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INDIANA & MICHIGAN ELECTRIC COMPANY
One Summit Square, P.O. Box 60, Fort Wayne, Indiana 46801

Background of the Company

INDIaANA & MicHIGAN ELECTRIC CoMPANY (the Company), a subsidiary of American Electric
Power Company, Inc. (AEP) is engaged in the generation, purchase, transmission and distribution
of electric power. The Company was organized under the laws of Indiana on February 21, 1925, and
is also authorized to transact business in Michigan and West Virginia. Its principal executive offices
are in Fort Wayne, Indiana.

The Company has two wholly owned subsidiaries; they are Blackhawk Coal Company, which
owns coal mines and related mining assets, and Price River Coal Company, which mines coal from
. land owned by Blackhawk that is purchased largely by the Company.

The Company serves approximately 446,000 customers in northern and eastern Indiana and a
portion of southwestern Michigan. Among the principal industries served are stone, clay, glass and
concrete products, primary metals, fabricated metal products, electrical and electronic machinery
and transportation equipment. In addition, the Company supphes wholesale electric power to other
electric utilities, municipalities and cooperatives.

The Company’s generating plants and important load centers are interconnected by a high-
voltage transmission network. This network in turn is interconnected either directly or indirectly
with the following other AEP System companies to form a single integrated power system: Appa-
lachian Power Company, Columbus and Southern Ohio Electric Company, Kentucky Power
Company, Kingsport Power Company, Michigan Power Company, Ohio Power Company and
Wheeling Electric Company. The Company is also interconnected with the following other utilities:
Central Illinois Public Service Company, The Cincinnati Gas & Electric Company, Commonwealth
Edison Company, Consumers Power Company, Illinois Power Company, Indiana-Kentucky Elec-
tric Corporation (a subsidiary of Ohio Valley Electric Corporation), Indianapolis Power & Light
Company, Northern Indiana Public Service Company and Public Service Company of Indiana, Inc.
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- Selected Financial Data

Year Ended December 31,
1981 1980 1979 1978 1977
(in thousands)

INCOME STATEMENTS DATA:

OPERATING REVENUES — ELECTRIC ......... $812,149 $742,683 $683,013 $596,678 $505,591
ToraL OPERATING EXPENSES ......co0cvcuns 634,209 577,502 524,800 439,516 377,849
OPERATING INCOME ..evvvverennnnnnonannns 177,940 165,181 158,213 157,162 127,742
ToTAL OTHER INCOME AND DEDUCTIONS ..... 29,713 30,541 29,042 29,750 28,346
INCOME BEFORE INTEREST CHARGES ...vveuns 207,653 195,722 187,255 186,912 156,088
NET INTEREST CHARGES = .ccvvvecnnrrannnns 104,313 99,151 91,475 74,300 61,241
CoNsOLIDATED NET INCOME — before ’

preferred stock dividend requirements ... 103,340 96,571 95,780 112,612 94,847
PREFERRED STOCK DIVIDEND REQUIREMENTS .. 23,624 23,242 19,995 18,357 14,041
EARNINGS APPLICABLE TO COMMON STOCK ... $ 79,716 $ 73,329 $ 75,785 $ 94,255 $ 80,806

December 31,
1981 1980 1979 1978 1977
(in thousands)

BALANCE SHEETS DATA: S :
ELECTRIC UTILITY PLANT ......cvvieennnns $3,356,987 $3,117,381 $2,657,930 $2,397,245 °$2,107,032
ACCUMULATED PROVISIONS FOR DEPRECIATION, .

DEPLETION AND AMORTIZATION ........... 611,699 561,773 475,643 410,520 358,826
NET ELECTRIC UTILITY PLANT ............. 2,745,288 2,555,608 2,182,287 1,986,725 1,748,206
TOTAL ASSETS +ivvuniervnnnnsesannnsssans 3,034,290 2,826,172 2,616,996 2,360,813 2,130,899
CoMMON StoCK, PREMIUMS ON CAPITAL STOCK

AND OTHER PAIDIN CAPITAL .cv.vvinneees 727,652 637,287 587,193 527,193 467,193
RETAINED EARNINGS v.vvvevrernnnrennsenns 101,725 116,050 132,035 134,612 104,562
CUMULATIVE PREFERRED STOCK:

Not SuBJECT TO MANDATORY REDEMPTION . 197,000 197,000 197,000 197,000 157,000

SUBJECT TO MANDATORY REDEMPTION (a) 105,509 68,348 70,000 30,000 30,000
LONGTERM DEBT () .....vvvvieenrnnanans 1,404,044 1,264,673 1,124,255 1,050,626 1,038,483

(a) Including portion due within one year.



Management’s Discussion and Analysis of
Results of Operations and Financial Condition

The following are the more significant factors bearing
on the financial condition of Indiana‘& Michigan Elec-
tric Company and its subsidiaries as reflected in the
consolidated results of operations. This discussion re-
fers to the consolidated financial statements appearing
on the following pages.

Operating Revenues and Expenses

- Consolidated operating revenues increased 9.4% in
1981 and 8.7% in 1980 as energy sales decreased by
1.7% in 1981 and increased by 4.9% in 1980. The in-
creases recorded in operating revenues were largely
because of higher retail and wholesale rates, which
went into effect during the three year period, and higher
fuel and purchased power costs, a portion of which is
‘passed on to customers through fuel adjustment
charges.

Revenues from retail customers (residential, com-
mercial and industrial) were up 11.1%in 1981 on 2 0.6%
increase in kilowatt-hour sales and decreased 1.6% in
1980 on a 3% decline in kilowatt-hour sales.

The Company shared in the AEP System’s ability to
take advantage of its high generating availability, low
operating costs and efficient transmission system to
increase its opportunity sales to neighboring utilities.
Wholesale revenues increased 3.9% in 1981 despite a
decrease of 3.6% in kilowatt-hour sales and increased
23.5% in 1980 on a 12.4% increase in kilowatt-hour
sales. Wholesale sales to municipalities, electric
cooperatives and other électric utilities are expected to
continue to be significant during the next few years as
well; however, the national economic picture could
cause lower levels than those experienced in 1981.

The increase in purchased and interchange power
expenses of 8.1% in 1981 resulted from a higher cost per
unit purchased, which more than offset a 5% decrease
in kilowatt-hours purchased. In 1980 the gain in
wholesale sales was responsible for increased pur-
chased and interchange power expenses of 5.7%. Be-
cause of AEP’s powerful interconnection and transmis-
sion capacity, during periods of peak demand which
exceeded the AEP System’s then-available generating
capacity, wholesale customers’ requirements were able
to be met by purchasing power from neighboring
utilities for resale to others.

Fuel expenses increased by 2.4% in 1981 and 18% in
1980, mainly due to the increased cost of fuel for gener-
ation, with the result that total operating expenses in-
creased in line with operating revenues (9.8% in 1981
and 10% in 1980). Future fuel expenses will be affected
by a new contract between the coal industry and the

United Mine Workers of America, increasing foreign
purchases of United States coal, and the possibility of
yet more stringent environmental restrictions on burn-
ing certain types of coal. Whether or not continued
increases in fuel costs will adversely affect earnings will
depend on the Company’s continued ability to recover
those costs promptly in the face of efforts by consumer
groups and others to delay or reduce rate increases and
to eliminate or reduce the extent of coverage of fuel
adjustment clauses.

Construction and Financing Program

Expenditures for the Company’s construction pro-
gram over the three-year period 1982-1984 are esti-
mated to be approximately $633 million. Substantial
additional expenditures may be required if existing
generating plants require modification or additional
facilities to comply with present and future environ-
mental quality standards. In recent years, the construc-
tion program has been affected by substantial increases
in construction costs and difficulties in obtaining financ-
ing for the program due to high costs of capital. The
construction program is reviewed continuously and re-
vised from time to time in response to revised projec-
tions of load growth and changes in the cost and avail-
ability of capital. In recent years, these reviews have
resulted in extending construction schedules of a num-
ber of projects with the objective of reducing the level of
annual construction expenditures. However, deferrals
of construction projects may have an adverse effect on
the quality of the Company’s service to its customers in
the future, and any resulting reductions in current con-
struction costs may, in the long run, be at least partially
offset by cancellation charges and general inflationary
trends. In addition, when the completion date of a proj-
ect under construction is substantially’ delayed, it be-
comes more expensive, both because of the foregoing
factors and because certain costs, such as allowances
for funds used during construction (AFUDC) and other
overheads, continue to accrue until the facility is placed
in commercial operation. :

It is estimated that approximately 15% of the Com-
pany’s projected construction expenditures for 1982-

1984 will be financed with internally-generated funds.
The additional amounts needed will have to be raised
externally, as in the past, through sales of securities and
investments in the Company’s common equity by AEP.
The Company initially finances current construction
expenditures in excess of available internally-generated
funds by issuing unsecured short-term debt (commer-

* cial paper and bank loans) and then periodically reduces

3 N e,
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short-term debt with the proceeds from sales of long-

term securities and preferred stock and with invest-

ments in the Company’s common equity by AEP.

The amounts of short-term debt which the Company
may issue are limited by regulatory restrictions under
the Public Utility Holding Company Act of 1935 and by
restrictions in its charter and in certain debt instru-
ments. At December 31, 1981, the Conipany had re-
ceived authorizations from the Securities and Ex-
change Commission to issue a total of approximately
$200,000,000 of short-term debt. Note 7 of Notes to
Consolidated Financial Statements contains informa-
tion on the Company’s short-term bank lines of credit
and revolving credit agreements. Bank lines of credit’
may be withdrawn by the banks extending them at any
time and in most cases the banks require the mainte-
nance of compensating deposit balances or the payment
of fees in lieu of deposits.

