligation Information

The contractual obligationé’”-df*AEPi and its subsidiafies include amounts reporied on the
Consolidated Balance Sheets and other obligations disclosed in the footnotes. The following table. -

summarizes AEP’s contractual cash obligations at December 31,2002:.
’ ' T ' " payments Due by period
- (in millions)

Contractual cash obligations ~~ ' Less Than 1 year 2=3 years 4-5 years After 5 years Total
tong-term Debt . [ - $1,633 $1,817 - - $2,316 $4,354 $10,120
" short-term Debt_ - - - . 7 . - 3,164 - - - .7 ..3,164
Equity Unit Senior Notes - T - e 376 - 376
Trust Preferred Securities ’ - ‘ - Lvo = 321 cee 321
Minority Interest In Finance : e T e
. Subsidiary () L o - e e 759 - ©. 759
“preferred Stock Subject to , T T
mandatory Redemption .- - S c- . I . - 84 - 84
capital Lease obligations - - ... .. 70 : 90 - 50 18 ‘ 228
unconditional Purchase . ' : o S ) .
obligations (b). -~ - - 1,405 1,810 . . 989 1,513 . 5,717 .
Noncancellable Operating Leases . 305 - 523 © 479 2,462 - _ 3,769

Total Contractual o - ) . L R .
Cash Obligations - " . 86,877 - $4.240° © $4,969 $8,752 $24,538
- '(a) The initial period of the preferred interest is through August 2006. At the end of the initial

©" period, the preferred rate may be reset, .the preferred member interests may be re-marketed to
new investors, the preferred member interests may be redeemed, in whole or in part including’

o accrued return, or the preferred member interest may be liquidated. . : e

: (b) Represents contractual obligations to purchase coal and natural gas as fuel for electric

generation along with related transportation of the fuel. &' . o L S

" Forthe subsidiary registrants, please see each régistran;c's',échédhlé's of capitalization and long-term

- debt included with each registrants’ financial statements in sections B through K for the timing of

“debt payme‘nt'obligatiOns'ahd' the lease footnote (Note 22).in_section L for the timing of rent
‘payments. S T S S

The special purpose entities (SPE), described under “Off-Balance Sheet and Minority Interest
Arrangements” above, have been employed for some of the contractual cash obligations reportedin
“the above table. The lease of Rockport Plant Unit 2 and the Gavin Scrubber, the permanent
financing of HPL, and the sale of accounts receivable all use SPEs. Neither AEP nor any AEP
~ related parties have an ownership interest in the SPE. AEP does not guarantee the debt of these
- entities. These SPEs are not consolidated in AEP’s or the subsidiaries’ financial statements in
~ ‘accordance with GAAP.  As a result, neither the assets nor the debt of the SPE are included on
“AEP’s Consolidated Balance Sheets. The future cash obligations payable to the SPEs are included

. inthe above table.. - " -

‘M9




" “of outside parties (b) . . e

' 1n addition to the amounts disclosed in the contractual cash obligations table above, AEP andits
- - subsidiaries make commitments in the normal course of business. " These commitments include '

. standby letters of credit, guarantees for the payment of obligation performance bonds, and other

commitments. AEP’s commitments outstanding at December 31,2002 under these agreementsare | '

~summarized in'the table below: . ‘ S e
e % Amount ‘of commitment Expiration Per Period .
other Commercial Commitments " Less;Than 1 year ‘2-3 years -4-5 years : after 5 years ‘Tota1 L

. 325
2 B2

_standby Letters of Credit (a) = - . $ 125
-:guarantees of the pPerformance: :: = . "0 - . .

) Lo e 13 Coei137 v L7492 o
Guarantees of our Performance - - 1,159 ¢ s o9l T 01,282
construction of nggrqtin$ and Tooon e R
Transmission Facilities for -~ e ‘

Third parties (c) - i -ty Se71 - ;
other Commercial Tt s T T RN R
" Commitments (d% ’ e 14 i o 2:83 0 oAl
Total Commercial Commitments ~ . -+ . $1,082 . .- - : 3I56. 3465 ¢

(a) AEP has standby letters of credit to third parties. * These ‘letters of credit cover gas and
electricity trading contracts,.various construction contracts .and credit enhancement for issued
" bonds. A1l of these letters of credit were issued at’a subsidiary level . of AEP in the subsidiaries’
" ordinary course of business.  The. maximum future payments of thesé letters of credit are $166 million
__with maturities ranging from January 2003 to December 2007. There is no liability recorded for these

ar

P 868

" Jetters of credit.in accordance with FIN 45.. Since AEP is the parent to all these subsidiaries, it

holds all assets of the subsidiary as collateral.’ There is no recourse to third parties in the event
these letters of credit are-drawi. - = 0 7.7l woil el e TR T e
“(b) These amounts are the balances drawn, not the maximum guarantee disclosed in Note 10. .-

. (c) As construction agent for third_party owners of power plants and transmission facilities, AEP has

" committed by contract terms to complete construction by dates ‘specified in the contracts. Should AEP

default on these obligations, financial payments could be up t°n1°0% of contract va1ug (amount shown

.. in table) or other remedies required by contract terms. .

~ ' (d) Represents estimated future payments for power to be generated at facilities under construction.

Lo 400 v §1660 0
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W|th the exceptrons of SWEPCo s guaranteef_* "

- - of an unaffiliated mine operator's obligations "
. (payable upon their default) of $148 million at
... December 31, 2002, and OPCo's oblrgatrons, P
" under a power purchase agreement of $14Q£_'__ C
million each” year in 2003 through 2005, the . "
" obligations - the ~ ‘above - table are’
commitments’ of AEP and rts non regrstrant L

: subsrdranes S

OPCo has entered‘into a 30-ye'ar‘power
. purchase agreement for electricity pro-duced -
. by an unaffiliated entity's three-unit natural -
gas fired plant. - The plant was completed in " -
"..2002 and the ‘agreement will terminate’in’ - -
2032. Under the terms.of the agreement S
‘- "OPCo has the option to run the* plant until ...
. .December 31, 2005 taking 100% of the power. “.
'+ generated and- making -monthly - ‘capacity . -
- payments.. The capacity payments are fixed .
"~ through December 2005 at $1.2 million per- -
- ‘month. For the remainder of the 30 _year ..
. contract term, OPCo .will pay the’ variable - .
- - costs to generate the electm:lty it purchases
... "which could ‘be’ up to 20% “of the, plant's”,
- _capacity. The estrmated fixed payments are “ ',
“included - the = -Other . Commercral'

Commrtments table shown above

Expenditures for domestrc electrrc utrlrty,_ _
_ - construction are estimated to be $4 billion for
- the next three years. Approxrmatety 90% of -
- . those construction expenditures are expected

. tobe t”nanced by internally generated funds

Constructron "

registrant subsrdrarres for the next three years L
rare: . B s
’ S Construction - T+
. Pro;rected - . . Expenditures -
-~ .construction -~ . Financed with =~ . .
.. Expenditures ' . Interna'l Funds
o - (n milTions) - , T
Ctapce - osL,008 - l7ox
CoI&M 601 Wi g0
OPCo "~ L7330 - s T 100
SWEPCO = ‘0 351 . - 7 U100
TCC o Ta19 e gloo

T APCo AEPs subsrdrary Wthh operateS in-
' 'r-"Vrrgrnra and West Virginia, has been seekrng

‘ regulatory approval to build "a: new high -

'~ __-voltage transmission line for over a decade.”
.. Certificates have ‘been issued by both: the.
"> = 'WVPSC andthe Virginia SCC’ authonzrng;
. construction and operation of the line.” On .
... December 31, 2002, the United States Forest . -

expendrtures for - certarn’gj

;.Servrce rssued a frnal envrronmental rmpact.‘
- statement and record of decision to allow the = .
. use of federal lands in the Jefferson National . L
-Forest for constriiction of a portion of the line. - S

APCo expects addrtronal state and federal

. permits to be issued in the first half of 2003.:. - .-

- Through . December 31, 2002, APCo - has R

© . invested approxrmately $51° mrllron in-this .

. teffort. The line is estimated to cost $287

: .. million mclvudrng amounts spent to date with =~ =",

- completion in 2006. If the required permits = "

are not obtained ‘and -the line is not’ . -

o constructed, the $51 million investmentwould -

- be written off adversely affectrng future resu!ts R
of operations and cash ﬂows - : S

Pensron Plans

AEP marntarns qualrt"ed defned benet"t L
_pension plans (Qualified Plans), which cover =~
‘substantially all non-union and certain union =~
-‘associates, and unfunded excess plans to - .
provide - benefits - in- ~excess -of ‘amounts..
'f'.permrtted to' be pard under the provisions of

" the tax law to participants in the Qualified =~

* Plans. - Additionally, AEP has entered into . -

" individual retirement agreements with certain

current and retired executives that provrde. )

. ,-,.'_'addrtronal retrrement benef ts

AEPs pensron mcome for all pensron plans N
_~ approximated $69 million and $44 million for . -
.. the years ended December 31,2001 and = -

" - December 31, 2002, respectively, and is

-+ ~calculated based upon a number of actuarial -

- assumptions, including an expected longterm -~ . .
rate of return on the Qualified Plans’ assetsof
...9%. In developing the expected long-term

rate of return assumption, AEP" evaluated

" .input from. actuaries” and investment -
“consultants, lncludrng their reviews of asset -

classreturn expectatrons as well as long-term

_inflation assumptions. Projected returns byf?
. such actuaries and consultants are based on
~ broad equity and bond indices. AEP also- -
.. considered historical returns of the'investment
' ".markets as well as AEP’s  10-year average
- return (for the period ended 2002) of 8.8%.
'AEP _anticipates * that the investment .
-managers will continue to generate long-term
"returns of at least 9.0%. The expected long-
- term rate of return on the Qualified Plans’
- ‘assets is based on ‘an asset “allocation
i ..assumption of 70% with - equrty managers, .
;-.wrth an expected Iong term rate of return of -




6%,

10 5%, and 28% wrth t” xed mcome managers R
‘with an expected long-term rate ‘of return of .
N in -cash". and " short term -
" investments with an expected rate of return of -

- 3%. Because of market fluctuation, the actual -

- assetallocation as of December 31,2002 was -~ -
-67% with equity managers and 32% with fixed "
"“income managers and 1% in cash.-. AEP -,

~ believes, however, that the long-term’ asset .
~allocation on average will approximate 70%- L
*with equity managers, 28% with fixed income  *
" managers and the remalmng '2%in-cash.
 AEP - regularly reviews the actual* asset
" allocation “and penodrcally rebalances the =
- investments to our targeted allocation when' -~
_considered appropnate AEP "continues to.
“believe that 9.0% is a reasonable long-term'lf‘"

- rate of return on the Qualified Plans’ assets,’ .~
“despite the recent market downturn in which"
_the Qualified  Plans’ assets had a loss of " "
~ the " twelve " months ~ ended
. December 31, 2002. . AEP ‘will contlnue to.
- evaluate the actuarial assumptlons including
" the expected rate of return, at least annually,f o
= and wrll adjust as necessary B : L

‘and 2%

11.2% - for

--oceur. -

2002 AEP. -had  ‘cumulative

gbased on a ‘review of long-tevrm bonds that'f |

“orate determlned on this basis has decreased o
. from 7.25% at December 31, 2001 to 6.75%

" Plans’ assets of 9.0%; a discount rate of

~“ pension plans will approximate $2 million, $46
~-million ‘and $97 million in 2003, 2004 and

-_.expense Wil depend" on future” investment
-performance, changes in future discount rates .

B populatlons part|C|pat|ng inthe penS|on plans.

-Lowenng the expected long term rate of -
- return on the Qualified Plans’ assets- by 5%
- (from 9.0% 'to"8.5%) would have reduced .
“:pension income: for 2002 by approximately
- $19 million:- Lowenng the’ discount rate by
*70.5% would have reduced pension income for -

. Sl 2002 by approxrmately $8 m|ll|on o

“’,AEP bases its? determmatlon of pensron';.f o N

‘expense or’ income on ‘a- markét-related

~valuation of assets which reduces year-to-

" ~year volatility.  This market-related valuation

‘recognizes investment gains or losses overa . /.

five-year period from the year in which they - ... -

‘Investment gains or losses for this -

" purpose - ‘are " the difference -between -the

- expected return’ calculated using the market-f;'t-

- related value of assets and the actual return . :

“based on the market-related value of assets. "

~ Since ‘the market-related- value - of assets .

s recognizes gains or losses over a five-year_ :

-+ period, “the future value of assets will . be = ..
- impacted “as’ prevnously deferred “gains or .

- - losses are recorded. As of December 31, .

‘losses " of ..

, vapproxnmately $879 million which remain to be

' recognized in the calculation of the market- s

. related value of assets. These unrecognlzed

- -net actuarial losses result in increases in the -

" future pension costs ‘depending -on‘several

-~ factors, including whether such losses at each

= 'measurement date” exceed ‘the . corridor |n'_f‘,‘j_

' “-accordance with SFAS No. 87 “Employers
L 'Accountlng for Pen5|ons R

. .,The value of the Quallfled Plans assets has :
©31,2001 to $2.795 billion at December 31,
million in benefits to: plan participants during

. benefits). .. - The
-:declining- dlscount rates have. .changed the

. (plan assets in excess ‘of projected. benefit
’,__;obllgatlons) by $146 mllllon at December 31,
--2001toan underfunded posmon (ptan assets

- are less than pro;ected beneflt obllgatlons) of

-the - Qualified - Plans . currently _being
underfunded, AEP recordéd a charge to Other _
_\_;Comprehensnve Income (OCI) of $585 million,
-and a Deferred Income Tax Asset of $315
: million, offset bya Mrnlmum Pension Llablllty :
""of $662 million and a.reduction to prepaid
. costs and intangible assets of $238 million.

- The charge to OCI does not affect earnings or
, cash flow.” AEP.is in full compliance with all -
o regulatlons governing such plans including all - -
.- .- Employee Retirement Income Security Act of

: “'-'.ln the funded status of the’ Quahf ed Plans, '
_ ,.;AEP expects to make cash contnbutlons to -

" receive one of the two hlghest ratings given -
. bya recognlzed ratlng agency. The discount. ..

. at December 31, 2002. Due 1o the effect of co
- the unrecogmzed actuarial losses and based .
*- on an expected rate of retum on the Qualified .

. 76.75% and various other assumptlons AEP -
%,_estlmates that the pensuon expense for.all. -

2005, respectively. “Future actual pension

'-"Fand various - other ‘factors related " to the.‘.f

.-decreased from'$3.438 billion at December .- - -
/.. 2002. The Qualified Plans ‘paid ‘out $272 .

2002 (nonquallfed plans paid out $6 millionin - -
-investment - returns 'and -

“.status of the Quallfred Plans from overfunded :

- $788 million at December 31, 2002. - -Dueto. :

| UREROC 1974 laws. Because of the recent reductions
BEE 'The dlscount rate that AEP utlllzes for_gf"
jdetermmlng future pensron obhgatlons |sj‘.f



,"_!-"the Quallt"ed Plans of apprommately $66
.. ‘million in 2003 increasing to approximately
. _1$108 million per year by 2005. o

: _Cnt/caIAccount/ng Po/rc:es '

. new legislation.;

S fevents oceur, for example |ssuance of a
regulatory commission order or passage of - -
If they determine that - -
.. . recovery of a regulatory asset is-no’longer- -

. probable, they write-off that regulatory asset

: In the ordmary course of busmess AEP and | f» o
its registrant subsidiaries have made a -
number of estimates and assumptlons relating -

- to the reporting of results of operations and

- financial condition in the preparation of their

financial statements in . conformity with

accounting pnncrples generally accepted in

the United States of America.. Actual results
" could differ signifi cantly from those estimates
under different assumptions and conditions.

‘They believe that the following discussion
accounting

addresses. the most  critical
policies, which are those that are most
important to the portrayal, of the financial
conditon and. results . and

. complex judgments, often as a result of the

~ need to make estimates about the effect of

‘matters that are lnherently uncertain.

Revenue Recoqnltlon o

require
management's most difficult, subjectlve and .

- electrrcnty
. delivery - services.

as a charge against earnings. A write-off of

regulatory assets may also reduce future cash

- flows since there may be no recoverythrough'
y regulated rates. A . .

‘Trad/tlonal EIectnc:ty Supply and De//veryt
Activities -.Revenues are recogntzed on the
accrual or settlement basis for normal retail
~and_wholesale electricity supply sales and
transmission- and - - distribution
revenues - are

- The .
recognlzed in our statement of operations

‘when the energy is delivered to the customer
, _and

lnclude .unbilled as  well as billed

~ amounts. In general ‘expenses are recorded
- when purchased electricity is recelved and

o Regulatory Accountmg The consolidated

~financial statements of AEP and the financial
" “statements of ‘electric operating subsidiary
“companies with ' cost-based rate-regulated -

o when expenses are incurred.

Dormestic Gas Pipeline and Storage Activities
— Revenues are recognized from domestic

gas pipeline and storage services when gas is

-delivered to contractual meter points or when |

services are provided. Transportation and

storage revenues also include the accrual of

| earned, but unbilled and/or not yet metered

- operations (I&M, KPCo, PSO, and a portionof .-

~ APCo, OPCo, CSPCo, TCC, TNC and

- SWEPCOo) reflect the actions of regulators
~that can result in the recognition of revenues 5
" ‘and expenses in different time periods than

~enterprises that are not rate regulated. In o

- accordance with SFAS 71, regulatory assets
~(deferred expenses’ to- be ‘tecovered in the

" future) and regulatory - liabilities - (deferred -
~future revenue reductlons or refunds) are - -

. recorded to reflect the economic effects of = -

" ‘regulation by matching expenses with their

'*'recovery through regulated revenues in the

" same accounting period’ and by matching

~income with its passageto customersthrough- 2002, AEP engaged in broad non-regulated

- -wholesale. .electricity, natural gas and other

o commodlty marketing and trading transactions
. (trading activities). AEP's trading activities
- involved :the purchase and sale of energy
under forward contracts at fixed and variable .
~ prices and the buying and selling of financial -
. energy--contracts which .include exchange
traded - futures and optlons and over-the-

e regulated revenues in the same accounting * -
- period..
.- recorded to provide for refunds to customers '
T that have not yet been made ' o

Regulatory liabilities - are  also

"f‘,*’;v'When regulatory assets are probable of
S *_'recoverythrough regulated rates, they record -
- - them as.assets on the balance sheet. They o

. 'Vtest for probablllty of recovery whenever new

gas.

Subs_tantially all of the forward gas purchase
- excluding wellhead
- .., purchases of natural gas, swaps and options

. for the domestic pipeline operations, qualify

and __sale . contracts,

as derivative financial instruments as defined
by SFAS 133.. Accordingly, net gains and

. losses resulting from  revaluation :of these

S ';,-Energy Market/ng and Trading Act:wtles —In
2000, 2001 and throughout the majority of

- contracts to fair value during the period are
- recognized - currently -
. operations, appropriately discounted and net .
of appllcable credlt and liquidity reserves.

in - the results of

N —— 2 .



" counter optlons and swaps

" 'Pool (APCo, CSPCo, I&M; KPCo and OPCo);

‘ transactlons

AEPs cost—based rate regulated electrlc, o
_public_utility companies (1&M, KPCo, PSO, . .-
.~ and a portion of TNC and SWEPCo)defer as"
~ . regulatory ‘ liabilities - (unreallzed gains) or - -
j“regulatory assets ' (unrealized losses), '
"changes in the falr value of phyS|ca| fonNard S

" traditional marketlng area. AEP’s tradltlonal
... -marketing area is up to two, transmission - -

" systems from the AEP service territory. For =~

' contracts | which ' are 'outside. - of | AEPs‘__Jai_*_'.‘
-, traditional marketlng area, the change in fair ..
L ‘valuelsmcludedlnnonoperatlnglncomeona
”netbaSIS L T

. -We used the
" mark-to-market ‘method "of accounttng for

' trading activities as requxred by EITF, Issue "~

No. 98-10, “Accounting for Contracts Involved "~

in 'Energy Trading.and" Risk Management{g:‘
. Activities” (EITF 98-10). ‘Under the mark-to- .

_market method of ‘accounting,. gains ‘and - "7

" losses from settiements of forward trading -~

,contracts are recorded net in revenues. For "

' energy contracts not yet settled, whether"“f

~physical orflnanmal changesm fairvalue are "

" recorded net as revenues. ‘Such fair value

" changes are referred to as unreallzed gains®

~ “and losses from mark-to- market valuations. -

~_:When positions are’ ‘settled and gains.and

" losses are realized, the previously recorded .

- unrealized gains and losses from mark-to-
" market valuations are reversed. Unreahzed. g

- ,mark—to market gains and losses are included ...

. inthe Balance Sheets as “Energy Tradlng and =

. Derivative - Contracts.” In . October 2002, . . .

* _management announced plans to focus on...*

~ ~wholesale markets where we 'own assets. A T’

~ . portion of the revenues ‘and costs associated .

~ with "AEP's ‘wholesale electricity. trading = .

- activities is allocated to TCC, SWEPCo,PSO =~

" and TNC and to members of the AEP Power -~

e the contract pnce and the market pnce asan”

. unrealized gain or-loss in revenues. ‘In July %
“when the contract settles we would reahze a.. e

4 f'galn or loss in‘cash and reverse to revenues .

. the prevnouslyrecorded cumulatlve unreahzed' RTINS

?‘_'galn or loss: Prior to settlement, the change "~

in the fair value of physical forward sale and

";.:'purchase contracts is included in revenues on.. oo

. "a net basis. Upon, settlement of a forward .-

; trading contract the amount realized fora .7~

“'sales contract and the’ reallzed cost fora o

. purchase contract are included on a net baS|s STt

in ‘revenues "with " the .prior’ change

' funreallzed fa|r value reversed ‘out of R
revenues e S ST
For I&M KPCo PSO and a portlon of TNC

"..and SWEPCo, when the contract settles the . =
total gain or loss is realized in cash and the
" impact on the income statement depends on =~
whether the ‘contract’s delivery points are.. - ..
‘within - or - outside -“of “AEP’s  traditional .~ .
»marketlng area. For contracts ‘with delivery -+
" points in AEP’s traditional marketlng area,the =
" total gain or loss realized in cash for sales “:
“and’ the cost of purchased energy are .=
included in revenues on a net basis.  Priorto
"7 " settlement,’ changes in the  fair’ value -of
" however, TCC, SWEPCo PSO and TNC are - phyS|caI forward sale and purchase contracts *. ..
only allocated a portlon of the fonNard .. in-AEP's " traditional - marketing ‘area are .

L R e 'v_f.',i;deferred as regulatory liabilities (gams) or .

' [regulatory assets (losses). For contracts with .
. delivery . pomts outside of AEP’s traditional .
marketing area “only the’ dlfference between[; S
" the accumulated ‘unrealized net’ gains or =
losses recorded in prior perlods and the cash . :
= .proceeds_‘is  recognized -in the income .
statement as nonoperatlng income. Prior to
~settlement, changes . in the fair value of . .
--physical forward sale and purchase contracts e
“with'delivery - pomts -outside’ of 'AEP’s -
,",f_tradltlonal ‘marketing area’ are |ncluded in’
“nonoperating . income’ on . 'a’ “net_‘basis.
- Unrealized mark-to-market galns and losses -
" are included in'the Balance Sheetas energy
- trading - contract assets or. |Iabl|ItleS as -
o ; o LI ','iappropnate : : -
o The majorlty of tradlng actlvmes represent*;,, A

. physical forward contracts that are typically " -

. settled by entering into offsetting contracts.”

o An example of our energy trading activities is - s

“: - when, in January, we -enter.into a forward '~

- sales contract to deliver energy in July. Atthe .