In order for the Company to issue additional long-
term debt and preferred stock, it is necessary for it to
comply with earnings coverage requirements contained
inits mortgage bond and debenture indentures and in its
charter. In order to issue additional long-term debt (ex-
cept to refund maturing long-term debt), the Company
must have pre-tax earnings equal to at least twice the
annual interest charges on long-term debt, giving effect
to the issuance of the new debt, for a period of 12
consecutive months within the 15 months immediately
preceding the date of the new issue. To issue additional
preferred stock, the Company must have after-tax gross
income at least equal to one and one-half times annual
interest charges and preferred dividends, giving effect
to the issuance of the new preferred stock, for the same
period. These provisions do not prevent certain types of
pollution control revenue bond financings by public
bodies on behalf of the Company, but the levels of
coverage under them may ‘affect the cost and marketa-
bility of such bonds. At December 31, 1981, the cover-
ages. of the Company under these provisions were at
least 1.98 for long-term debt and 1.46 for preferred
stock.

In view of these restrictions on the issuance of addi-

»

tional debt securities and preferred stock, the Company
believes that it will be possible to meet the capital
requirements of its construction program only if the
Company receives rate increases over the next several
years sufficient to meet the earnings levels required to
issue the necessary amounts of long-term debt and pre-
ferred stock and to provide an appropriate return on
new equity investment.

Net Income

Consolidated net income before preferred dividend
requirements increased by 7% in 1981 and 0.8% in 1980.
These changes in net income were accompanied by an
increase in the total proportion of AFUDC reflected in
net-income, 77.3% in 1981, 52% in 1980 and 39.1% in
1979, as a result of the increasing investment in the
Rockport Plant now under construction. AFUDC does
not represent cash income or areduction in actual inter-
est expense, but is an accounting convention required
by regulatory systems of accounts. The net cost of
borrowed funds used for construction and a reasonable
rate of return on other funds when so used is capitalized
as a cost of construction projects with a concurrent
credit to the Income Statement. The amount capitalized
is generally included in the plant investment base for
setting rates and recovered through depreciation
charges included in rates after the project is placed in
commercial operation.

Effects of Inflation

The high rates of inflation in recent years have had a
drastic effect on the Company’s consolidated revenues,
expenses and net income that is not readily evident in
conventional financial statements. For additional in-
formation on the effects of inflation, refer to Note 12 of
the Notes to Consolidated Financial Statements, which
presents a consolidated statement of income for 1981,
adjusted for effects of inflation, and a comparison of

'selected supplementary data for a three-year period,

similarly adjusted.




Auditors’ Opinion _

Deloitte
Haskins+Sells

155 East Broad Street
Columbus, Ohio 43215
(614) 221.1000

Cable DEHANDS

To the Shareowners and the Board of February 23, 1982
Directors of Indiana & Michigan
Electric Company:

We have examined the consolidated balance sheets of Indiana &
Michigan Electric Company and its subsidiaries as of

Decemger 31, 1981 and 1980 and the related consolidated state~
ments of {ncome, retained ecarnings and sources and applications
of funds for each of the three years in the period ended
December 31, 198l. Our examinations were made in accordance
with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other .
auditing procedures as we considered necessary in the
circumstances.

In our report dated February 24, 1981, our opinion on the finan-
cial statements was qualified as being subject to the effects
of such adjustments, if any, as might have been required had
the outcome been known of the uncertainties concerning: (1) a
court decisfon reversed in part and remanded back to the Public
Serxvice Commission of Indiana a 1978 Indiana retail rate
order; and (2) the Company was collecting certain wholesale
revenues subject to refund and was involved in anti-trust
matters with certain wholesale customers. As discussed in
Note 2 of Notes to Consolidated Financial Statements, manage-
ment has assessed the effects of any adjustments that would be
required in the event of any adverse resolution of the 1978
Indiana retail rate order and have concluded that such effects
. would not be material to the financial statements of the
Company . Also, as explained in Note 9 of Notes to
Consolidated Financial Statements, the Company settled the
wholesale rate and anti-trust matters for 1980 and prior years,
which has been reflected in the accompanying consolidated
financial statements. Accordingly, our present opinion on the
1980 and 1979 consolidated financial statements, as expressed
herein, is different from that expressed in our previous report.

In our oginion. such consolidated financial statements present
fairly the financial position of the Company and its subsid-
iaries at December 31, 1981 and 1980 and the results of their
operations and their sources and apglicaCions of funds for each
of the three years in the period ended December 31, 1981, in
conformity with generally accepted accounting principles applied
on a consistent basis.

JMMM




Consolidated Statements of Income

INDIANA & MICHIGAN ELECTRIC COMPANY |
AND SUBSIDIARIES ‘

OPERATING REVENUES — ELECTRIC .........cvvvinnsn sererenns

OPERATING EXPENSES:
Operation: .
Fuel for Electric Generation .........cieiesersovecanens
Purchased and Interchange Power (net) .................
Other ............. e sesessensoarernsacnanassanannans
Maintenance ........... e eieseetesesennseeateranterenas
Depreciation, Depletion and Amortization .................
Taxes Other Than Federal Income Taxes .......eveeevneen
Federal Income TaXeS ..vveeiencnnsnnrcssoosansnssnssons

Total Operating EXpenses .......ceeeceenecannass
OPERATING INCOME .4 vvernrnunnivensnsnarsoonanansannnnssns

OTHER INCOME AND DEDUCTIONS:
Allowance for Other Funds Used During Construction ......
Miscellaneous Nonoperating Income Less Deductions ......

Total Other Income and peductions ..............
INCOME BEFORE INTEREST CHARGES «..vvvnvesssnccnsanosnsanss

INTEREST CHARGES: .
Interest on Long-term Debt ...........ccvviiniiiiiinannns
Interest on Short-term Debt .......covviieiiiienennana,
Miscellaneous Interest Charges ....cvvveriiieiriiienannns

Total Interest Charges ......ccevveveennecacennns
Allowance for Borrowed Funds Used During
Construction (credit) ......cviiiiririiirereissanenneans

Net Interest Charges ............. ereseseareeaean

ConsoLipaTED NET INcoME — before preferred stock
dividend requirements .........ccetieiriiiintiiineaniinns
PREFERRED STOCK DIVIDEND REQUIREMENTS . .vvvvvenrnecaannes

EARNINGS APPLICABLE TO COMMON STOCK ..civcuceessseccncnss

See Notes to Consolidated Financial Statements.

Year Ended December 31,
1981 1980 1979
" (in thousands)

$812,149 $742,683 $683,013

176,074 171,943 145,743
139,119 128,645 121,706
101,792 79,788 70,184
48,895 41,377 37,624
81,458 77,668 74,099
32,698 . 26,296 28,705
54,173 51,785 46,739
634,209 577,502 524,800
177,940 165,181 158,213
32,885 18,438 17,365 -
© (3,172) 12,103 11,677
29,713 30,541 29,042 |
\
207,653 195,722 187,255 1
1
. 129,023 109,138 96,127 ‘
18,042 18,847 13,787
4,228 2,993 1,638
151,293 130,978 111,552
(46,980) (31,827) (20,077)
104,313 99,151  _ 91,475
103,340 96,571 95,780
23,624 23,242 19,995
$ 79,716 $ 73,329 $ 75,785
9
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Consolidated Balance Sheets

ASSETS

ELEcTrIC UTILITY PLANT:
Production ....vvvierneieieeeeerantocnreseoanenaanannns
TransSmiSSiON v.vevveeerverennreerenronnereassonserasanans
DistribUtION ... v.iteiieiettiiintrre ittt
General and Miscellaneous (includes nuclear
fuel and mining plant) .......cceiiiiiiiiiiiiiieiiiinenas
Construction Work in Progress .........cccvvvevneneienane,

Total Electric Utility Plant ..... N eeerrenarreeeenee
- Less Accumulated Provisions for Depreciation, Depletion
and AmOrtization .........ccieiiiiiiniiniiiitaninneans

Electric Utility Plant Less Provisions .......... Ves

OTHER PROPERTY AND INVESTMENTS v vvesureeetsorrcanness .

CURRENT ASSETS:
7 1 T A
Special Deposits and Workmg Funds .......coo0vviennnnn.
Accounts Receivable:
CUSIOMEES 4 uvsvrieritoeesonerensseraenrresenrrecnsons
Associated COmpPanies .......eeevviicannsiiosasonneens
Miscellaneous .....cuovvinriinrereerrreerrrranerannnoans
Accumulated Provision for Uncollectible Accounts .......
Materials and Supplies (at average cost or less):
T
Construction and Operation Materials and Supphes ......
Accrued Utility Revenues .......cciiiiiiiienivicrnnnnnns
Prepayments and Other Current Assets ........ eeeraaaeas

Total Current ASSELS ..veevervrensrneroenssannans

DEerERrRED DEBITS:
Unamortized-Debt EXpense .....ccvvvvvverrneerencecracass
Property Taxes ...iiiviiiieeiinieeniiieannsoananaacnnnas
Deferred Collection of Fuel Costs .......ccvvveevivenennenn
Deferred Strike COStS .vveninerrrecnnreeeereanenanenennes
Other Work in Progress ......eeveeeeiiecnceccssrencaenns
Other Deferred Debits  ..vvvviiiiineiinrecirrnsenncsonnns

Total Deferred Debits vvviiiinnrriinrrnnerennaens
Total vovieeirieeroerreerensonnccesnnseannnnns

See Notes to Consolidated Financial Statements.