" end of each month until the contract settles in
. July, we would record any dlfference between :

‘_.For APCo CSPCo and OPCo dependlng on -
f“;__whether the dellvery pomt for the electncny is |
‘in "AEP’s traditional marketlng area’ or not

:?.'determmes where the. contract is reported in -
- the income statement _
';,',tradlng sale”’and purchase -contracts - with -
_"’_"'fdehvery pornts in AEP S trad|t|onal marketlng :

“Physical forward . - - B



. futures and | swaps,
" transactions with unrealized gains and losses

‘AI:’"’;revenues until the contracts settle. :
© " these contracts settle ‘we record the net =
"’;proceeds in

2 ‘area are rncluded m revenues on a net basns

*. Prior to settlement, changes in the fair value , j
~of - physrcal forward sale and purchase =
" contracts in AEPstradltlonal marketing area
'~ are also included in' revenues on a net basis. -
 Physical forward sale and purchase contracts =
- for delivery outside of - AEP’s traditional

marketing area are included in nonoperatmg
.income when the contract settles Prior to

~ settlement, changes in_the fair value of
. physical forward sale and purchase contracts

- with delivery points: outside ‘of AEP's

~ traditional marketing area are included in
. 'nonoperatlng income on a netvba’S|s N

Continuing with the above example for AEP,

. APCo, CSPCo, OPCo, TCC, and a portion of |
~ ~ TNC and SWEPCo, assume that later in

‘January or sometime in February through July

" we enter into an offsetting forward contractto .

" buy energy in July. If we do nothing else with
" these contracts until settlement in July and if
~ the commodity type, volumes, delivery point,
‘schedule and other key terms match, then the

difference between the sale price and the

v broker quotes

liquidity and credit quality. Credit risk is the

" risk that the counterparty to the contract will

fail to perform or fail to pay amounts due to.
- AEP. quu1d|ty risk represents the risk that
. ylmperfectlons in the market will cause the

. price to be less than or more than what the

_price should be based purely on supply and
~demand. - Theré are inherent risks related to
" theunderlying assumptions in models used to
~fair value open long-term trading contracts.

~ We have mdependent controls to evaluate the

) reasonableness of our valuation models.
';_However

“energy markets “especially

h electricity markets, are 1mperfectand volatile.

“'Unforeseen events can and will

cause

" reasonable price curves to differ from actual

_purchase price represents a fixed value to be o :

. realized when the contracts settle in July.

- Mark-to-market accounting for these contracts |

~from this point forward will have no further
impact on operating results but has an

o offsetting and equal effect on trading contract

" assets and liabilities. If the sale and purchase

" contracts do not match exactly as to

'jfcommodrty type volumes dellvery “point,

. -schedule and other key. terms, then there
L could be continuing mark-to-market effects on -
" revenues from recording additional changes

m fair values usmg MTM accountmg

_For AEP, the_ tradlng of energy options,
represents financial

‘from changes in fair values reported net in
revenues, and reverse to

revenues the prlor cumulative unrealized net
gain or loss.  APCo, CSPCo, I&M, KPCo and

.. OPCo also have financial transactions, but
record the unrealized. .gains and losses, as
,,’:'_"_fwell as the net proceeds upon settlement in

'nonoperatlng mcome "I o

The falr values of open short-term tradlng o

" prices throughouta contract’s term and at the -

time contracts settle. Therefore, there could
be significant adverse or favorable effects on

* future results of operations and cash flows if

" market prices are not consistent with AEP’s

- ‘approach . at’ estlmatlng current market -
‘consensus for forward prices in the current

K , AEP applles MTM accountmg to derrvatrves
" that are not trading contracts in accordance

period. This is particularly true for long~term

_ contracts

" with generally accepted accounting pnncrples
“Derivatives are contracts whose value is

When

.derived. from the market value of an
_underlylng commodlty

Volatrllty in energy commodltles markets_l
affects the farr_values of all of our open

trading and derivative contracts exposing us
to market risk and causing our results of
operations to be subject to volatility. See
Note- 17, “Risk Management,

" “of the policies ‘and procedures " used to

o "Co‘nbtraCtS arehba,sedaon‘ exchange pl‘lces and | : .

. M5

 manage our exposure to market and other
risks from tradmg act|v1t|es

" Given the prevnously discussed reductlon in-
AEP's trading activities, the impact of mark-to-
'market accountmg on our financial statements

We mark-to market open_) =
i} long-term trading contracts based primarilyon
'~ valuation models that estimate future energy -
prices based on exrstrng market and broker _
~quotes and supply and demand market data . -
“and assumptrons The fair values determined
~are reduced by the -appropriate valuation
adjustments for items. such as dlscountlng,

Financial -
" Instruments and Derivatives” for a discussion
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o '|s expected to decllne in future penods S

: Lonq L|ved Assets

. Long- Irved assets mcludlng fxed assets and
'lntanglbles are evaluated :periodically for
“impairment whenever events or changes in - B

~_circumstances indicate  that" the carrying .
" amount of any such assets ‘may. not be
“recoverable._If the sum of the undlscounted S

N Market Rrsks

o \As a major power producer and marketer of BRI
»-':wholesale electricity and natural gas,wehave -~ -~
~certain market risks inherent in our busrness, S e
__“_actrvrtles "These risks mclude commodlty-?* :
price’ Tisk, interest rate risk, foreign exchange
“risk and credit risk. They represent theriskof = .- = "
loss thatmaylmpact us due to changes mthe'“ R
.~ underlying market prices or rates '

- cash flows is less than the carrying value, we o

* “recognize an impairment loss, measured as

~ the amount by which the . carryrng value

. exceeds the fair value of the asset. The -
~ estimate of cash flow is based upon, among‘.v
~other things, certain assumptions ‘about = o~

expected future operating performance Our

~ estimates of undiscounted ‘cash flow may -
~ differ from actual cash flow ‘due to, among

: technologlcal .changes,
- economic condltlons changes toits business * =~

~".model : or . changes - r_ts _ operatrng SR

L performance - SO AT

~ other thlngs

' Aﬂi’Pensron Benefrts ’ L

' '_'AEP sponsors pensron and other retlrement” _.; :

, fplans in various forms covering substantlally

‘all - employees ~who ~ meet -eligibility =" -
“requirements. Several statistical and other -~ B
E We use a nsk measurement model WhICh_ :
calculates Value at RISk (VaR) to measure -
our commodity price risk -in the trading
- portfolio. The VaR is based on the variance - " - -
" covariance method using- historical prices to -
'rfi.'estlmate volatilities ‘and correlations and -
- assuming a 95% cont”dence level and a one-
- day holding penod

- factors ‘which. attempt to anticipate future -
_events are used in calculating the expense_ .
~and liability related to -the plans.” These

~factors " include " assumptions about the © -

. discount rate, expected return on plan assets .

“and rate of future compensahon increases as -
_determined by management, within certain
‘ " In" addition,” AEP’s actuarial - :
" consultants also use subjectlve factors such .« -
~as withdrawal and mortality rates to estimate . *
~these factors.’ ~The actuarial assumptions - [

. used maydlffermatenallyfrom actualresults
~ due to changing market and economic - -’ -
. "conditions, higher or Iowerwrthdrawal ratesor -
~longer or shorter life spans of participants.
" These differences may result in a srgmt”cant_: e Tl

.. ...impact to the amount of penS|on expense PR T
T :,recorded . ST

- guidelines.

" NewAccountlnq Pronouncements
 See Nots 1 to the consohdated financial

. f .'_’accountlng pohcres and new, accountmg
pronouncements T e A

o
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" Policies  and  procedures have been S

" established to rdentrfy, assess and manage .. .

‘market risk -exposures_in -our day to .day’ ..

‘operations. Our: risk - polrcres have’ ‘been

" reviewed ~with* the Board of Directors, - = -

* " approved by a Risk Executive Commlttee and =
_-administered by a Chief Risk Officer. The

. Risk Executive Commrttee estabhshes risk
~limits, .-approves _risk policies, assigns -

responsrblhtles regarding the oversrght and

management of risk and monitors risk levels. -

- This committee receives daily, weekly, and =
S monthly reports regardrng comphance with. -
* ~ policies, " limits - and . procedures. ~. The
o commrttee meets monthly and consists of the
-~ Chief Risk Officer, Chief Credit Officer, V.P.

- Market Risk OverS|ght and senior frnancral
- "and operatlng managers : o

. =" typical -.change in commodlty prices is not =~
expected to have a material effect on our -
~“results of operations, cash flows or t”nanmal,

- condition. Thefollowmg table shows the high,
- ‘average, and low market nsk as measured by '
C ) VaR at : :

L December 31
72002 2001 o
H1gh Average Low H1gh Average Low -
L ’ . (1n m1111ons)

"o
»

- $28 ";14: .
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: Based on this' VaR
analysis, at December 31,2002 a near term - -



~ $13 million for fourth quarter 2001.

After the October V'annOUnlcement’_‘of:'our

~ strategy to reduce trading activity, the related
VaRs were substantially. reduced. .. The

. average AEP trading:VaR for the ‘fourth
. quarter 2002 was $7 million as compared to

In 2003

‘we will continue to adjust our. VaR limit
structure commensurate with our antlcrpated
level of trading activity. '

We also utilize a VaR model to measure
interest rate market risk. exposure. The
interest rate VaR model is based on a Monte

~ - Carlo simulation with a '95% confi dence level

‘and a one year holding penod The volatilities
and correlations were based on three years of

: ) weekly prices. The risk of potential loss in fair

~ value. attributable - to" AEP's exposure to
: vlnterest rates, pnmanly related to long-term
- debtwith fixed interest rates, was $527 million
at December 31, 2002 and $673 million at

- December 31, 2001. However since we
would not expect to hqurdate our entire debt

_ portfolio in a one year holdlng period, a near
- term change in interest rates should not

' 5»‘ materially affect results of- operations or

.- consolidated financial position. .

“The following table shovvs the pOtentiat lossin
fair value as measured by VaR allocated to

':- . the AEP registrant subsidiaries based upon
- debt outstandlng

o :VaR for Reglstrant Subsrdlanes

o "‘b‘e‘c‘embef"al.

.-2002 2001

T Gin m1111onsi

. 'Company o :

.7 AEGCo . $3.- .7 -3 5
. APCO : ... . .87 . .. 100
' . CSPCo oo et 33 Ci 60
o I&M ) St e 85 86
T KPCoT . 30 .- 16
. 0PCo ST S 340 el .7 59
- PsO 70 .17
.~ SWEPCO o700 0 36
LTCC - o T65 o 80

. TNC s a0

' AEGCois not exposed torisk from changesin
. interest rates on short-term and long-term
, borrowmgs used to finance operations since -

R inancing costs are recovered through the unit

. “power agreements

7 ‘protectlon afforded by fuel clause recovery ,
-~ mechanisms has either been eliminated by

the rmplementatron of customer choice in
Ohio (effective January 1, 2001 for CSPCo
and OPCo) and in the ERCOT area of Texas

| (effective January 1, 2002 for TCC and TNC)

.or frozen by settlement agreements in
Michigan and West Virginia or capped in -

Indiana. To the extent the fuel supply of the
generatrng units in these states is not under
fixed.price long- -term contracts AEP is subject

 to market price risk. AEP continues to be

protected against market price changes by

~active fuel clauses in Oklahoma Arkansas,

Louisiana, .Kentucky, Virginia and the SPP

_area of Texas

We employ phyS|ca| forward purchase and
sale contracts, exchange futures and options,
over-the-counter. options, swaps, and other

.. derivative contracts to offset price risk where
. appropriate. However, we engage in trading

of electricity, gas and to a lesser degree other
commodities and as a result we are subject to
price risk. . The amount of risk taken by the
traders is controlled by the management of

the trading operations and the Company's-

- Chief Risk Officer and his staff. When the risk

from trading activities exceeds certain pre-

determined limits, the positions are modified
or hedged to reduce the risk to be within the
limits unless specifically approved by the Risk

Executive Committee.

We employ fair value hedges, “cash flow
hedges and swaps to mitigate changes in

~interest rates or fair values on short and long-

term debt when management deems it
necessary We do not hedge all lnterest rate

' _ nsk

. We employ cash ﬂow forward hedge contracts

“to lock-in prices on certain power trading

~ transactions .

’ ':'AEP is exposed to nsk from changes in the .

o market prices of coal and natural gas used to

. .generate electricity where generation is no -
" longer regulated ‘or- where - existing fuel

The -

' ‘,;clauses are’ suspended or- frozen

denominated in’
‘_wherej deemed”

+ foreign

currencies - necessary.

. International subsidiaries use currency swaps
. to hedge exchange rate fluctuations in debt

denominated in foreign currencies. We do
not hedge all foreign currency exposure.

Credit Risk ~

§ AEP I'lfrnltsu credit risk by extending unsecured.
" credit to entities based on internal ratings. [n
' addrtlon AEP uses Moody's lnvestor Servnce "
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" MTM .assets

,‘_Standard and Poors and qualltatrve and
» '-quantrtatlve data to lndependently assessthe = = =
: [_t"nancnal health “of . counterpartles on-an_ .
~ ‘ongoing basis. This data, in conjunction with . *-
the ratings information, is used to determine -
“AEP also

- appropriate - risk -parameters. -

requires cash deposits, letters of creditand =7
~ parental/affiliate guarantees as security from - -

- counterparties depending upon credit qualrty!_,
. inour normal course of busrness ’ .

3 We trade electncxty and gas contracts wrth S
Since our open: "
L 'energytradlng contracts are valued basedon -

. changes in market prices - of ‘the related °

- commodities, our exposures change dally We .

~ believe that our credit and market exposures =
- with any one counterparty is not material to’

-, numerous counterparties.

- ourfinancial condition at December 31, 2002, - .

At December 31, 2002 approximately 7% of
_our exposure was below investmentgradeas
- expressed in terms of net MTM assets. Net -~
represents  the aggregate -
~difference between the forward market price -~ -
" for the remaining term of the contract and the - -
~contractual price per counterparty.-- As of -
- December 31,- 2002, the. following table
- approximates counterparty credit quahty,and» T
- exposure for AEP based on netting across "~
' AEP entrtles commodltles and lnstruments

AP : .' - Futures
; Counterparty : Forward and . R
.. Credit Quality: . - SwaoContracts Optrons Total S
e e ‘ (|nm|llrons) R
- 'AAA/Exchanges -8 26 $ 2 $ 28 el
AN - T ©. 307 .33 340 '
A 448 28 4m4 0
BBB .0 . 700 .. ‘101 801
. Below lnvestment o R
.-Grade ° 407 - _A10 118 e
,Total‘, oo - $1588 . $173.

- _The counterparty credit qualrty and exposure B
- for the registrant subsrdlanes ‘is generally_" =
L _consrstent w1th that of AEP S Ta

_December ~ 3 ERSNE
~$109 million - and $55 “million,’ respectlvely‘
“These margin ‘accounts are restricted and ©
‘therefore are not included in Cash and Cash . "~
Equivalents on the Balance Sheets.' Wecan =~

" “be subject to further. margm requirements " .

T should related commodlty prrces change LT

—and

f_cash related mstruments to be deposrted on(i“- o
these transactions as margln agalnst open: - R
~ positions. The comblned margin deposnts at o

12002 ‘and 2001

5 We recognlze the net change in the fair value Lo
:*"fi"of all open trading’ contracts, in accordance e
“"with generally accepted accounting principles
" and include the net change in mark-to-market .~ "
“amounts -on a net -discounted basis in . .-
" revenues.. The. markrng-to -market of open =
'+ _trading contracts contributed an unrealized
-$180 million'to revenues in 2002. The mark- =
" to-market fair values of open short-term
" trading contracts” are ‘based on exchange -
" prices and broker quotes. - The fair value of
~open long-term trading contracts are based .-

mainly on internally - developed valuation

- models.” The gross value is present valued *
reduced by appropriate valuation -

’ adjustments for counterparty credit risks and

- liquidity risk to .arrive at fair value. o
. _models are derlved from internally assessed -~
- market prices with the . exceptron of the
. _.NYMEX gas curve, where we use daily settled
" prices. -Forward price curves are developed -~
- for inclusion in the model based on broker -
‘jl-aquotes and other available market data.. The " - - o
- liquid portion of these curves are valrdated on
- a regular basis by the middle-office through o
- --the market data. llliquid portrons ofthe curves

The

. are validated through a review of the

~ .. of the month llqurdlty reserve is based on the
- difference in price between the price curve -

“* underlying market assumptions and vanables“ =

oo . forconsistency and reasonableness. The end

"“"M‘and’the bid price if we have a long position

: and the price curve and the ask price if we
-, have a short position. “This ‘provides for a
.. more accurate valuation of energy contracts. . -

| _We enter into transactlons for electncrty and T o
© ... The use of these models to fair value open

" natural  gas as part of wholesale trading -

, operatlons Electric and gas transactions are 2-{:5;' : o
- the underlylng assumptions employed bysuch "

. executed over the counter with counterparties - oo
' models. Independent controls are in place to

-_orthrough brokers. Gas transactions arealso”- ..
 executed. through brokerage” accounts with - .
the . ... cun
¢ . favorable effects- on future .
~operations"and cash flows -could occur if -~

brokers - who - are - registered . with

o ‘Commodity Futures Trading Commission. . -
' *Brokers and’ counterpaftles requ1re cash. °r._”"':~f".-

5 " trading contracts has inherent risks relatingto -~

“evaluate the reasonableness of the price

curve models. - Significant " adverse .or

results of .«



market pnces at the tlme of settlement do -

L not correlate wnth our mterally developed prlce
models . : .

. The effect onthe Statements oqu'o'e'rations of
~ marking to market open . electricity trading
" contracts ‘in AEP’s - regulated . jurisdictions,

- specifically &M, KPCo; PSO and a portion of

'SWEPCO, is deferred as regulatory assets

(losses) or liabilities -(gains). since these

transactions are included in cost of service on

“a settlement basis for ratemaking purposes.
- Unrealized mark-to-market gains and losses

., - from -trading are reported as assets or
- liabilities. . L

-~ The following. table shows net revenues -
‘(revenues less fuel and purchased “energy
‘expense) and their relatlonshlp to the mark-to-

market revenues (the change in fair value of

; open tradmg contracts).

Revenues -

December 31,
2001 ,
(in miltlions)

2002 2000

(including
Mark- To-

Market :
Adqustment)

$12,767 $11,113
Fuel and

$14,555

-, purchased - .

"Net Revenues

Energy .

Expense 6,307 4,944

3,880

Mark-to-Market
Revenues -
Percentage of
“Net Revenues
Represented by

$180  $207 8187

© Mark-to-Market

on Open

- Trading

Positions

[
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The followrng tables analyze the changes in falr values of tradlng assets and llabllltles The fll'S'[ table “Net Falr_' ,
e of energytrading .-~
" ‘contracts was derived from the amounts included in the Consolldated Balance Sheets line item “Energy Trading .
~and Derivative Contracts.” The next table “Mark-to-Market Energy Tradlng and Derivative Contracts” drsaggregates B
“realized and unrealizéd changes in fair value; identifies changes in fair value as a result of changes in valuation .. -
methodologies; and reconciles the net fair value of energy trading contracts and related derivatives at December,
. 31,2001 of $448 million to December 31, 2002 of $250 miillion.” Contracts realized/settled during the period include ~ .
~_both sales and purchase contracts.. The third table “Mark-to-Market Energy Tradlng and Derivative Contract .-
~ Maturities” shows exposures to changes in falr values and reallzatlon perlods over tlme for each method used to.?

. Value of Mark-to-Market Energy Trading and Derivative Contracts” shows how the net fair valu

: determrne falr value.

: Net Falr Value of Mark-to Market Energy Tradlng and Denvatlve Contracts AEP
g ' zggz

' L o ) (1n m1111ons)
'Energy Trad1ng and Der1vat1ve cOntracts Co L .
. current Asset . ) : ) L e RN ,'fl'sl 046" -

Long-term Asset S A BT o 824" ..
current Liability - . T T A oL, 14Ty Lo
Long-term L1ab111ty L e o T T (484)
Net Fair value of Energy Trad1ng and Der1vat1ve contracts Lol e i239 S
Non-trading related derivative 1ab111t1es o : R e U b R
- -Assets -held_ for sale (CitipPower). E oo e -
Net Fair value of Energy Tradtng and Der1vat1ve Contracts jq ?’“, .o 8250

® Excludes 36 m1111on Loss recorded 1n an equtty 1nvestment

The above net falr value of energytradlng and denvatlve contracts mcludes $180 mllllon at December 31 2002 in .
unrealized mark-to market galns that are recognlzed in the Consolrdated Statements of Operatlons at December .

- 31, 2002..

Mark—to Market Energy Tradlng and Denvatlve Contracts AEP AR : oL
‘ Total "

Net Fair va1ue of Energy Trad1ng and Dertvat1ve Contracts -

at December 31, 2001 " T ,‘:"fh‘t?-fgi:;‘f' $ 448
(Ga1n) Loss from contracts Rea11zed/5ett1ed Dur1ng the Pertod 7 ',;'v:‘ (182)g53‘-a_
'Fa1r Value of New Open Contracts when Entered Into Durtng the Pertod ‘i i”t ”i*;;§683::i;ﬁvs“
Net 0pt1on Prem1ums Pa1d/(Rece1ved) 4 A f‘_ , A, ':’ f : ' t: '”5(1505 t‘f;‘v
change in fair value due to Methodo]ogy changes SR ;:.i iii5: ):at.. ER | Sl

»Cha"?ﬁcéﬁeﬁaiﬁeﬁegﬁtgieﬁfa5?$£3¥c153ﬁ2"9~c°"tra°ts T =t25v-;t. :
Changes 1n Market Value of contracts LAy

“Net Fatr Value of Energy Trad1ng and Der1vat1ve c0ntracts'5
‘at December 31 2002 R e .

December 31 o

e :

00

%2, 125
795

“7'_t (1,877 . .
©27(603)

:440;f

8

'-:if(in m1111ons)f .“ff

@
®»

@

t‘,(d)’ B

;ctejga
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L,

| .:_Mé‘rk-fo,-Mérkent“ EnergyTradlngandDenvatuveContracts — Registrant Subsidiaries,

" APCo SRS CSPCo 1&M

Net Fair value of Energy Trading: ... - =i oo o R N
. Contracts at December 31, 2001 _ $ 75,701 - $ 48,449 $61,345
- (Gain) Loss from Contracts = - 000 S
.. Realized/Settled bDuring the Peried (a) o0 (19,143) CoQ13,812) : (9,611)
chanﬁe in Fair value Due.To. . S v _ . _ .
Methodology changes (d) - e o 350 oL 228 - 247
changes -in Fair Mmarket. value of Energy o .
Trading Contracts Allocated To ) o :
Regulated Jurisdictions (e) ' - - 1,502
Fair value Oof New Open Contracts
. when Entered Into during The Period (b) 10,865 - 7,039 2,774
Net option Premium Payments (c) : (1,797) (1,208) (1,292)
changes In Market value Of Contracts (f) - - - 30,876 - - o __24,421 . -.15,896
Net Fair value of Energy Trading :
Contracts at December 31, 2002 (g) $ 96,852 $ 65,117 $70,861
. . KPCo ‘ N 0OPCo . PSO
Net Fair value of Energy Trading : )
© contracts at December 31, 2001 ) - $12,729 $ 65,446 $ 2,434
- (Gain) Loss From Contracts :
Realized/Settled During Period (a) 1,153 (18,337) 6,476
Cchange in Fair value Due To
Methodology changes (d) 90 311 32
Changes In Fair Market value Of Energy . :
- Trading Contracts Allocated To i
Regulated Jurisdiction (e) . . 5,136 .- (5,397)
.Fair value of New Open Contracts :
‘When Entered Into During Period (b) ) ) 1,013 . . . 18,443 -
Net Option Premium. Payments (c) . . : (464) : ©(1,603) : -
changes In Market value of Contracts (f) 5,341 : 29,846 -
Net Fair value of Energy Trading
. Contracts at December 31, 2002 .(g) . $24,998 . $ 94,106 $ 3,545
. . o L SWEPCO TCC TINC
Net Fair value of Energy Trading . :
Contracts at December 31, 2001 $ 2,900 $ 3,857 $ 915
(Gain) Loss From Contracts =~ . . : P ,
Realized/Settled puring The Period (a) 6,971 7,138 2,413
change in Fair value Due To '
Methodology Changes (d) : . 36 . _ 42 12
changes In Fair Market value Of Energy i :
Trading Contracts Allocated To
- Regulated jurisdiction:(e) o 2,485 . . . - (336)

‘Fair value Of New Open Contracts
. ~when Entered Into During The Period (b). . - 428 ... 1,919 . 1,627
Net Option Premium Payments (c) - ) ‘ =