December 31,

1981

(in thousands)

1980

$1,512,548  $1,501,750
438,849 433,653
296,677 283,153
194,177 195,140
914,736 703,685
3,356,987 3,117,381
611,699 561,773
2,745,288 2,555,608
24,838 27,409
7,486 10,665
18,574 3,630
73,978 62,216
9,995 23,066
9,037 5,319
(375) @71)
48,644 65,586
19,947 .19,510
19,994 11,796
5,076 4,795
212,356 206,212
3,715 3,520
1,729 1,473
502 789
3,791 —
6,048 10,696
36,023 20,465
51,808 36,943
$3,034,290  $2,826,172




INDIANA & MICHIGAN ELECTRIC COMPANY
’ AND SUBSIDIARIES

.~

December 31,
1981 1980
(in thousands)

CAPITALIZATION AND LIABILITIES

CAPITALIZATION:

Common Stock — No Par Value:

Authorized — 2,500,000 Shares :
Outstanding — 1,400,000 Shares .........ccvvvnneeannss $ 56,584 $ 56,584

Premiums on Capital Stock ........ccvvviiieiiiiiinnns 381 381
Other Paid-in Capital ....c.ovvnveerieenrenesnioncsnrsnsas 670,687 580,322
Retained Earnings .......ceeenerriiervrnnnssscsssnacanas 101,725 116,050
Total Common Shareowner’s Equity ............... 829,377 753,337
Cumulative Preferred Stock:

Not Subject to Mandatory Redemption ................. 197,000 197,000

Subject to Mandatory Redemption (less sinking fund
requirements due within one year) .............cc.0... 105,500 67,000
Long-term Debt (less portion due within one year) ......... - 1,298,502 © 1,245,403
Total Capitalization (less amounts due within one year) . 2,430,379 2,262,740

CURRENT LIABILITIES:
Cumulative Preferred Stock Sinking Fund Requirements

Due Within One Year .....c..viiiinercoerrsesrsnsannns 9 1,348
Long-term Debt Due Within One Year ........c0cvieaannn 105,542 19,270
Short-term Debt: ’

Notes Payable to Banks ........covvveviiiniiaiannionns 15,500 . 104,550

Commercial Paper ..........cooiiiiiiiiiiiiiiiiiiaanna 38,100 41,975
Accounts Payable:

General v..vviiieeiereeereerar it assssenanasaaans 38,440 41,701

Associated Companies .......ciiiieeeiiririeririinaanaas 9,377 13,052
Dividends Declared:

ComMON StOCK +vvvvvrnneenieeevennensrrenansssess ... 1,124 11,500

Cumulative Preferred Stock ..... e rrreseaaaantaanes . 6,303 5,805
Customer Deposits ....iveeveersresasrsreesssnrmenancnns 2,483 2,202
Taxes Accrued ....i.covviieieiverrrssssossnscanesssnnans 29,943 23,804
Interest Accrued ......vvivieeecaenciiessnsressesansones 31,583 27,467
Revenue Refunds Accrued .....cieiiiiiiiiisesarancnenns 20,216 35,337
Other Current Liabilities ............ccooiiiiiiiiiiiine, 33,182 24,136

Total Current Liabilities .......ovvevrevinninnnans 331,802 352,147

CoMMITMENTS AND CONTINGENCIES (Note 9)

DEFERRED CREDITS AND OPERATING RESERVES:

Deferred InCOME TAXES vevveeevecrsssrarsssrasnsnancsens 230,223 190,475

Deferred Investment Tax Credits ....covviviivreniiieanss ; 22,907 12,316

Other Deferred Credits and Operating Reserves ............ 18,979 8,494

Total Deferred Credits and Operating Reserves .... 272,109 211,285
Total +.vvvrrvriennenreenccrsnnsssssnssnnssens $3,034,290 $2,826,172




Consolidated Statéments of Sources
and Applications of Funds

Year Ended December 31,
1981 1980 1979
(in thousands) )

Sources OF Funps:
Funds from Operations:

Consolidated Net Income  ........cvvvivinnnennnn e $103,340 $ 96,571 $ 95,780
Principal Non-fund Charges (Credits) to Income: .
Depreciation, Depletion and Amortization .............. 85,978 83,393 77,746
Provision for Deferred Income Taxes (net) ............. 36,082 34,840 35,281
Deferred Investment Tax Credits (net) .............. .. 9,247 11,124 8,460
Amortization of Deferred Strike Costs .........ccc.u... 3,195 —_ —
Amortization of Deferred Collection of Fuel Costs ...... 287 508 287
Allowance for Other Funds Used During Construction .. (32,885) (18,438) (17,365)
Other (net) R RIIEEe 710 767 1,093
Total Funds from Operations ..........oceveenn. 205,954 208,765 201,282
Funds from Contributions and Financings:
Contributions and Financings:
Capital Contributions from Parent Company ............ 90,000 50,000 60,000
Cumulative Preferred Stock  ....cvviviieerinrenennnnns 38,734 —_ 38,708
Long-term Debt .......ciiiiiiiiiiiiiiiannenanineanes 158,922 . 177,021 164,069
Short-term Debt (net) ........civieivieiniinenecancnnn. (92,925) (2,770) 24,355
Total ouiiiiiiiiiiietiiitetiiinirenanaeanasaans 194,731 224,251 287,132
Less Retirements of Cumulative Preferred Stock
and Long-term Debt ...... .ot iiiiiiiiiiiiniiiiiians 22,019 38,149 90,692
Net Funds from Contributions and Financings .... 172,712 186,102 196,440
Sales of Property ..ueeceieieeeinieeninanasonnsaceasennes 40,845 50,673 57,898
Total Sources of Funds ......ccvvieieveeeenieees $419,511 $445,540 $455,620
APPLICATIONS OF FUNDS: *

Plant and Property Additions: . }
Gross Additions to Utility Plant ...... ..c.viiiineinnnnnns $307,672 $304,678 $321,405
Gross Other Additions .. ......cvvriiireinerennnneennnnns 578 6,013 47,028

Total Gross Additions ...........c.cceveinnennnn 308,250 310,691 368,433
Allowance for Other Funds Used During Construction .... (32,885) (18,438) (17,365)
Net Plant and Property Additions ............... 275,365 292,253 351,068

Dividends on Common StocK .......c.cvviinnnnennnenccens 92,624 89,320 77,070

Dividends on Cumulative Preferred Stock ...............u0. 23,624 23,242 19,995

Deferred Strike Costs .oveviniiieireencsrasrooraasseanaons 6,986 —_ —

Other Changes (N€t)  ....ovvinverrnrercnneccnceccnarncaans 2,415 11,117 1,953

Increase in Working Capital (@) ......coovvviiiiinnnniannas 18,497 29,608 5,534

Total Applications of Funds .................... $419,511 - $445,540 $455,620

(a) Excludes Cumulative Preferred Stock Sinking Fund
Requirements Due Within One Year, Long-term Debt Due
Within One Year and Short-term Debt and is represented
by increase (decrease) as follows:

Cashand CashItems ..............cccvvneennn. $ 11,765 $ 5,707 $(19,426)
ccounts Receivable ..........cvvvivvnniinnnnn. 2,405 * 9,334 12,059
aterials and Supplies ........... ... ... ..., (16,505) 18,503 37,698

Accrued Utility Revenues ....... i itecereaaenes 8,198 (8,308) 6,293

Accounts Payable .........cc0iiiiiiiiiiiieas, 6,936 6,933 4,079

Dividends Declared on Common Stock ....... e 10,376 18,630 (15,878)

Revenue Refunds Accrued ....covvvvvenrnnennns 15,121 (10,038) (9,803)

Taxes Accrued ....... e e ereeceeeaeenaaaaaaas (6,139) (3,670) (129)

Other(net) ....oovrvnerrenercenercasarrcaannnas (13,660) (7,483) (9,359)

@ $ 18,497 $ 29,608 ° $ 5,534

See Notes 1o Consolidated Financial Statements.
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INDIANA & MICHIG:AI.V ELECTRIC COMPANY
AND SUBSIDIARIES

Consolidated Statements of Retained Earnings

Balance at Beginning of Year:

As Previously Reported .......ccivevvinnninnennns

Restatement (Note 2)

As Restated .....cvvivrerinennrsossrsssrnssnssnns
Co‘nsolidated Net InCOmMe +ovvvirinreeneernareanasns .

Total v.vvirieiririneerennaaranascnanss

Deductions: ,
Cash Dividends Declared:

Common Stock .....iiiiiiirrrrerenncnscesnonns

Cumulative Preferred Stock:

Y8 0 SErieS vvvvvvirvieenneranesnnssannone
- 4.56% Series ..iiiiiiiieiirnettrereracarans
4.12% Series v.vvveiinrrnnninneriiiaiiinans
7.08% Series ..oivvvrieieeenennnnnnnnnnsnns
7.76% Series ....veveienn. eerencenanenaana
8.68% SerieS v..vvvirreerannecnnciasarannns
12 76 8€ries vveveeverreennnsnssncacancanss
$2.15 Series v.vciiiieiernirenannns R
$2.25 SerieS vuiviviivecrenrrarenaneronesas
$2.75 SEries ...ivvverereennencneccnnnnnans
$3.63 SerieS vevererenrreerroncssansnansans

Total Cash Dividends Declared

Capital Stock EXpense .....cvvvvvviererrreaaaanas
T_otal Deductions .....oecvvevinecencnss
Balance at End of Year .............ciiiiiiiia,

See Notes to Consolidated Financial Statements.

Year Ended December 31,

1981 1980 1979
(in thousands)

....... $124,318 $136,802 $136,072
....... (8,268) (4,767) (1,460)
....... 116,050 132,035 134,612
------- 103,340 __ 96,571 95,780
....... 219,390 228,606 230,392
....... 92,624 89,320 77,070
....... 495 495 495
....... 273 . 273 273
....... 165 165 165
....... 2,124 2,124 ‘ 2,124
....... 2,716 2,716 2,716
....... 2,604 2,604 2,604
....... 3,226 3,425 3,600
....... 3,440 3,440 3,440
....... 3,600 3,600 3,600
....... 4,400 4,400 978
....... 581 o —
....... 116,248 112,562 97,065
....... 1,417 (6) 1,292
....... 117,665 112,556 98,357
....... $101,725 $116,050 $132,035

Notes to Consolidated Financial Statements

1.. Significant Accounting Policies:

The common stock of the Company is wholly owned
by American Electric Power Company, Inc. (AEP).

A wholly owned subsidiary, Indiana & Michigan
Power Company (the Generating Subsidiary) was
merged into the Company on November 30, 1979, at
which time the Company assumed the obligations of the
Generating Subsidiary.

The accounting and rates of the Company are subject
in certain respects to the requirements of state regula-

tory bodies and in certain respects to the requirements
of the Federal Energy Regulatory Commission
(FERC).

The consolidated financial statements include the ac-
counts of the Company and two wholly owned sub-
sidiaries engaged in coal mining. Significant inter-
company items have been eliminated in consolidation.
The consolidated financial statements have been pre-
pared on the basis of the accounts which are maintained
for FERC purposes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Electric Utility Plant; Other Property and Investments;
Depreciation, Depletion and Amortization

Electric utility plant is stated at original cost. Gener-
ally, the plant of the Company, is subject to first
mortgage liens.