Changes In Market Value Of contracts (f) . _(3.800) L _(7.54) | _(2.588)

Net Fair value of Energy Trading

Contracts at December 31, 2002" (g) $4,00 © 35,414 $.2,043

" (a) “(Gain) Loss from Contracts Realized/Settled puring the Period” include realized gains from

‘ energy trading_contracts and related derivatives. that settled during 2002 that were entered
into prior to 2002 e : ‘ :

~(b) The “Fair value of New OpenTCOntracts when Entered Into buring pPeriod” representS"thé fair -

value of long- term contracts entered into with customers during 2002. The fair value is

calculated as of the execution of the contract. ' Most of the fair value comes from longer term

fixed price contracts with customers that seek to Timit their risk against fluctuating
energy prices... The contract prices are valued against market curves representative of the
: " delivery location.’ ' = - s : \

" () Net option Premiums Paid/(Received)” reflects the net option premiums paid/(received) as they
relate to unexercised and unexpired option contracts that were entered into in 2002,

(d) The company. changed the discount rate applied to its trading portfolio from 8BB+ utility to
o LIBOR in the -second quarter which increased fair value by $10 million. In addition, the
COm?any changed its methodology in valuing a spread option model so as to more accurately
rg§1gct the exercising of power transactions at optimal prices which reduced fair value by $9

million. . o - o : 8 ,
. (e)“change in- Market value of Energy Trading Contracts Allocated to Regulated Jurisdictions”
relates to.the net gains of those contracts that are not reflected in the Consolidated
* -Statements of Operations. These net gains are recorded as regulatory liabilities for those
. . subsidiaries that.operate in regulated jurisdictions. -
" '(F)"changes in Market Vvalue "of Contracts” represents the fair value change in the trading

: jport%o1io due to market fluctuations during_the current period. Market fluctuations are
... ‘attributable. to various factors such as supply/demand, weather, storage, etc. o

“(g)"Net Fair value of Energy Trading Contracts” does not reflect the changes in fair value

associated with derivative contracts designated as hedges and therefore will not agree to the .

net fair value of the Energy Trading an “Derivative Contracts line items on the individual
registrants’. balance sheets. . ‘ o .
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- Prices .Based on Mode1s and Other

-TJCC

Mark—to Market Energy Tradlng anduDenvatlve Contract Matuntles AEP

T Eadr va1ue of COntracts at December 31 2002

AEP Consolidated Less than

source of Fair value

1 3 vears B

Maturities:

A‘{ (in mil ions)

) In ExceSS‘

‘Total Fair - -

value

BRI B 1—2935.55
Prices Act1ve1y quoted (a)" “:"$(32)cf.
Prices Provided by other Externa1 R
Sources (b) - .24

.-valuation Methods (c)
~Total - .

;?,5 69_2;
189

"7§§§£§%§»7fiff§iii52;

14;5vyeaésf

. 36 -

of 5 years

?_:sl; =

ey
224

an o
5250

:Mark-to Market Energy Tradlng and Denvatlve Contract Matuntles— Reglstrant Subsndlanes

“Fair va1ue of contracts at December 31, 2002

C | ' U . 'Less than
Source of Fair Va1ue o

Maturities

(in_thousands)

In Excess
of years

. Total Fair’

value

- 1lyear .
APCO * o R
Prices Prov1ded by Other

External Sources (b) :
Prices Based on Models and Other

valuation Methods (c)
Tota1 . )

o $14,352
11,492

CSPCo - -
Prices- Prov1ded by other ]

External Sources (b) e
Prices Based on Models and other -
< valuation Methods (c) e
Tota1 : ]

59,657
“i'" 7.726 L
:‘IIZ;ZEZ ‘~‘:§ié*i§i
KPCo ' ' . L
Prices Prov1ded by other : B R
_.External .Sources (b) . - . .. $ 3,707 -
'Pr1%es Based OR ﬂode]; and ‘other . .- ,2 966A.
valuation Methods (c DU S
TTotal - T 2

1313;;13

_]'I&M
© Prices Prov1ded by other

s12,105
7,913
- $20.018

‘. "External Sources (b) - T
. Prices Based on Models’ and other
valuation Methods (c) e
Tota1

opCo ‘ AN
Prices -Provided by other _ S o
‘External Sources (b) < $20,775 .

APr1%es Based og god%1§ and Other;”;l.;fid s o
valuation Methods (c R 10,

o Total , 330,778

PSO e

o Prices Prov1ded by Other : T
- External Sources (b) . .l T g
.. Prices Based on Models and other;1’ L
-~ valuation Methods (c) o

Tota1» o 3

: ~SWEPCO - )

- Prices Prov1ded by Other

. . External Sources (b): . ‘-:v.o .
- Prices Based on Models and other -

1-3 vears .

543,307
9,475

$29,113 -
6,370

$11,176 -
2,442

530,961 -
6.772

1$38,622 .
8,453

I.;fxszzzgzig_,~

81,736,
390

Ciiesr

'4-SerarsJ

3 3, 018 .

8 183

7og?§iiIZ§if,j

'$.2,028

5501
3 7,529

. § 779

- $ 60,677

36,175

2,114
32,893

ls2,a71

©$ 2,691
~7.298.

s o125
336

385

“valuation Methods (c)
Tota1 T e

“ . 'Prices Prov1ded by 0ther_g~;z
~ External Sources (b) . o
“Prices Based on Models” and Other'f—
valuation Methods (c) :
Tota1 o o S

s,
L2190
$2,755:

446 .

'$ 1,605
361

5115

311

5,886

141

$ 40,798
24,319

$15,662

- 9,336

$ 45,237

25,624

. $.62,088

32,018 -

s 2,234

1,311

3;;3;zg§jj{ R

s 2,550

1,499

i;;;;;gzg e

53,25

2,158



- Prices pProvided by other .- ' .0 -

s 201, . $1,006 .S $ - $ 1,290

External Sources (b) ;i 73.

Prices Based on Models and other . ' ' :

valuation Methods (c) .- ...+ ., 159 - 229 197¢ 168 ) 753
Total . Sy 3360 $1,245 - R20° 3 168 $ 2,043

(a)“Prices Actively Quoted” represents the Company’s exchanﬁe traded futures positions.
:(b)“Prices.Provided by other External Sources” represents the Company's positions in -

natural gas, power, and coal at points where over-the-counter broker quotes are

available. some prices from external sources are quoted as strips (one bid/ask for

Nov-Mar, Apr-Oct, etc). Such transactions have also been included in this category.
(c)“Prices Based on Models and Other valuatjon Methods” contain_ the following: the value

of the Company's adjustments for liquidity and counterparty credit exposure, the value

of contracts not quoted by an exchange or_an over-the-counter broker, the value of

transactions for which an internally developed price curve was developed as a result of the

lTong dated nature of certain transactions, and the value of certain structured transactions.
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- are |

" business..
+ regulatory accountlng forits” subsrdlarles

) '-l:"We have mvestments in debt and eqwty
o jsecuntles ‘Which ‘are held in nuclear trust o
" funds. The trust mvestments and their fair ’a*i :
~ value are discussed in - Note /17,
"’ Management,
. Derivatives.”
*_trust funds have not been included in-the
“" market risk -calculation for. interest rates as
' these instruments are marked-to- market and

' "Rlsk

Financial - Instruments and

changes in market value of these instruments .
reflected . in - a . corresponding.
decommlssronlng Irablllty Any differences

" between the trust fund assets and the ultrmate o

_liability are expected to be recovered through

) regulated rates from our regulated customers o

Inflatron affects our cost of replacmg operatlng

-and mamtalnlng utlhty plant assets. Therate- -

" "~'making process . limits - recovery to the
. historical cost of assets, resulting in economic’
_losses when the effects of inflation are not
~ recovered from customers on a timely basis.

" "However, economic gain's that result from the

... ‘repayment of long-term debt wrth lnﬂated
) “dollars partly offset such Iosses _' S

- Industry Restructunng

AFour of the eleven state retarl junsdlctlons :f
*(Michigan, Ohio; Texas and Vlrglnla) in which -

" - AEP’s domestic_ electnc utrhty companres

operate have |mplemented retail restructunng
_ legislation.

, Three other states, (Arkansas,
‘ ,Oklahoma and West Vlrglnla) lnltlally adopted

o retail restructurlng legislation, but have since "

. delayed the implementation of that leglslatlon
~or repealed the legislation (Arkansas)

' _general, -

. provides for a transition from cost-based rate -

.~ . regulation .. of bundled: electnc service "to "

- customer choice’ -and market pricing for. the

retail - restructuring Ieglslat|on

supply : ‘of electricity. = As leglslahve and

"'ff‘"_.'fregulatory ‘proceedings ° evolved six AEP

* .. electric operating companies (APCo CSPCo,
. OPCo, SWEPCo, TCC and TNC) have
" discontinued the- applrcatlon of SFAS 71
- regulatory accountlng for- the - generatron
“AEP . has' not dlscontlnued its *

- doing business-"in" Mlchlgan (I&M) and

.- ~Oklahoma (PSO). Restructuring legislation, -
. 'the status of the transition plans and the SR
o status . of the “electric ut|l|ty companles
S j.accountlng to comply with the: ‘changes in-
’ each of our state regulatory Junsdlctrons

‘Financial instruments in these e Tl R

'?AEP and lts subS|dlanes have filed wrth the".- clE

. T FERC and SEC seeking approvaltoseparate ~ = .
" their regulated and unregulated operations.- -

: 1":-_’*affected by reStructun'rlng legrslatlon .
"n'presented in Note 8 of the Notes to Fmancral ’
- ;Statements | ' ' |

e

"Corporate Separat/on R

*‘The plan for corporate separation allows AEP .

~_and its subsidiaries to meet the requirements: ... ‘.
.' of Texas and Ohio restructuring legislation. In -~
Texas, TCC and TNC intended to transferthe - = <~
j;generatron assets from the mtegrated electric

, operating companies (CPL and WTU) which ™~
" operated in ERCOT-prior to the effective date

: - of the Texas ‘Restructuring Legislation -to :

) ~ unregulated generation companies. In Ohio,
- CSPCo "and OPCo “intended to transfer
" transmission and distribution assets from the

.-~ companies leaving CSPCo and OPCo as
 “-.generating . companies. - ~AEP and
”_’subS|d|arles proposed amendments to the.

" power pooling agreements to remove the four -+ - -
: “;-;_,.Ohlo and Texas generatlng companies. Only.

- those -operating companies that continue to
~exist as integrated utilities would- have been

‘,;agreements " which ‘would - govern ‘ energy -
: "exchanges among “members - and _
i allocatlon of their off-system purchases and
{ sales.- 'In " connection - with = corporate -
seperatron certain new interim power supply’
‘ "agreements have been proposed to provide
-; _power to distribution’ companles who will no -~
i longer own generation assets.’ Several state -
-~ commissions, wholesale customer groups and

7' FERC - proceeding. -

*-**_._'jagreements ‘with ' the "-state-

s - approved ‘our corporate separation plan as -
modified -’ by the settlement -agreements.

o _,:'Terms in the settlementagreementswould be

= effective upon implementation of corporation "
separatron
~-for -its “implementation.” . The “Arkansas
-~ has extended the length of time needed for .
“the SEC's review.

IS '

“integrated ‘companies to two new wires .

ts

“included in " the amended power pooling i

the

-~ other interested " partles ‘intervened in - the - .
Negotlated settlement - . -
‘regulatory -
.7 commissions “and- ‘other major “intervenors .
<+ were filed with the FERC in'December 2001. - -
In September 2002, the FERC conditionally - -

| “In"addition, SEC approval of 1
- AEP's corporate separatron plan is required -

'fCommlssron intervened with the SEC, which ' -~ .. .

In order to execute this .~~~ -
_-v"—-’separatlon AEP and its sub3|drar|es may be oo



. functional

.. states.
.- pending.

- ‘-.-:,:_AEP West companres are
. ERCOT or the SPP..

. ,' ‘_'-’f@'reqwred to retlre various debt securltles and
. transfer assets between Iegal entltles

With the changes in AEP’s busmess strategy
in

v notlf' ed the FERC of their mtent that the

_ transmrssnon assets in SPP would partrcnpate

in MISO.  AEP'§ SPP’ companles are also

~ regulated by state public utility commissions,

response - to- ~ _current - -energy
market/business condltlons management is
.. evaluating changes‘ o . the corporate
.- separation plans, mcludmg determining
.~ whether legal corporate : separatron is
" . appropriate. . :
~RTO Formation

" FERC Order No. 2000 and many of the .

- settlement agreements with the FERC and
. state regulatory commissions to approve the
. AEP-CSW merger required the transfer of
control - of = the subsrdlanes
- transmission systems to RTOs -

4AEP East compames mltlally parhcrpated in

-the formation of the Alliance. RTO.
December 2001, the FERC reversed prior

Subsequently, in May 2002, AEP

In July 2002,

" decision for AEP East companies to join PJM

. . subject to certain conditions being met. The
-+ performance of these conditions are only
.. partially under AEP’s control. -
...2002, AEP .East -companies .in Indiana,
.7 ‘Kentucky, OChio’ and Virginia filed for state =
-+ .. regulatory commission approval of their plans
- to. transfer ‘
- : transmission . assets  to PJM- based on .
.. statutory or regulatory requirements in those :
‘Those: proceedings are. currently -
: In.February 2003, the Virginia
o Leg|s|ature enacted legislation that would - -
.~ _prohibit the transfer. to an RTO, until at least
= :July 2004, which
e srgnature by the Governor of Vlrglnla

In December

functional - control - of - their

proposed consolidation of the MISO and the
.. SPP."

_AEP West companies in SPP to file reasons . |
- why they should not be required to join MISO.

2 In August 2002, AEP SWEPCO and TNG . - had- -open; tradmg contracts and- tradlng

members of
t In May 2002, FERC . .
accepted condltlonally, filings related to a=

In that order the. FERC requrred the |

In

. approvals and rejected the Alliance RTO's -
. - filing. .
. - announced an-agreement with the PJM
~. . Interconnection to pursue terms for AEP East
.- companies to participate in PJM with final
... agreements to be negotiated.

.- the . FERC conditionally approved AEP’s

and the Louisiana and Arkansas commissions '

.also filed responses to the FERC's RTO order

|nd|cat|ng that additional analysis was
required.  Regulatory activities concerning
various RTO issues are ongoing in Arkansas
and Louisiana.

: Management is unable to predrct the outcome

of these transmission regulatory actions and

‘proceedings or their impact on the timing and

operation of RTOs, AEP and its subsidiaries’
transmission operations 'or future results of
operations and cash flows.

FERé Pr'opo”s‘ed Standard Market Design and
Secunty Standards

In 2002, the FERC issued its Standard Market

'Design (SMD) notice of proposed rulemaking

seeking .to standardize the structure and
operation . of ‘wholesale electricity markets
across the country. The FERC published for
comment its proposed security standards as
part of the SMD. These standards are
intended to ensure all market participants

~ have a basic security program that effectively

' actlvmes

protects the electric grid and re|ated market
Because the rule is not yet
finalized, management cannot predict the

effect” of the final rule on AEP or its

: _ subsidiaries’ operatlons and financial results.
SeeNote 9 fora complete dlscuss10n ofthese
proposals S

thlgatlon -

AEP and its subsndlanes are rnvolved in
various lltlgatron ‘The details of significant

litigation contingencies are dlsclosed in Note

9 and summanzed below.
is currently awaltmg L

, Enron Bankruptcy Affect/ng AEP, APCo, .

. M25

" CSPCo, 1&M, KPCo and OPCo -

In 2002, certain subsidiaries of AEP filed
. . claims. in the bankruptcy proceeding of the

- Enron, Corp and its subsidiaries which are
pendlng in the U.S. Bankruptcy Court for the
. Southern District of New York. At the date of -
. Enron’s. bankruptcy, AEP and its subsidiaries




L -’accounts recelvables and payables wnthf‘;e‘. :
_** Enron and various HPL related contingencies
-+ 'and indemnities including issues related tothe =" "+
"~ underground Bammel gas storage facilityand - <"
--~the cushion gas (or pad gas) reqmred for |ts

normal operatlon

wln 2001 AEP expensed $47 mllllon ($31,_¥‘-_
- million net of tax) for.our estlmated loss from . -
-~ the ‘Enron’ bankruptcy.
- expensed an . additional $6 million"-for.a ..~ .
_cumulative loss of $53 million ($34 million net’ "_;i__NOte 18forfurther d'SCUSS'On
 of tax). The amounts’ for certaln subS|d|ary.tfi?

"r',',;reglstrantswere s ST

R S . Amounts. .. Net of o
- ‘Registrant - - - Exgensed T el Tax
s SR : (1n m1111ons) Sy
© APCO- - - .- .$5.3 Af $3.4; o
CEsPCO - i 2.7 1.8
&M _‘ 2.8 1‘.8,;{-
_KPCo. 1.1 20.7
3.6 .2 3

_ _'OPCo B E

o Management beheves that we have the nght,; -

- to utilize offsetting recexvables and payablesff,»j% :

" andrelated collateral across various Enron ::.

.- . entities by offsettlng apprommately $110_’

" “million of trading payables owed to various ‘' -

" Enron entities against trading receivables due -

- -to us. Management believes we" have legal . -
~.defenses to any challenge that may be made ...

- . to the utilization of such offsets. At this time

. management is unable to predict the ultimate o

" resolution of these issues or their impacton - =

. _results of operations and cash flows. - See_:\

-~ 'Note 9for further dlscussmn S

';"‘,;.;,";‘COLI Affectlng AEP APCo CSPCo I&M i
' f'KPCo and OPCo 4 L

N decnsmn by the U S Dlstnct Court for the_"

~. . - Southern District. of ‘Ohio in February 2001
. that denled 'AEP's - deduction ‘of ’ interest

- clalmed on AEP's - consohdated federal -

. _.income tax returns related to'a COLI program:_..
... resulted in.a $319 million. reductlon in AEP's :
T ,;-}Net lncome for 2000 e '

. Amounts L

_‘,}The earnlngs reductlons for affected
:'ireglstrantsubS|d|ar|eswere asfollows : o

L

CSPCO'_- L I
e ix&wj S TR s T 'fee .
oPCo xﬂ-. : ,;;,jv,;’; : h o L 118 ‘

In- 2002° AEP. [ ERO
.,AEP has appealed the Courtsdecnsxon See, -

"‘5':j_"::Shareholders Ln‘/gatlon Affectmg AEP

“In-2002;" Iawsunts alleglng securltles Iaw o
" “violations, a breach of fiduciary duty for failure - .
“: " to establish and maintain adequate .internal .= -
“-.controls and - violations - of the Employee ~ .
. .Retirement Income Security Act were filed
o -against AEP, . certain AEP - -executives, - -
“members of the AEP Board of Directors and -
-~ - certain_investment banking firms. - These
*--:.-cases are in the initial pleading stage AEP SR
. intends to vngorously defend against these =~ - -
. B DR 'actlons See Note9forfurther dlscussmn
o The addltlonal 2002 expense d|d ‘not R
S materially change the' cumulatnve expense per ‘-
.-~ registrant subsrdlary The amounts expensed -7, -"-
- werebasedonan analyS|s of contracts where - .:

| AEP entltles and Enron are counterpartles i
B - against forty energy compames including -

o - AEP, and two publishing companies alleging
. violations of ‘California law through alleged ;

' f;‘.fCaI/forma Lawsu:t Affect/ng AEP |

';{.’In 2002 the LleutenantGovernor of Callfornla -
. filed a lawsuit in California Superior Court "

_fraudulent reporting of false natural gasprice -
‘= and volume information with anintentto affect .. -
“* the market price of natural gas and electricity. -~
" "AEPintends to vigorously defend againstthis =
actlon See Note 9 for further discussion. - -

v-_f{'-_EFERC Wholesa/e Fuel Comp/arnts Affectlng_.,: o
- _j_AEP and TNC ¥ S

?’f-ln May 2000 and November 2001 certaln '
~ TNC wholesale customers filed a complaints - -
+i. with . -FERC - :alleging - ‘that - TNC. . had
l?~overcharged them through the fuel adjustment
- rclause ‘for:certain purchased power costs.
" The final resolution of this matter could have a -
.,;_-A_'negatlve |mpact on - futute - results - of
" operations, cash flow and financial condltlon o
- ._See Note 6 for further dlscussmn TR

Merger L/tlgat/on - Affe_ctmg AEP and a!l ‘_:
'Subs;dlary Regtstrants '; IR o

_’ln’Januaryzooz afedieral courtruled that the e

D R “(in m1111ons);} L
SAPCOTS T ot s e



;,f‘?,.fSEC d|d not properly f|nd that the Jurie 15 .
7 2000 merger of AEP with CSW ‘meets the . "
" requirements of the PUHCA and .sent the - - -,
case back to the SEC for further review. - " power determination. No such conference -
Management believes that the merger meets -

. . the requirements of the PUHCA and expects

. the matter to be resolved favorably See Note
‘ A=9 for further dlscussmn ' S

. Arbltratron of W/II/ams Clalm Affectmg AEP Z:A;Q'T.;Other thlgatron - Affect/ng AEP and all

, _In 2002 AEP f' Ied ltS demand for arbltratlon/j,' Subs:dlary Reg/strants SR : _
~ with the American Arbitration Associationto " - AEP and lts subS|d|anes are mvolved ina
‘initiate formal arbitration - proceedmgs in-a =
dispite with .the Williams Companies

- (Williams)..... The_proceeding results from . .
© 7 Williams' - repudlatlon of - its - obligations to =
... provide phy3|cal power deliveries to AEP and -

‘“‘»'Wulllams failure. to provide the monetary -~

security requ1red ‘for natural gas deliveries.

" Although managementis unable to predictthe

-~ outcome of this matter, it is not expected to *

" have ‘a material impact - on’-results of -

"+ operations, cash flows or fi nanmal condrtlon :
B 'See Note 9 for further dlscussron

. trading practlces

e :requrred See Note 9 forfurther dlscussron

_ .E{the AEP System j

AFERC |ssued an order delaying the effectlve o
'date - of . the ‘mitigation “plan: until -after a
planned ‘technical conference on. market

- ’has been held and management isunableto
- predict the timing of any further action by the

FERC or . its: affect on future results ‘of -

RN operatlons and cash flows.

- number of other legal proceedrngs and
" claims. While management is unable to . -
. predict the outcome of such litigation, itis not

* expected that the ultimate resolution of these
“--matters will have a material adverse effecton.
. results of operations, cash flows or financial
- condrtron

_‘Enwronmental Concerns and lssues

R 'AEP and |ts subsrdlanes W|ll oonfront several
new environmental requirements over the

- » o ~next decade with the potential for substantial V;
. EnergyMa!'ke”nveStlgat’ons Affect/ngAEP " _control costs and - premature retirement of
" 'some - generating plants.

During 2002 the FERG, the, California " include: "stringent controls on sulfur dioxide

. . attorney general the' ‘PUCT, the SEC the =+
" " Department’ ‘of Justice “and the U.S. -
... Commodity. Futures Tradrng Commrssron,—;'v'_

- (CFTC). initiated lnvestlgatlons into whether -7

o ,Rewew lltlgatlon a new Clean Water Act rule’

.- any entity, . including Enron, manipulated "~ - " to reduce fish killed at once-through cooled - =~

. short-term prices in electric energy or natural : ‘power _ plants; and . a possible: future - . '

. gas markets exercrsed undue influence over -1 - ;requnrement to reduce carbon dioxide (CO2)

- wholesale prices or part|C|pated In fraudulent Lij"j’f;if_emrssrons as the world endeavors to stabilize
N -_:atmosphenc concentrations of gréenhouse -

" AEP and ‘its subSIdlanes have “and wrll_} - -gas emi swns a"q avert. 'global climatic

" continue to provide information to the FERC, *-
‘the SEC, state officials and the CFTC as;-"""

These policies

s (SOZ) nltrogen oxide (NOx) and mercury (Hg) -
" " emissions from future regulatnons or laws, or -
-~an adverse decision in the New Source - -

_changes

'f,AEP and lts subsndlanes enVIronmental pollcy :
- -require - full compllance ‘with _all applicable -
o e legal requrrements In support of this policy,
 FERC Market Power Mrt/gatlon ‘" Affectmg‘ % AEP and its subsidiaries invest in research-
'"‘..va:_i‘.through groups like  the Electric . Power -

" Research " Institute - and dlrectly through =

A FERC order on our tnennlal market based S " demonstration’ projects for new .emission

" wholesale power rate authorization update
" required certain mitigation actions that AEP .. : - ..gontrol .. technologies. .
- and its subsidiaries would need to’take for -*
o sales/purchases within their control area and i
“required ‘the “posting of information ‘on our *
‘website regardlng the status of AEP’s power ¢
- system. As a result of a request for rehearing

- '_’ ’}”"rfled by AEP and other market part|CIpants A

“AEP - and its.