The Company capitalizes, as a construction cost, an
allowance for funds used during construction, an item
not representing cash income, which is defined in the
applicable regulatory systems of accounts as the net
cost of borrowed funds used for construction purposes
and areasonable rate on other funds when so used. The
composite rates used by the Company were 12%
applied on a semi-annual compound basis during 1981
and 10.75% in 1980 and 1979, (the Generating Sub-
sidiary ‘used 10.5% during 1979 applied on a semi-
annual compound basis).

The Company provides for depreciation on a
straight-line basis over the estimated useful lives of the
property. The current provisions are determined
largely with the use of functional composite rates as

follows:

Functional Composite
Class of Annual
Property Rates

Production:

Stcam — Nuclear v.ovivierererrenararesnas 4.0%
Steam — Fossil-fired ....cociviiiennninnnas 3.7%

Transmission .vevevasesnerenarvressonecnanss 2.1%

DiIstribution  ...vieieiacreiiinierancsnansnens 3.7%

L €] T | 2.8%

Depreciation, depletion and amortization of coal-
mining property are provided in amounts estimated to
be sufficient to amortize the costs of the related assets,
less any estimated salvage (which is not significant),
over their useful lives and are calculated by use of the
following methods:

Description Method

Mining Structures and Straight-line method (original lives
Equipment range from 2 to 30 years)

Coal Interests and Mine  Units-of-production method
Development Costs (based onestimated recoverable
tonnages; current rate averages
$1.07 per ton)

Substantially all of the amount of the provisions for
depreciation, depletion and amortization of coal-mining
property is classified in the Consolidated Statements of
Income as fuel for electric generation.

Operating expenses are charged with the costs of -

labor, materials, supervision and other costs incurred in
maintaining the properties. Property accounts are
charged with costs of betterments and major replace-
ments of property and the accumulated provisions for
depreciation are charged with retirements, together
with removal costs less salvage.

Other property and investments are generally stated
at cost. .
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Income Taxes

Deferred Federal income taxes, reduced where
applicable by investment tax credits, are provided by
the Company generally to the extent that such amounts
are allowed for rate-making purposes.

The Company normalizes the effect of tax reductions
resulting from investment tax credits recognized in
connection with accruals of current income taxes and
provisions for certain deferred Federal income taxes,
consistent with rate-making policies. The deferred in-
vestment tax credits applicable to current Federal in-
come taxes payable are amortized over 30 years.

The consolidated coal subsidiaries generally use the
“flow-through’’ method of accounting for investment
tax credits.

Pension Plans

The companies participate with other companies in
the AEP System in a non-contributory trusteed plan to
provide pensions for all their employees who are not
participants in pension plans of the United Mine Work-
ers of America (UMWA), subject to certain eligibility
requircments.

Pension costs for the years ended December 31, 1981,
1980 and 1979 were approximately $3,201,000,
$3,416,000 and $3,117,000, respectively. The amounts
cover the costs of currently accruing benefits and amor-
tization of, and interest on, unfunded prior-service
costs, which are being amortized over 30 years.

A comparison of the plan’s accumulated benefits and
net assets as of January 1, 1981, the date of the most
recent actuarial study, is presented below:

January 1,
181 1980
(in thousands)

Actuarial present value of
accumulated plan benefits:

VESted  vuververrrrennnennnnnens $46,410 $44,567
Nonvested ....ccciiieinnannanns 5,030 2,561
$51,440 $47,128

Net assets available for benefits ...... $77,283 $66,615

.

The assumed rate of return used by the actuary in
determining the actuarial present value of accrued
benefits was 8% at cach valuation date.

Under a contract with the UMWA, a subsidiary is
required to make payments into two multi-employer
pension plans based on coal production and hours
worked. The cost of the plans was approximately
$1,700,000 in 1981 and $1,690,000 in 1980. As of June
30, 1981, the Company’s actuary e_stimates, based on
information that is available, that the subsidiary’s share
of the unfunded vested liabilities of the UMWA pension
plans approximates $8,600,000.




INDIANA & MICHIGAN ELECTRIC COMPANY
AND SUBSIDIARIES

Black Lung Benefits

The coal-mining subsidiaries are liable under the
Federal Coal Mine Health and Safety Act of 1969 (Act),
as amended, to pay certain black lung benefits to eligi-
ble present and former employees. The subsidiaries
provide self-insurance accruals sufficient to amortize
the actuarially computed present and future liabilities
for such benefits over the average remaining life of the
mines. Such provisions were approximately $398,000
and $391,000 in 1981 and 1980, respectively. A Black
Lung Benefits Trust is maintained under Section
501(c)(21) of the Internal Revenue Code. As of January
1, 1981 (the latest valuation date), the companies’ actu-
ary estimates the unfunded actuarial value of medical
and liability benefits under the Act, as well as compara-
ble state legislation, was approximately $6,000,000. In
1980, the companies began funding the actuarially de-
termined liabilities, including a provision for the previ-
ously accrued but unfunded liabilities, at a level which
currently approximates the recorded expense provi-
sions.

Other

The Company accrues unbilled revenues for electric
service rendered subsequent to the last billing cycle
through month-end.

Miscellaneous nonoperating income for the years
ended December 31, 1981, 1980 and 1979 includes gains
amounting to $489,000, $397,000 and $147,000, respec-
tively, on certain long-term debt reacquired.

Debt discount or premium and debt expenses are
being amortized over the lives of the related debt issues
and the amortization thereof is included within miscel-
laneous interest charges.

2. Restatements, Operating Revenues and
Operating Expenses:

The 1980 and 1979 financial statements have been
restated as explained in Note 9 to reflect the effects of
certain revenue refunds as ordered by Federal and state
regulatory commissions in 1981. The effects of such
restatements are as follows:

Prior
Increase (Decrease) in: . 1980 1979 to 1979
(in thousands)

Operating Revenues ..veevaeees $(5,997)  $(6,053) $(2,704)
Operating Expense: .

Federal Income Tax  ........ (2,982) (2,817) (1,244)
Miscellancous Interest Charges . 486 71 —_—
Consolidated Net Income ...... $(3,501)  $(3,307)  $(1,460)

The Company has collected retail revenues under

Appeals reversed the 1977 increase granted by the PSCI
(541,800,000 on an annual basis), and remanded the
matter to PSCI for further hearings on the Company’s
Federal income tax allowance. The Company appealed
the ruling to the Supreme Court of Indiana. The Com-
pany’s petition to the Supreme. Court of Indiana for
review of this decision was denied on April 29, 1980.
Hearings were held before the PSCI on October 30,
1980. On Januziry 21, 1981, the PSCI issued an order
requiring the Company to refund to its Indiana retail
customers $9,315,000, including interest of $1,215,000.
Prior periods were restated in 1980 to give effect to the
refunds which were made during 1981. Further appeals
were filed by intervenors in the case and on October 27,
1981 the Court of Appeals again returned the case to the
PSCI concerning the lack of evidence regarding the
calculation of the refund. Further hearings were held on
this matter before the PSCI on February 22, 1982. An
order by the PSCI is pending. In a separate proceeding
before the Court of Appeals, certain petitioners have
similarly challenged-the tax provision allowed in the
1978 increase ($43,000,000 on an annual basis) granted
by the PSCI. On February 5, 1981, the Court of Appeals
of Indiana affirmed, in part, and reversed, in part, the
PSCI decision, relating to the 1978 increase and re-
manded the matter to the PSCI for further proceedings
with respect to certain issues, including the issue relat-
ing to Federal income tax expense. Additional tes-
timony has been filed in this case, and hearings were
held in early 1982. The Company cannot predict the .
outcome of these matters but has determined the effects
of any adjustments that would be required in the event
of any adverse resolution would not be material to the
financial statements of the Company.

Three industrial customers filed a complaint with a
Circuit Court in Michigan appealing an order of the
Michigan Public Service Commission (MPSC) allowing
the Company a $10,800,000 annual rate increase in
1979, seeking a summary judgment in connection with
the tax provision allowed in the rate increase. As part of
a settlement agreement reached in a subsequent rate
proceeding, the Company and the three industrial cus-
tomers agreed to drop their appeals. Although the
Michigan Attorney General, an intervenor in the court
appeal, failed to sign a stipulation dismissing the ap-
peals, the Circuit Court subsequently dismissed the
complaint.

Operating revenues derived from a certain wholesale
customer represent approximately 9% of total operat-
ing revenues for 1981 and 1980 and 10% for 1979.

In 1978, the Company received approval of the PSCI
to collect, over a five-year period ending in 1983, sub-
stantially all of its deferred fuel costs.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. Federal Income Taxes:

The details of Federal income taxes as reported are as follows:
Year Ended December 31,
1981 1980 1979
(in thousands)

Charged to Operating Expenses:

Current (net) ...... Ceeaesenesuatannaastatas s are s sy tesssesssianne $ 8,672 $ 6,984 $ 5,293
Deferred (NE) ...vvevuuieeesteassorensssnsssarsanncsransasasaasnansrossasstssssensssnsn 36,254 33,677 32,986
Deferred Investment Tax Credits (net) cvvvcevnverennevnnes s reteerreteraranrar e e 9,247 11,124 8,460
Total .vvvviiinernarnnssans e eeereeiureras et ataratae s e taan rantanarans . 54,173 51,785 46,739

Charged (Credited) to Other Income and Deductions:
CUITeNt (NE) vuvevevennnnnrraessnnanrasasssasesanassansannssssnanssansssntsassassasss (1,988) 1,525 (1,297)
Deferred (net) .oevvevverieviscernnesnas Ceererrsasenrans Crierrerennans (172) 1,163 2,295
Total ...... teersressiesnannas Cerratestessestasentrasisnasanrans teerssancanes (2,160) 2,688 998
Total Federal Income Taxes as Reported ...vvvvevencnenes teeressresennarnnes ereeseaananne $52,013 $54,473 $47,737

The following is a reconciliation of the difference between the amount of Federal income taxes computed, by
multiplying book income before Federal income taxes by the statutory tax rate, and the amount of Federal income
taxes reported in the Consolidated Statements of Income.

. Year Ended December 31,
1981 1980 1979
(in thousands)
Consolidated Net Income Before Preferred Stock Dividend Requirements  ........... verrnaes $103,340 ' $ 96,571 $ 95,780
Federal Income Taxes ...vavesansaness Ciertarasteensnanne Ceesasnreseaasaatanatararensanes 52,013 54,473 47,737
Pre-tax BoOK INCOME  .ivvivinesenrerusnssnrarnsnnnsnnnns Ceeeeraesieieasesaesssaananana $155,353 $151,044 $143,517
Federal Income Taxes on Pre-tax Book Income at Statutory Rate (46%) ..... PN $ 71,462 $ 69,480 $ 66,018

Increase (Decrease) in Federal Income Taxes Resulting From the Following Items on Which
Deferred Taxes Are Not Provided:
Allowance for Funds Used During Construction and Miscellancous Items Capitalized on the

Books but Deducted for Tax PUrposes vevvvereencraoerenssscsnnranssss teressessasarens (19,658) (11,203) (9,434)
Investment Tax Credits Not Deferred ......cccvvvveneenen e seireresansaresestesennnanna (1,799) (409) —_
Amortization of Prior Years Deferred Investment Tax Credits .....vuu-nus seeresianenaane, (327 641) (209)
Other vcvevnnnnas Cesserranisans Prereessasescerentresratretnnrasanennys cerensenenannn 2,335 (2,754) (8,638)

Total Federal Income Taxes as Reported R S crestesassananns $ 52,013 $ 54,473 $ 47,737
Effective Federal Income TaXx Rate ..uvvvveveerarnnnnas Cesetinsrenanannaa Citrstesaasanaes . 33.5% 36.1% 33.3%
The following are the principal components of Federal income taxes as reported:
. Year Ended December 31,
1981 1980 1979
(in thousands)
Current:
Federal Income Taxes ...veess e eresnessreensensrranas A ) § 83 F 5 $ 28,299 $ 16,066
Investment Tax Credit ............ Cresracsrinaasans e essrerEerrerereerersERtnannane (4,914) (19,790) (12,070)
Total Current Federal Income Taxes (N€) v.vveeevaerrannsss beereastrenerrrseerattrrensas 6,684 8,509 3,996
Deferred:
Depreciation (liberalized, ADR and ACRS) vvviuivreuineanssenaenarcencenassanssnnscnnane 13,440 16,689 20,513
Allowance for Borrowed Funds Used During Construction and Miscellaneous Items Capitalized . 18,465 13,330 8,904
Unbilled REVENUES +uvcvvaenrsccaniacrennsnentonaesanse tesessassessasaaas teesessrennans 3,660 (3,822) 2,590
Adjustments for Revenue Refunds ...cvcvvvennneninnacnnans sesasssnsnnnnen testeserenens 3,134 (5,469) . (3,589)
Amortization of Pollution Control Equipment .........c.ae.. Ceresesnens Ceertessensaanaae 2,874 3,767 3,719
Percentage Repair Allowance ....... tresaesranannnna Chtasesessssetteararareanannnanane 1,315 5,005 1,894
Other cvvvevennnns e sesiearesnansa st retsaotsataresas st ERanTanenanunus tesnenaasans (347) (2,276) (2,151)
Investment Tax Credit Applicable to Certain Deferred lncome Taxes ........ eaesiasssacnen (6,459) 7,616 3,401
Total Deferred Federal Income Taxes (net) .eveeveannn teeseseenenaenatacsecsensnnncnonnons 36,082 34,840 35,281
Total Deferred Investment Tax Credits (N€t) .u.cevierennnsieresssncnssnnsennas aseeerananas 9,247 11,124 8,460
Total Federal Income Taxes as Reported .vvvveresianuennes arrannenses e teresisinenanaanas $52,013 $ 54,473 $ 47,737

‘.
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INDIANA & MICHIGAN ELECTRIC COMPANY
AND SUBSIDIARIES

The companies join in the filing of a consolidated
Federal income tax return with their affiliated com-
panies in the AEP System. The allocation of the AEP
System’s consolidated Federal income tax to the Sys-
tem companies is in accordance with Securities and
Exchange Commission (SEC) rules under the Public
Utility Holding Company Act of 1935.-In 1981, the SEC
amended its rules to permit the allocation of the benefit
of current tax losses to the System companies giving
rise to such losses in determining taxes currently pay-
able. In prior years, in order to be consistent with
rate-making, the benefits of these tax losses, without
affecting taxes payable, were reallocated to the AEP
System companies giving rise to such losses in deter-
mining each System company’s Federal income tax
expense. The tax loss of the System parent company,
American Electric Power Company, Inc., continues to
be allocated to its subsidiaries with taxable income.
With the exception of the loss of the parent company,
the new method of allocation approximates a separate
return result for each company in the consolidated
group. Consolidated investment tax credits utilized are
generally allocated to the System companies giving rise
to them. .

Unused System investment tax credits at December
31, 1981, aggregated approximately $260,000,000, of
which $81,000,000, generated by the companies are
available for their future utilization. Of the companies’
investment tax credit carryforwards, approximately
$600,000 has been applied as a reduction of deferred
income taxes prior to December 31, 1981 and will not be
reflected in net income when realized in future years

6. Cumulative Preferred Stock:

except as affected by changes in deferred income taxes.

The System’s consolidated Federal income tax re-
turns for the years prior to 1970 have been settied. The
returns for the years 1970 through 1976 have been re-
viewed by the Internal Revenue Service and additional
taxes for those years have been proposed, some of
which the System companies have protested. In the
opinion of the System companies, adequate provision
has been made for such additional taxes.

4. Common Stock, Premiums on Capital Stock and
Other Paid-in Capital:

The Company received from its parent cash capital
contributions of $90,000,000 in 1981, $50,000,000 in

.1980 and $60,000,000 in 1979. In 1981 and 1980 a credit

to other paid-in capital of $365,000 and $94,000, respec-
tively, represented the excess of par value over cost of
cumulative preferred stock reacquired by the Company
to meet sinking fund requirements. There were no other
changes in any of the aforementioned accounts in 1981,
1980 or 1979.

5. Retained Earnings:

Various restrictions on the use of retained earnings
for cash dividends on common stock and other pur-
poses are contained in or result from covenants in
mortgage indentures, debenture and bank loan agree-
ments, charter provisions, and orders of regulatory au-
thorities. Approximately $48,400,000 at December 31,
1981, was so restricted.

At December 31, 1981, authorized shares of cumulative preferred stock ‘were as follows:

Par Value

Shares Authorized

« 2,250,000
11,200,000

The cumulative preferred stock is callable at the option of the Company at the price indicated plus accrued dividends.
The mvoluntary liquidation preference is par value. Unissued shares of the cumulative preferred stock may or may

not possess mandatory redemption characteristics upon issuance. The Company issued and sold 1,600,000 shares of

$2.75 series in 1979; and 1,600,000 shares of the $3.63 series in 1981.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

A. Cumulative Preferred Stock Not Subject to Mandatory Redemption:

. Amount
Redemption D
Current Restricted Par Shares ccember 31,
Series Call Price _Priorto Value Outstanding 1981 1980
(in thousands)
4%% $106.125 $100 120,000 $ 12,000 $ 12,000
4.56% 102 100 60,000 6,000 6,000
4.12% * 102,728 100 40,000 4,000 4,000
7.08% 104.68 100 300,000 30,000 30,000
7.76% 105.38 100 350,000 35,000 35,000
8.68% 107.44 100 300,000 30,000 30,000
$2.15 27.15 5/1/82 25 1,600,000 40,000 40,000
$2.25 27.25 3/1/83 25 1,600,000 40,000 40,000
B. Cumulative Preferred Stock Subject To Mandatory Redemption:
. Amount
Redemption .
Current Restricted Par Shares December 31,
Series (a) Call Price Prior to Value Qutstanding 1981 1980
(in thousands)
12% (b) S112 $100 255,085 $ 25,509 $ 28,348
$2.75 (¢) 27.75 10/1/84 25 1,600,000 40,000 40,000
$3.63 (d) 28.63 11/1/86 25 1,600,000 40,000 —_
105,509 68,348
Less Sinking Fund Requirements Due Within One Year .....ccee... Vevrsescaens . 9 1,348
S105500 S 67.00

(a) The minimum sinking fund provisions of the scrics subject to mandatory redemption aggregate $1,500,000 in the years 1982 and 1983, and
$3,500,000 in 1984, 1985 and 1986. ,

(b) A sinking fund for the 12% series requires the Company to provide, on or before October 1 of each year, 15,000 shares of such series. This
provision may be satisfied through shares previously purchased or by redemption at $100 a share. The Company has the right, on each sinking fund
date, to redecm an additional 15,000 shares. At December 31, 1981 the Company had reacquired 14,915 shares in anticipation of sinking fund
requirements. Unless all sinking fund provisions have been met, no distribution may be made on the common stock.

(c) A cumulative sinking fund for the $2.75 series requires the Company to redeem 80,000 shares on each October 1 commencing on October 1,
1984. The Company has the option to credit shares purchased or otherwise acquired in lieu of redeeming shares for the sinking fund and has the
noncumulative option to double the number of shares to be redeemed in any year on and after October 1, 1984.