. :;SUbSIdlal’leS intend to. contlnue in a leadership
““role to protect and preserve the environment -
'_',whlle prowdlng vital energy commodities and
" services to customers at fair prices. :
g ’AEP and 'its subsidiaries have “a proven :
'”record of efflmently produolng and dellvenng R



) Optimally, such’. Iegrslatlon would establish .
. reasonable -.emission reduction targets and -

~ compliance "timetables -based on sound ", states in which the AEP System’s generating

_ fplants are located. The compliance date for, :
;.;these rules is May 31 2004 '

,_Slnce 1999 AEPSC APCo CSPCo l&M and RS

- OPCo have ' been ' involved -

.. " regarding generatmg plant emlssrons under
. the Clean Air'Act. Federal EPA; a'number of * -
|7 7 statesand specral mterestgroups alleged that' ~
“~ AEP System companies modified certain units -
* at coal fired generating plants in vnolatlon ofﬂ‘
; _'the Clean Alr Act over a 20 year penod '

' _electncrty and gas whlle mmrmrzmg the |mpact L
- onthe environment.” AEP and its subsidiaries * -
__have spent bl"lOl’lS ofdollars to equip manyof -~
 their . -facilities . w1th
mtechnologles s e

pollutlon :

science, utilize nationwide  cap- and-trade o
. programs for achlevmg compliance as cost- .
effectively as possible, protect fuel diversity .

- . and preserve: the reliability -of the nation’s -0

. electric supply.” Management is unable to . -
. predict the timing or magnitude of additional = "
-+ pollution control laws’ or-: regulatlons S LI

. additional .control technology is required on ~ "

.- " AEP System | facrlrtles and their costs are not -

... recoverable - from o

. regulated rates or market prices, those costs - -

" could . adversely- affect future results of "

~ operations and cash flows. The following ™
discussions explaln existing control efforts, "
~ 'litigation and other pending matters related to"

- _envrronmental issues for AEP companles e

. customers

. 'Federal EPA Complarnt and Not/ce of.,'.;v' :
.. Violation - AffectrngAEP APCo CSPCo I&M,_“ .
vandOPCo R ST '

f ~-'Management belreves |ts mamtenance reparr_-:’
'~ “and replacement activities were in conformity.."*

- .with ‘the "Clean " Air ‘Act “and :intends :to
> . vigorously pursue its defense.’ Managementf

. " is unable to estimate the loss or range of loss :

i " related to.thecontingent liability - under the -
. i Clear Air Act proceedlngs and unable to_;~
predrct the trmmg of resolutlon of these.f

control S

Jn: 2000
~ Environmental Quallty (formerly ‘the Texas
" Natural Resource Conservation Commission)
“adopted rules requrrmg significant reductions
~in_ NOx ‘emissions from  utility . sources
.~ including 'TCC " and " SWEPCo. - The
through R complrance date ‘is May 2003 for TCC and-
= May 2005 for SWEPCo ,

~litigation .. =

‘,matters due to the number of alleged BT

“ . violations and the significant number of issues © - -
" yetto be determined by the Court. Ifthe AEP = "~ -~

" System companies do not prevail, any capital

"~ and operating costs of -additional- pollution .

~._.control equipment or any penalties imposed

L Mult- pollutant control leglslatron has been{'i ..:would “adversely- affect future - results . of

" introduced in ‘Congress and is supported by
the Bush Administration. The legislation would
regulate NOx, SO2, -Hg and p055|bly co2. .
. emissions. from electric generatlng plants.
- AEP and its subsidiaries are ‘advocates of -
o comprehensive, multi- pollutant legislation so ‘ : ‘
. - that compliance planning can be coordinated Federal EPA lssued a NOx Rule and adopted o
* . and collateral emission reductions maximized. . " -2 [ovised rule (the Section 126 Rule) requiring -
- ;substantial reductions in NOx emissions ina "

" number of eastern states, including certain - "

* - -operations, cash- flows and p035|bly ﬂnancral* ,
:* condition unless such costs can be recovered o
mSee Note 9 for further dlscussron - '

NOx Reduct/ons - Affect/ng AEP APCo ,
“:1&M, OPCo, SWEPCo and TCC E

the Texas CommrsSron’ on

S AEP and lts subsndlarres are lnstalllng a
- variety of emission control technologies to
-reduce” NOx iemissl_ons[ to comply with the
. applicable . state' i-and -
<. requirements mcludrng selectlve catalytrc -
“~reduction (SCR) and non-SCR technologles o
" The AEP System NOx compliance plan is a ‘
. ,+2+ dynamic plan that is continually reviewed and

. :“revised. -Current - estimates indicate that =~ .
~ compliance with.the NOx Rule, the Texas. =
Commission on Environmental Qualrty rule -
-~ and: the Section . 126 ‘Rule could result in -
_;jrrequrred capital expendrtures in the range of -~
-~ $1.3 billion to $2 billion of which $843 million
- has been spent through December 31 2002
-»;;for the AEP System - Ny ,

Federal  -NOx



A:f?éompany:.i

©.~0PCo.

" APCo, CSPCo,

- '_number of srtes wrth no srgmflcant effect on- SR TR

The foIIowrng table shows the estlmated
... ‘compliance cost ranges and amounts spent
- - by certain of AEP’s: reglstrant subsrdlanes

Vthrough December 31, 2002

. Est1mated
, COmp11ance Costs.-_Spent
S (1n m1111ons)

© “APCO. o saas $234 o
I&M .42-210 S
- S 535-8B4. - 3871_':_,5
USWEPCO |t . o 140 o n24

LTCE L ERE- ';f,z.if s S

: Unless any capltal and operatlng costs of
‘- additional pollution control equipment are
~ “recovered from customers, they will have an "~
" . adverse effect on future results of operations,
- cash flows and possibly financial condltlon
‘ :See Note 9 for further dlscussmn '

; }Supen‘und and State Remed/atron Affectmg
" AEP, APCo CSPCo I&M OPCo SWEPCo

" andTCC_

B 'By-products from the generatlon of electncrty
"+ include materials such as ash, slag, sludge, "
- low-level radioactive waste and SNF. Coal ~

. combustion by-products, which constitute the *
~ overwhelming percentage of these materials,

- are typically disposed of or treated in captlve

~ disposal facilities_or are beneficially utilized.
In - addition, - our : generating - plants and -

. transmission" and “distribution facilities have =

- used ‘asbestos, PCBs and other hazardous

“:and non-hazardous materials. - AEP.-and its . L

i+ subsidiaries -are currently incurring. costs (I

T safely dispose of these substances. Additional
- costs-could be’incurred to comply wrth new 7.4 '
o 1Iaws and regulatlons lf enacted S

Superfund addresses clean up of hazardous
substances at disposal sites and authonzed

¥ . Federal EPA 1o . administer 'the “clean-up .
' - 'programs. As ofyear—end 2002 subsrdlarles of -

_AEP are named by the Federal EPAasaPRP.
" forfive sites. APCo, CSPCo, and OPCo each :

. have one PRP site and I&M has two PRP..

sites. .There are srx addrtronal sites for which -

- ‘named’ potentlally llable at six sites" under
- state law.™ Lrabrllty has been resolved for a*

Amounts e

A I&M, -KPCo, OPCo and !
. " SWEPCo have received information requests
- which could lead to PRP designation. HPL, "
.. OPCo, SWEPCo and TCC have also been

;;results of operahons tn ‘those instances

named a PRP or defendant their d|sposal or .
recycllng activities were in accordance with

"“a'{fthe ‘then-applicable laws and regulations. -

- “Unfortunately, Superfund does not recognize

- liability on_parties who. fall W|th|n |ts broad

e ) statutory categones

'-ﬂ'Whllethe potentralIlabthtyforeach Superfund ;
~site'must be "evaluated separately, ‘several
i rf“general statements can bé made regarding -

‘.j'AEP subsidiaries’ potentlal future Ilablllty
" Disposal ‘of materials at a’ ‘particular site’'is .
. often unsubstantiated and the quantity of -

Y often - nonhazardous. Although superfund
o liability has been lnterpreted by the courts as
joint and several, typically many parties are -

. 'named as PRPs for each site and several of
"the partres are fi nancrally ‘'sound enterprises.
" Therefore, ‘our ‘present ‘estimates do not
. _f':f_..\f,antrmpate material cleanup costs for identified
- - sites for which AEP ‘subsidiaries have been

“declared PRPs. If significant cleanup costs

: ';, ‘are attrlbuted to AEP or its subsidiaries in the
,', < future under Superfund results of operations,
o cash flows and possibly fi nancral condition

" would be adversely affected unless the costs
can be recovered from customers ’

,»"'Globa! Clrmate Change Affect/ng AEP and' o
T‘_(all Regrstrant Subsrdlanes \‘7 g

. -Climate ‘Change held - in’ Kyoto, Japan in
December 1997, more than 160 countries,
R .lncludmg the U.S., negotrated a treaty
'f'_requmng legally-bmdlng “reductions
~ emissions | of greenhouse gases chiefly CO2,-
which many scientists believe are contributing
" 'to global climate change. Although the U.S.

_signed the Kyoto Protocol on November 12, -

‘,’,;1998 the treaty was .not submitted to the
~ :Senate’ for_its- ‘advice . and - consent by
f”Presrdent Clinton.  In March 2001, President.
~-Bush announced his opposrtlon to the treaty = -
“-‘and-its . U.S. ratification.  At-the Seventh
~.Conference of the Parties in November 2001,
~.:the parties finalized the rules, procedures and -
- ‘guidelines required to facilitate ratification of
7 the protocol. -
'?}become effectxve in- 2003 AEP does not -

“where ‘AEP or its: subsidiaries have been

~_ compliance as a defense, but imposes strict

materlals deposrted at ‘a site was small and . -

': " ,;:At the Thrrd Conference of the Partles to the - '
- United Natlons Framework Conventlon on -

in

:The protocol is expected to - 3



.. ._contrals,

;. __emissions.

ol Chicago -

o “compllance ‘could be material. -
77 unless any capital - and operatlng ‘costs ‘of
" additional pollution -control équipment - aref;;__

... - recovered from customers, they will have an". -
... adverse effect on future results of operatlons
e cash flows and pOSSIbly flnanmal condltlon -

S supportthe Kyoto Protocol butlntends to work o
. with the Bush Administration ‘and U.S. "
i Congress to develop responsible publrc policy i'}_ .
L7 onthis issue.-Management expects that due . -
. to President Bush's opposmon to Ieglslatlon
mandatlng greenhouse .gas - emissions "
any policies - - developed = and ..
"'lmplemented in'the near future are likely to';*
encourage voluntary measures to reduce, -
/.- avoid or sequester such emissions. AEP has . :
.. ‘for many years been a leader- in pursuing
" voluntary actions to control greenhouse gas
. . AEP - recently expanded lts_‘_fi.'.":
commrtment in. th|s area . by Jomlng the o
_ Exchange pilot
... .greenhouse gas emission - reductlon and:f;
' ‘trading program, under whrch AEP and its
. subsidiaries are oblrgated to reduce or offset ~ ~
. ..18 mlllron tons ofC02 emissions durlng 2003-
s 2006 L ,

Cllmate

The- acqursrtlon of 4 000 MW of coal-fi red

generation " in" the United - Klngdom

~- December 2001 exposes these assets to'-;‘

i potentlal CO2 emission. control obllgatrons

~ . since the UK has become a party to the_
L Kyoto Protocol SR

, “Control of Mercury Emrsswns

o In December 2000 Federal EPA lssued a _
‘L regulatory’ determlnatlon listing ‘the’ electnc.;:'
- ... generating sector as a source category under ;'
. the . Clean Air'Act: for: development of
R ~maximum achlevable ‘control” technology
" ‘standards to control emissions of hazardous :
_air pollutants, rncludrng Hg. Federal EPAis: "
.~ expected to issue proposed regulatlons rnf’;_{
. 2003 and develop a -final ‘rule_ in -2004."
*"Management cannot predict the outcome of ~‘lif'
.~ these regulatory proceedings, or the costs to” -
- comply with any new standards adopted by'i

~ Federal EPA.- The costs assomated -with -

-,Costs “for - Spent Nuclear ‘ Fuel and“’,
Decommrssronmg Affectmg AEP I&M and _

TCC

l&M as the owner of the Cook Plant; andv“‘

However, ':-

[

f'.',TCC as' a partlal owner . of STP have a_] : |
srgnrt"cant ‘future -financial commitment to
safelydlsposeofSNFanddecommrssronand

“ decontaminate: the “plants. -"~The Nuclear

"""‘Waste PollcyActof1982 established federal = |
responsrbllrty for - 'the permanent off-site. -~

. disposal of SNF and high-level radioactive

~waste. Bylaw I&M and TCC partrcrpate in the -

"DOE’s - -SNF disposal ‘program which is

“described i |n Note 9 of the Notes to Financial - :
- Statements.’ Since 1983 1&M has collected R

"$303 million from customers for the- disposal

_of nuclear fuel consumed. at the Cook Plant.
$117 million - of these “funds . have been

deposnted in'external trust funds to provrde for

‘“wthe future disposal of SNF-and $186 million .~ - -
- . 'has been remitted to the DOE. - TCC has -

~“collected and remitted to the DOE, $53 mrlllon_

for the future disposal of SNF-since STP
beganoperatlon in the late 1980s. Underthe =

«provisions' of the Nuclear Waste Policy Act, -

collectrons from customers are to provrde the -

* DOE "with- money “to 'build -a permanent
reposﬂory for 'spent fuel. However in 1996,
_ the DOE notified the companies that it would

"'be unable to begin’ ‘accepting SNF by the -
January 1998 'deadline required by law. To =~ .= =

“‘date’ DOE ‘has - failed to comply with the .

requrrements of the Nuclear Waste PolrcyAct

As a resultof DOE s fallure to make suffcrent o

progress toward a permanent repository or
othen/vrse assume responsrbrlltyfor SNF, AEP

-‘on behalf of 1&M and STPNOC on behalf of =~ . = -

: TCC and the other STP owners, alongwitha'. .~

g number of unaffi liated utilities and states, fi led

““suit in".the D.C. Circuit Court requesting, =

'-f among other things, that the 'D.C:" Circuit -
. Court order DOE to meet its obligations under .-

“the' law. The D.C. Circuit Court ordered the -

*“parties to proceed with contractual remedies
~-but declined to order DOE to begin accepting -
- SNF for disposal. DOE estimates its planned

~site for the nuclear waste will not be ready -

" until at least 2010. In1998 AEP and 1&Mfiled .

“million dué“to the DOE's partral material

““breach . of '‘its - unconditional * contractual . .
~*deadline to begrn disposing of SNF generated = .
* bythe Cook Plant.: Similar lawsuits were filed " -
“. by other utilities. In'/August 2000, in an appeal - .. .
of related cases lnvolvmg other unaffiliated . -

utlhtles ‘the U.S: Court of ‘Appéals for the

Federal Clrcmt held that the delays clause of

a complaint “in "the U.S. Court of Federal -
. Claims seekrng damages m excess of $150



U In January 2001

- settlement was. unlawful as it

o the standard contract between utllltles and the .
" DOE did not apply to DOE’s complete failure
T (o} perform its_ contract oblrgatlons and that -
- the utilities’ suits agamstDOE may continuein - E
“.....court: On January 17,2003, the U.S. Courtof -
_ <. :Federal Claims ruled in favor of I&M on the =
. : -issue of liability. The case continues on the
. -issue of damages owed to 1&M by the DOE.

~ As long as the delay.in. the availability of a-

RS government approved storage repository for .

* . SNF continues, the cost of both temporary
.. -and permanent storage of SNF and the cost
. f_,ofdecommlssronlng will contmueto increase.

I&M and STPNOC on

o _the trust rnvestments Studies completed in
©.1999- for 'STP. estimate TCC's 'share of

- decommrssnomng cost to be $289 million in
1989, 'non- -discounted = dollars."
_collected from customers to decommlssmn
STP have been placed in an external trust. At -
" December 31, 2002, the total decommission-
_ing trust fund for TCC's share of STP was $98
. million, which mcludes earnmgs on the trust
_ investments.
. decommissioning studies could continue to
_ escalate due to the uncertainty in the SNF

Estimates

. disposal program and the length of time that

behalf of STP's joint owners, jomed a lawsuit .

' -against DOE, filed in November 2000 by .
- unaffiliated utilities, related to DOFE’s nuclear -

- waste fund cost. recovery. settlement with
- PECO Energy Corporatron (now Exelon

Generation Company, LLC).-The settlement

.- adjusted the fees Exelon was requrred to pay
... to DOE for .disposal of SNF.
... adjustment allowed Exelon to skip payments

- The fee

. to the DOE to make up, for Exelon’s damages

" from DOE'’s breach of its contract obligationto . -

" dispose of SNF from' commercial nuclear
- power plants. The. companies. believe the
~would force

- other utilites (rather than DOE) to

. SNF may need to be stored at the plant site.
"1&M and TCC will work with regulators and -

customers to recover the remaining estimated

~costs_of decommissioning Cook Plant and
. "STP.. However, AEP's,

I&M's ‘and TCC's
future results of operations, cash flows and
possibly their financial conditions would be
adversely affected if the cost of SNF disposal

. and decommissioning continues to increase

o and cannot be recovered.

. - compensate Exelon for the damages it had
~+» ~incurred from DOE's breach of contract. In -
.. September 2002, the U.S. Court of Appeals ..
. :for the Eleventh Circuit found that DOE acted .
: |mproperly by adoptlng the fee adjustment

provision . of this. settlement that the fee .

. adjustment provisions of the settlement
..~ harmed other utilities. who pay into the fund
© . and violated .the federal.

- . management -

laws :and - that :
- adjustment provrsnons of the settlement were

e ”ﬁ-null andvord

.-2002, the ‘total -

_nuclear .waste = .
the fee

decom- -

- peaklng at that time.
. demand peaks during the winter. The pattern

_of this fluctuation may change depending on
. _the nature and location of facilities AEP and

_Other Environmental Concerns — Affecting
' AEP and all SUbSIdIaI‘IeS

AEP and its subsidiaries are exposed to other
environmental concerns which are not
considered to be material or potentially

_material at this time. Should they become

significant or, should any new. concerns be

- uncovered that are material, they could have
. a_ material adverse effect on’ results of
_‘operatrons and possibly fi financial condition.
AEP : performs "environmental reviews and
" audits on a regular basis for the purpose of

_ldentlfylng,A evaluating and - addressing
- ,enVironmentaI concerns and issues
- Other Matters

LR SR : L —Seasbnality" o
.The cost to decommnssron nuclear plants is
.- affected by both NRC regulations and the.
.~ delayed SNF- dlsposal program. Studles_‘
.~ .completed. .in 2000 - estimate. the cost to h
. - _decommission.the Cook Plant ranges from =
.- $783 million to $1 481 .million in 2000 non- " .
- ...: discounted dollars External trust funds have .~
.-+ been established with amounts collected from . .
RN customers to decomm|SS|on the plant. At .
. - December. 31,.
-+ L missioning trust fund balance for Cook Plant
~.... was $618 m|l||on Wthh mcludes earnmgs on_ .

. Sale of electnc power is generally a seasonal

busrness In many parts of the country,

, _‘demand for _power :peaks durlng the  hot -
summer . months with market . prices also -
In other areas, power

its subsidiaries “acquire and the terms of
power sale contracts they enter. In addition,

. ,AEP”an"_d |ts__subS|d|ar|es have hglston_cally sold

Amounts :

from the

e o g0 3




Iess power, and consequently earned lessﬁ_
_.income, when weather conditions are milder. - -
~ 'AEP and its subsidiarie$ expect thatunusually- == . R

e In October 2002 the Clty Commrssron of Elk o

~City, Oklahoma voted to hold a referendum

* mild weather in the future could diminish their

~ results of operatrons and may |mpact thelr‘_}'4

f'nancral condition.

. Sustalned Earnlnqs lmprovement Inltratlve

ln response to dlffcult condltrons in AEP s'_'
. - business, a Sustained Earnmgs_lmprovemen_t._f :
© - (SEl)initiative was undertaken company-wide -
in the fourth quarter of 2002, as a cost-saving =~ - -~
and revenue-building effort to build long-term -

earnings ~growth. _
-expense relating - to 1,120 terminated

- employees totaling $75.4 million pre-tax was -

“recorded in the fourth quarter of 2002. We

determined that the termination of the
- employees under our SEI initiative did not =
constitute a curtailment under the provisions = -
~.of SFAS No. 88 “Employers’ Accounting for .= - .-
- Settlements and -Curtailments of Defined -
~ Benefit Pension Plans and for Termination : . -
Benefits”.” In addition, certain buildings and .-
: «corporate aircraftare being sold in an effortto . -
~reduce ongoing operating expenses ~See:
- Note 11 for addltlonal rnformatlon Lo

’ B Non Core Wholesale Investments ’

o Add|t|onal market detenoratlon assomated
- with AEP’s non-core wholesale investments, "
mcludmg AEP’s U.K. operations, could have : =
“an adverse impact on AEP’s future results of -
. operations and cash flows. ‘Significant long-
- term changes in external market conditions™ = -
- could- lead  to .additional * write-offs . and.
. _potential divestitures of AEP's wholesale)_~‘
" investments, lncludrng, but not Ilmrted to

'v AEPs U K operatlons SR

Termination ~benefits -~~~

‘f_Elk Cltv Referendum Affectrnq AEP and
PG |

seeking voter approval of ‘a $20.4 million

“ acqwsmon ofPSOsdlstrlbutlon assetswrthm o
- the - city :limits.

. The vote - occurred )
- December 2002 wrth the referendum berng ;

o defeated

Snohomlsh Settlement - Affectmq AEP

o n February 2003 AEP and the Pubhc Utlhty
‘District 'No. 1 of . "Snohomish .County,
.~ Washington (Snohomlsh)agreedtotermlnate -
- their long-term contract signed in January -
.~ 2001. Snohomish also agreed to withdraw its
" complaint before the FERC regardlng thls
* contract. '
: Investments leltatlons Affectlnq AEP o

; ,'_gOur mvestment mcludrng guarantees of debt 3
. in certain types of activities is limited by
. PUHCA. SEC authorization under PUHCA
- limits us to issuing and selling securitiesinan ..
~-amount up to 100% of our average quarterly
.7 consolidated retained earnings balance for -
. investment in- EWGs and FUCOs. At
- December 31,-2002, AEP's investment in
- EWGs and FUCOs was $2.0 billion, including
© . guarantees of debt compared to AEP'’s ||m|t -
A of $2 8 bllllon : :

‘_SEC rules under PUHCA permlt AEP to mvest
- up to 15% of consolidated capitalization (such
" “amount was $3.2 billion at December 31,
B '2002) in energy-related companles including
--marketing and/or trading of electrrcrty, gasand .
:'other energy commodttles o '




~ -This page intentionally left blank.-




ATTACHMENT 2 TO AEP:NRC:3071-02

INDIANA MICHIGAN POWER COMPANY
PROJECTED CASH FLOW FOR THE YEAR 2003



Indiana Michigan Power Co.
2003 Forecasted Internal Cash Flow

$ Millions
2003
Net income After Taxes 65.32
Less: Common & Preferred Dividends 40.00
25.32
Adjustments:
Depreciation and Amortization 173.45
Amortization of Deferred Operating Costs 56.21
Deferred Federal Income Taxes and
Investment Tax Credits (28.25)
AFUDC (6.86)
Changes in Working Capital (0.02)
Total Adjustments 194.53
Internal Cash Flow ' 219.85
Average Quarterly Cash Flow 54.96
Average Cash Balances and Short-Term
Investments 2.93
Total 57.89

Projected