(d) A cumulative sinking fund for the $3.63 serics requires the Company to redeem 80,000 shares on each January 1 commencing on January 1,
1987. The Company has the option to credit shares purchased or otherwise acquired in lieu of redeeming shares for the sinking fund and has the
noncumulative option to double the number of shares to be redecemed in any year on and after January 1, 1987. “
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INDIANA & MICHIGAN ELECTRIC COMPANY
*  AND SUBSIDIARIES

7. Long-term Debt, Lines of Credit, and
Compensating Balances:

Long-term debt by major category was outstanding
as follows (less portion due within one year):
December 31,

B

1981 1980
(in thousands)
First Mortgage Bonds ............ $1,103,101 $1,044,369
Sinking Fund Debentures ......... 21,930 22,705
Installment Purchase Contracts .... 158,936 158,799
Other Long-term Debt ....... . 14,535 19,530
Total (less portion due within
ONE YEAr) .iveerennssnnnsss $1,298,502 $1,245,403

First mortgage bonds outstanding were as follows:
December 31,
1981 1980
(in thousands)

% Rate  Duc

3% 1982 — January 1 ...... $ 16,046 $ 16,046
10%4 1982 —June 1 ......... 70,000 70,000
3% 1983 — September 1 ... 13,762 13,762
11 1983 — September 1 ... 60,000 * 60,000
3% 1984 — October 1 ...... 15,082 15,082
10% 1984 — Dec. 1 (c)(d)(e) . 59,250 61,500
10 1985 — March 1 (¢) .... 11,250 12,000
10% 1987 — January 1 ...... 80,000 80,000
13% 1987 — February 1 ..... 55,000 55,000
3% 1988 — February 1 ..... 22,974 22,974
4% 1988 — November 1 ... 17,557 17,557
14% 1989 — March 1 (a) .... 120,000 —_—
113 1990 —June 1 .....cuve 80,000 80,000
15% 1991 — November 1 (b) 40,000 —_—

4% 1993 — August 1 ....... 42,902 42,902
7 1998 —May 1 ........: 35,000 35,000
8% 2000 — April 1 ...,.... 50,000 50,000
9%s 2003 — June 1 (d)(c) ... 277,000 288,500
835 2003 — December 1 ... 40,000 40,000
9%s 2008 — March 1 ....... 100,000 100,000
Unamortized Discount (net) ....... (2,175) (1,454)
1,203,648 1,058,869

Less Portion Duc Within One Year 100,547 14,500
Total ....... verarareens $1,103,101 $1,044,369

(a) Issued by the Company in March 1981.

(b) Issued by the Company in November 1981,

(¢) Guaranteed by American Electric Power Company, Inc.

(d) On November 30, 1979, the Company assumed the obligation
of the Generating Subsidiary to pay the principal of and interest
on these bonds, which are secured by a first mortgage lien on
the Nuclear Plant.

(e) Sinking fund payments are required as follows:

10% series due 1985 — $750,000 annually on March 1.

10%6% series due 1984 — $2,250,000 annually on December |,
through 1983, with the noncumulative election to redeem an
additional $2,250,000 in each year.

9%% series due 2003 — $11,500,000 annually on June 1, through
1991 and $13,500,000 annually on June 1,1992 through 2002
with the noncumulative option to redeem an additional amount
in each of the specified years from a minimum of $100,000 toa
maximum equal to the scheduled requirement for cach year,
but with a maximum optional redemption, as to all years in the
aggregate, of $75,000,000.

The indentures relating to the first mortgage bonds
contain improvement, maintenance and replacement
provisions requiring the deposit of cash or bonds with
the trustee, or in lieu thereof, certification of unfunded
property additions. The Company has elected to use
unfunded property additions to meet these provisions in

the past.

Sinking fund debentures outstanding were as follows:

December 31,

1981 1980

(in thousands)
5%6% Duc 1986 — Junc 1 ....... vears $10,6%0 $11,266
7V4% Due 1998 — May 1 ........ue.s 11,201 11,390
Unamortized Premium  .oovvvavannse. 39 49
Total .....icvun surseastarennne $21,930 $22,705

Installment purchase contracts have been entered
into by the Company in connection with the issuance
of pollution control revenue bonds by governmental
authorities as follows:

December 31

1981 1980
(in thousands)

% Rate  Date )
City of Lawrenceburg, Indiana:

8% 2006 —July 1 ............ $ 25,000 $ 25,000
7 2006 —May I ... oevienns 40,000 40,000
6% 2006 —May !l ....vceniees 12,000 12,000
City of Rockport, Indiana;
9% 2005 —Junel ....vvevines 6,500 6,500
94 20010 —Junc 1 ..ivvuinninns 33,500 33,500
City of Sullivan, Indiana:
7% 2004 —May ! ....civenene 7,000 7,000
6% 2006 —May 1 ....covnnnne 25,000 25,000
7% 2009 —May | ..iveenennen 13,000 13,000
Unamortized Discount .............. (3.064) (3,201)
Total ..... rrrrsenrraes veresees  $158,936 $158,799

Under the terms of certain installment purchase con-
tracts, the Company is required to pay purchase price
installments in amounts sufficient to enable the cities to
pay interest on and the principal (at stated maturities
and upon mandatory redemption) of related pollution
control revenue bonds issued to finance the construc-
tion of pollution control facilities at certain generating
plants of the Company.

Other long-term debt outstanding consisted of:

‘ December 31,
. 1981 1980
) (in thousands)

Coal Rescrve Obligations Payable in
Equal Annual Installments Through

1985 with Interest at 8% .....veveee $18,950 $23,688
Notes Payable due 1981 Through

1985, 6%6-7% vevaserevsororsnnnnss 580 612

19,530 24,300

Less Portion Due Within One Year ... 4,995 4,770

Total cuvienrvnivviresinorreanss $14,535 $19,530
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»

Long-term debt, excluding premium or discount,
outstanding at December 31, 1981 is due as follows:
Principal Amount
(in thousands)

. 7 $ 105,542

2 93,222

2 87,352

1985 +.ietierennenncnnsctansnnsssansasnnns 26,097

1986 tiviereennusinscnnsnseniosannannansan 20,490

Later Years .eecevetascansasssanaccasccanes 1,076,541
LTotal ieieiiiiiiieieiieicisienennnenns

$1,409,244

At December 31, 1981 and 1980, the principal
amounts of debentures reacquired in anticipation of
sinking fund requirements were $1,909,000 and
$1,944,000, respectively. The Company may make ad-
ditional debenture or first mortgage bond sinking fund
payments of up to $14,550,000 annually.

At December 31, 1981, the Company had an unused
revolving line of credit with various banks of
$100,000,000. The line of credit requires a commitment
fee of ¥ of 1% per annum of unused credit through
December 31, 1981 and 35 of 1% thereafter.

The Company had unused short-term bank lines of
credit of approximately $387,000,000 and $195,000,000
at December 31, 1981 and 1980, respectively, under
which notes could be issued with no maturity more than
270 days. The available lines of credit are subject to
withdrawal at the banks’ option, and $334,000,000 and
$181,000,000 at December 31, 1981 and 1980, respec-
tively, of such lines are shared with other AEP System
companies. In accordance with informal agreements
with the banks, compensating balance deposits of up to
10% or equivalent fees are required to maintain the lines
of credit and on any amounts actually borrowed, gener-
ally either additional compensating balance deposits of
up to 10% are maintained or adjustments in interest
rates are made. Substantially all bank balances are
maintained by the Company to compensate the banks
for services and for the Company’s share of both used
and available lines of credit.

8. Supplementary Income Statement Information and
Related-Party Transactions:

Electric operating revenues shown in the Consoli-
dated Statemerits of Income include sales of energy to

AEP System companies of approximately $19,100,000,

$17,400,000 and $17,000,000 for the years ended De-
cember 31, 1981, 1980 and 1979, respectively.
Operating expenses shown in the Consolidated

20

Statements of Income include certain items not shown
separately, as follows:
Year Ended December 31,

1981 1980 1979
(in thousands)
Purchased Power (a) ...... $ 38,557 $ 42,147 S 16,485
Interchange Power (net): .
AEP System Electric
Utilities ..vivevrannnes 100,960 87,111 105,606
Other Companies (b) .... (398) (613) (385)

$139,119  $128,645  $121,706

Taxes Other Than Federal
Income Taxes:
Real and Personal Property
TaXeS vveevenvenennens $18,958 $16,193 $15,230
State Gross Sales, Excise .
and Franchisc Taxes and
Miscellancous State and

Local Taxes ...vuu.s . 9,399 7,309 9,501
State Income Taxes ..... 1,074 165 1,529
Social Sccurity Taxes —

Federal and State ..... . 3,267 2,629 2,445

$32,698 $26,296 $28,705

Fuel for Electric Generation
includes charges relating to
mining operations, as

follows:
Maintenance ........... $3,778 $5,680 $3,787
Depreciation, Depletion

and Amortization ..... 4,434 5,653 3,643
Taxes Other Than Federal

Income Taxes ........ 1,336 1,061 686

(a) Includes power purchased from Ohio Valley Electric Corpora-
tion (OVEC) of approximately $15,066,000 in 1981, $15,837,000 in
1980 and $4,205,000 in 1979.

(b) Includes interchange power sold to OVEC of approximately
$186,000 in 1981, $386,000 in 1980 and $1,367,000 in 1979.

Charges to operating expenses for royalties and for
advertising are less than 1% of gross revenues in each
year. )

Sales and purchases of energy and interchange power
transactions are regulated by the various commissions
having jurisdiction. . T

American Electric Power Service Corporation pro-
vides certain services to the Company and the affiliated
companies inthe AEP System. The costs of the services
are determined by the service company on a direct
charge basis to the extent practicable and on reasonable
bases of proration for indirect costs. The charges for
services are made on a cost basis and include no com-
pensation for the use of equity capital, all of which is
furnished to the service company by AEP. The service
company is subject to the regulation of the SEC under
the Public Utility Holding Company Act of 1935.
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9. Commitments and Contingencies:

The construction budget of the companies for the
year 1982 is estimated at $279,000,000 and, in connec-
tion therewith, commitments have been made.

The Company participates with its parent, three as-
sociated utility companies, several unaffiliated utility
companies and OVEC in supplying the U.S. Depart-
ment of Energy (DOE) with the power requirements of
its plant near Portsmouth, Ohio. The proceeds from the
sales of power by OVEC are designed to be sufficient
for OVEC to meet its ‘'operating expenses and fixed
costs and to provide for a return on its equity capital.
The Company, as a participant, is entitled to receive
from OVEC, and is obligated to pay for, 7.6% of the
power not required by DOE. In addition, the participat-
ing utilities are obligated to purchase, in proportion to
their equity-participation ratio, an additional
$10,000,000 of OVEC common stock in the event out-
standing demand notes are called and are obligated to
provide any additional capital required by OVEC, not
available from other sources. The power agreement
terminates by its terms, in 1992.

In 1981, the Company, its parent and American Elec-
tric Power Service Corporation entered into settlement
agreements with 14 municipal wholesale customers
settling certain antitrust litigation and proceedings be-
fore the FERC. The scttlement agreements provide
generally (i) for the termination of certain proceedings
before the FERC which relate to, among other issues,
the Company’s wholesale rates and alleged practices of
the Company which the municipal systems challenged,
and (ii) that, upon approval by the FERC of the terms of
these agreements, which include provisions for pay-
ments by the Company related to or arising out of the
FERC proceedings of approximately $15,000,000, the
antitrust litigation will be dismissed with prejudice and
the FERC proceedings terminated. The FERC ap-
proved the settlement agreements on January 19, 1982,
and they .have been substantially implemented. The
Company, as provided in the FERC Uniform System of
Accounts, recorded on its books in November 1981 a
provision for refund, restated to the years of prior col-
lection. .

Two contractors, United Nuclear Corporation
(UNC) and General Atomic Company (GAC), the latter
a partnership formed by Gulf Oil Corporation and Scal-
lop Nuclear, Inc., each instituted actions against the
Company regarding the obligation of these contractors
to supply the Company with 3.4 million pounds of

_ uranium concentrates and six fabricated nuclear fuel

reloads for the Donald C. Cook Nuclear Plant (Nuclear

’

Plant). The UNC suit is pending in the United States
District Court for the District of New Mexico, but has
been stayed temporarily by stipulation and court order.
The GAC suit (to which UNC also was a party) was
brought in the New Mexico State District Court in
Santa Fe and was settled pursuant to a settlement
agreement dated October 22, 1981. GAC claimed,
among other things, that it was not obligated to make
deliveries of uranium concentrates or fabricated nu-
clear fuel reloads not theretofore made, or that it was
entitled to a price higher than that specified in its con-
tract with the Company with respect to any such de-
liveries. The settlement agreement provides generally
that: (i) GAC will perform at the contract price, without
penalty for delay or late delivery, the balance of the
contract remaining to be performed, namely, delivery
of the fabricated nuclear fuel reloads for Batch 9 for

‘Unit No. 1 of the Nuclear Plant and approximately

655,000 pounds of uranium for the Nuclear Plant, suc_:h
performance to be guaranteed by Gulf; (ii) the Company
will waive its claim against GAC for money damages in
the principal amount of $15,179,000 incurred in connec-
tion with the purchase by the Company of fabricated
nuclear fuel reloads in 1976 and 1977 during the pen-
dency of the litigation; (iii)) GAC will waive any bonus
that may be due it under the contract on account of the
actual performance of the fuel reloads; and (iv) the GAC
suit will be dismissed with prejudice and GAC will
withdraw its motion to intervene in the UNC suit in
contemplation of the termination of that litigation.

In 1978, a retail customer of the Company com-
menced an action, individually and as representative of
an alleged class, in the U.S. District Court, alleging that
the Company’s lease of electric utility assets from the
City of Fort Wayne is in violation of Federal antitrust
laws. The complaint seeks to have the lease declared
null and void, asks that the Company be restrained from
charging excessive prices for the purchase of electric
power, seeks treble damages in an unspecified amount
in respect of allegedly excessive charges to residents of
the City of Fort Wayne and seeks to restore the control
of the electric utility assets in question to the City of
Fort Wayne. In May, June and July, 1979 the court
granted in part and denied in part the Company’s mo-

- tion to dismiss or for summary judgment. The Court

dismissed plaintiff’s allegations concerning abuse of a
legally acquired monopoly but ruled that plaintiffs
could continue to assert other theories of violation of
Federal antitrust laws and certified a class of residential
customers who may maintain the action.
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In 1975, the Federal Power Commission issued an
order instituting an investigation under the Federal
Power Act concerning the reasonableness and pru-
dence of the coal purchasing policies and practices of
members of the System, the manner in which wholesale
fuel adjustment clauses are implemented by System
members, and related matters. A complainant and eight

intervenors are also participating in the proceeding. In -

1978, the FERC staff issued a preliminary report which
alleged overcharges on the part of the entire System,
and of which only a portion relates to the Company’s
operations. The report also questioned certain aspects
of the System’s fuel policies, including the AEP Sys-
tem’s decision to expand its use of coal from mines
owned by affiliates and its use of Western coal. In
November 1979, the FERC staff submitted its final
recommendations to the administrative law judge. The
final recommendations urge refunds of alleged over-
charges, corrections of alleged improper coal account-
ing and pricing practices, disallowances of certain fuel
costs associated with Western coal acquisitions, revi-
sion of FERC regulations regarding affiliate fuel costs
and establishment of hearing procedures to resolve cer-
tain of the issues and that a separate investigation be
instituted concerning System administration of long-
term fuel supply contracts. The System companies
have submitted a written response supporting the deci-
sions previously made by the System companies. On
February 14, 1980, FERC issued an order directing the
administrative law judge immediately to certify to
FERC the entire record in the proceeding for review by
the Commission and ordered that the procedural

. schedule be placed in abeyance, pending a further di-
rective. On March 18, 1980, FERC ordered a new inves-
tigation into the System’s administration of certain
long-term coal supply contracts with non-affiliated
suppliers. On June 10, 1981 and July 29, 1981, FERC
issued orders which included termination of certain
portions of the original investigations, the referral of
other portions to the Chief Accountant of FERC for
resolution and the ordering of a hearing, which is cur-
rently in its discovery phase, relating to the procure-
ment of Western coal from mines operated by the Sys-
tem and from non-affiliated sources in the light of the
possible availability of coal from other sources. The
Company cannot assess the outcome or significance of
this proceeding.

The Company has filed a petition with the PSCI re-
questing recovery of nuclear decommissioning costs
associated with its nuclear plant through the inclusion
of such costs in its base rates. An independent consult-
ing firm employed by the Company for the purposes of
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this rate proceeding has estimated the cost of decom-
missioning this plant to be in excess of $170,000,000 in
1982 dollars.

The Price-Anderson Act limits the public liability of a
licensee of a nuclear plant to $560,000,000 for a single
nuclear incident, to be covered in part by private insur-
ance with the balance to be covered by agreements of
indemnity with the Nuclear Regulatory Commission.
The Company has purchased private insurance in the
maximum available amount of $160,000,000. In the
‘event of a nuclear iricident involving any commercial
nuclear facility in the country, the Company, together
with other licensees, could be individually assessed
$5,000,000 per incident for each reactor owned (subject
to a maximum of $10,000,000 in any year in the event of
more than one incident). The Price-Anderson indemni-
ties have been decreased by 'the aggregate amount
which is assessable against existing licensees and will
continue to dccrease as new operating units are
licensed.

I&M has procured property insurance in the amount
of $300,000,000 for damage to its-nuclear plant facilities
and is a self-insurer for any property loss in excess of
that amount. The Company has arranged for this prop-
erty insurance coverage to increase to an amount of
$450,000,000.

The Company also has obtained membership in Nu-
clear Electric Insurance Limited (NEIL), which pro-
vides its members with insurance to cover extra costs of
replacement power resulting from a prolonged acci-
dental outage of a nuclear unit. The Company’s policy
insures-against such increased costs up to $2,300,000
per week (starting 26 weeks after the outage) for one
year and $1,150,000 per week for the second year, or
80% of those amounts per unit if both are down for the
same reason. The Company would be subject to a re-
trospective premium of up to $8,200,000 per unit (five
times the annual premium) if NEIL’s losses exceed its
accumulated funds.

10. Leases:

The Company, as part of its operations, leases prop-
erty, plant and equipment under leases rangingin length
from 1 to 35 years. Most of the leases require the Com-
pany to pay related property taxes, maintenance costs
and other costs of operation. The Company expects
that in the normal course of business, leases will gener-
ally be renewed or replaced by other leases. The major-
ity of the various rentals are included in leases having
purchase options or renewal options for substantially
all of the economic lives of the properties.
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Rentals are analyzed as follows:
Year Ended December 31,
1981 1980 1979
(in thousands)

Gross Rentals .........c0nvue. $95,000 $88,000 $70,000

Less Rental Recoveries (including .
sublease rentals) (@) ......... 3,000 - 3,000 2,000

NetRentals (b) ..oovveevennnss $92,000  $85,000  $68,000

(a) Includes amounts paid for or
reimbursed by associated
companics.
(b) Classified as: '
Operating Expenses  ....... $87,000 $82,000 $62,000
‘Clearing and Miscellaneous
Accounts (portions of which
are charged to
income) ......eceiiierenen 5,000 3,000 6,000

$92,000 $85,000 $68,000

Future minimum lease payments, by year and in the
aggregate, of the Company’s capital leases and noncan-
celable operating leases consisted of the following at
-December 31, 1981:

Capital Operating
Leases (a) Lcases

(in thousands)

. $ 8,000 $ 11,000
- 7,000 11,000
. 7,000 11,000
1985 tiiiiiiiiiiiieiiie i 6,000 12,000
1986 vevirreieiariariicernncranranas 6,000 12,000
Later Years ...cicveenccecnsennes . 64,000 203,000
Total Future Minimum Leasc Payments . 98,000  '$260,000
*Less Estimated Interest Element

Included Therein (b) ..vvveevevnans 55,000
Estimated Present Value of Future

Minimum Lease Payments ......... $43,000

(a) Excludes leases of nuclear fuel, all of which are capital leases.
Nuclear fuel rentals comprise the unamortized balance of the lessor’s
cost (approximately $108,000,000 at December 31, 1981), less salvage
value, if any, to be paid in proportion to heat produced, and carrying
charges on the lessor’s unrecovered cost. It is contemplated that
portions of the presently leased material will be replenished by addi-
tional leased material.

(b) Interest rates used range from 4.9% to 21.9%.

The following is a pro forma analysis of properties
under capital leases and related obligations assuming
that such leases are capitalized:

December 31,

1981 1980
(in thousands)
Nuclear Fuel ......cccvivievvninnneess $203,000 $214,000
Coal-mining and Coal-transportation
Equipment %....cciiiinnrecrenennaes 14,000 14,000
Other Transportation Equipment ....! oo 14,000 11,000
Real Estate ....vienennns ereeaerensane 13,000 13,000

Electric Distribution System Property ... 13,000 13,000

Gross Properties under Capital Leases .. 257,000 265,000
Less Accumulated Provision for .
AMOTtization ...viviveevrecnacencnnss 113,000 104,000

Net Properties under Capital Leases .... $144,000  $161,000
Obligations under Capital Leases (@) .... $151,000  $167,000

(a) Including an estimated $56,000,000 and $44,000,000 at De-
cember 31, 1981 and 1980, respectively, due within one year.

Had capital leases been capitalized, any additional
net expense for each of the three years ended December
31, 1981 would have been insignificant. The above pro
forma analysis does not give recognition to offsetting
adjustments in allowable revenues that the Company
believes would normally be expected to occur through
the regulatory rate-making process, if the related leases
had been capitalized.

Included in the above analysis of future minimum
lease payments and of properties under capital leases
and related obligations are certain leases as to which
portion of the related rentals are paid for or reimbursed
by associated companies in the AEP System based on
their usage of the leased property. The Company can-
not predict the extent to which or proportion in which
the associated companies will utilize the properties
under such leases in the future.

-
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11. Unaudited Quarterly Financial Information:

The following restated consolidated quarterly finan-
cial information is unaudited but, in the opinion of the
Company, includes all adjustments (consisting of only
normal recurring accruals) necessary for a fair presen-
tation of the amounts shown:

Quarterly Periods Operating  Operating Net
__ Ended Revenues Income Income*
(in thousands)
1981 —
Mar. 31 civiaiiicnennas $202,158 $48,607 $26,858
June 30 w.iiiiiiiiinanas 209,533 40,347 21,799
LY7+] S | 203,816 44,099 27,162
Dec. 31 cvvriininnnnen 196,642 44,887 27,521
1980 — .
Mar. 3l sieiinicnanenns 203,877 47,642 32,044
June 30 iiieiiinnanens 162,107 32,425 16,553
Sept. 30 tiiiieieinent 185,599 40,156 22,226
Dec. 31 tvveninniannnns 191,100 44,958 25,748
1979 —
Mar. 31 ..ieerrininnans 169,344 46,780 29,890
June 30 ciiiiiiiiinnens 172,006 32,520 19,176
Sept. 30 tiiiieiiianans 168,302 41,029 25,388
Dec. 31 vevvernnenannns 173,361 37,884 21,326

*Before preferred stock dividend requirements.

12. Unaudited Information On Inflation and
Changing Prices:

below is presented in compliance with the requirements
of the Financial Accounting Standards Board (FASB).
The information is intended to disclose the effects of
both general inflation and changing prices; however,
the amounts_should be considered approximations of
such effects rather than precise measures since a num-
ber of subjective judgments and estimating techniques
were employed in developing the information.
Constant dollar amounts represent historical costs
stated in terms of dollars of equal purchasing power as
measured by the average level of the 1981 Consumer
Price Index for All Urban Customers (CPI-U).
Current cost amounts reflect the changes in specific
prices of property, plant and equipment from the date
such assets were acquired to the present, and differ
from constant dollar amounts to the extent that specific
prices have risen at a different rate than the general
inflation rate as measured by the CPI-U. The current
cost of property, plant and equipment represents the
approximate cost of replacing such resources and in-
cludes utility plant in service, construction work in
progress, land, land rights and other property and in-
vestments. Current cost amounts were determined
primarily by applying appropriate indexes from the
Handy-Whitman Index of Public Utility Construction
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The supplementary information in the statements Costs.
. Consolidated Statement of Income
Adjusted for Effects of Changing Prices
As Stated Adjusted Adjusted
in the Primary for General for Changes
Financial Inflation in Specific Prices
Yecar Ended December 31, 1981 Statements (constant dollar) - (current cost)
. . (in thousands)
Operating REVENUES .vvenenantecasestrasarssrasaransnacnees $ 812,149 $ 812,000 $ 812,000
Operating Expenses:

Operation:

Fuel for Electric Generation (8) ...ovevrecassrssassonnanes 176,074 177,000 177,000
Purchased and Interchange Power (net) ...........evennee 139,119 139,000 139,000
Other cvvviereniansnarasrasasssnsssnssansss Ceesseresranes 101,792 102,000 102,000

Maintenance .....cesevseesscnssassstassassarasnasasssnss 48,895 49,000 49,000

Depreciation, Depletion and Amortization (a) ......c.vuunee 81,458 ° 179,000 179,000

Taxes Other Than Federal Income Taxes vovvcueeerennnencase 32,698 33,000 33,000

Federal Income TaXeS ..cvvviesvasrananassssccnrasasassans 54,173 54,000 54,000

Total Operating EXPEnses ...uuscseecaceccnscsncarsnes 634,209 733,000 733,000
Operating INCOME vvvuviericrenceranssareranscnannsassarnsna , 177,940 . 79,000 79,000
Other Income and Deductions ...vvvervesssesevassacsannesens 29,713 30,000 30,000
Net Interest Charges vucusvescescassesancsansassassesennanas (104,313) (104,000) (104,000)
Preferred Stock Dividend Requirements ...covvveerenscnacsees (23,624) (24,000) (24,000)
Earnings Applicable to Common Stock (b) ...ivvviiinienrnans $ 79,716 $ (19,000) $ (19,000)
Increase in Specific Prices (current cost) of Property,

Plant and Equipment Held During the Year (€) «vveveseccsens $ 407,000
Reduction to Net Recoverable Cost (d) «.ceenenvcnncannaaaans $(131,000) (99,000)
Effect of Increase in General Price Level ..... reetrrraenanens : (423,000)
Excess of Increase in General Price Level over Increase in Specific

Prices After Reduction to Net Recoverable Cost ...uvnvnenns (115,000)
Gain from Decline in Purchasing Power of Net Amounts Owed (e) . 144,000 144,000
3 $ 13,000 $ 29,000




INDIANA & MICHIGAN ELECTRIC COMPANY
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(a) As prescribed by the FASB, the items in the Consolidated Statement of Income that have been adjusted are depreciation, depletion and
amortization (including portions classified as fuel for electric generation and other income and deductions). Depreciation, depletion and
amortization charges were computed by applying current accrual rates to the various plant accounts (production, transmission, distribution,
general and miscellancous) after adjusting such accounts for the effects of changing prices.

(b) Including the reduction to net recoverable cost, the loss from operations on a constant dollar basis and current cost basis would have been
$150,000,000 and $118,000,000, respectively.

(c) At December 31, 1981, current cost of property, plant and equipment net of accumulated depreciation, depletion and amortization was
$5,202,000,000 while historical cost or net cost recoverable through depreciation, depletion and amortization was $2,746,000,000.

(d) The reduction to net recoverable cost of property, plant and equipment (as expressed in terms of inflation-adjusted cost) to historical cost

. recognized that the rate-making process limits the Company to recovery of the historical cost of the subject assets.

(¢) To reflect properly the economics of rate regulation in the Consolidated Statement of Income Adjusted for Effects of Changing Prices, the
reduction to net recoverable cost should be offsct by the gain that results from the decline in purchasing power of the net amounts owed by the
Company. During a period of inflation, holders of monetary assets such as cash and receivables suffer a loss of general purchasing power while
holders of monetary liabilities, generally long-term debt, experience a gain (because debt will be repaid in dollars having less purchasing power).
The Company’s gain from the decline in purchasing power of its net amounts owed is primarily attributable to the substantial amount of debt and
cumulative preferred stock subject to mandatory redemption which has been used to finance utility plant.

Five-Year Comparison of Selected Supplementary Data
Adjusted for Effects of Changing Prices
. (dollar.amounts are expressed in terms of average 1981 dollars)

Year Ended December 31,

1981 1980 1979 1978 1977
’ (in thousands, except index data)
Opecrating Revenues .......... ferrearsesas . $812,000 $819,000 $855,000 $831,000 $758,000
Historical Cost Information Adjusted for General Inflation
Income (Loss) from Operations (excluding reduction to
net recoverable Cost) ....iviiniieiireiennes ceans $(19,000) $(5,000) $25,000
Net Assets at Year-end at Net Recoverable Cost .... $992,000 $1,001,000 $1,084,000
Current Cost Information .
Income (Loss) from Operations (excluding reductionto .
net recoverable COSt) ...iiiiiaieniiariinnnnnas ves $(19,000) $(9,000) $8,000
Excess of Increase in General Price Level over Increase .
in Specific Prices after Reduction to Net Recoverable .
Cost vuvvnnren Ceitasesrirasienes Ceerresasaannne $(17,000) $(298,000) $(239,000)
Net Assets at Year-cnd at Net Recoverable Cost ... $992,000 $1,001,000 $1,084,000
-General Financial Data .
Gain from Decline in Purchasing Power of Net
Amounts Owed ......... ernanens ceerssresrrans $144,000 $200,000 $216,000 N
Average Consumer Price Index ......c.vvuceen. ves 272.1 246.8 217.5 195.4 181.5
General Information on Mining Operations
Proven and Probable Coal Reserves at End of Year
(thousands of tons) (Note) .ieeuvuneese Ceseissasas 412,546 413,964 415,023 .
Tons of Coal Mined (thousands) ........ cessaasenns 779 1,059 669
Average Market Price (at current cost perton) ...... $60.14 $58.16 $57.55 -

Note: Proven reserves — The estimated quantities of commercially.recoverable reserves that, on the basis of geological, geophysical and
engincering data, can be demonstrated with a reasonably high degree of certainty to be recoverable in the future from known mineral
deposits by cither primary or improved methods. . .

Probable reserves — The estimated quantities of commercially recoverable reserves that are less well defined than provenreserves and that
may be estimated or indicated to exist on the basis of geological, gcophysical and engineering data.




Operating Statistics

1981 1980 1979 1978 1977
ELECTRIC OPERATING REVENUES (in thousands):
From Kilowatt-hour Sales:
Residential:
Without Electric Heating ........... $116,340 $106,488 $102,543 $ 95,676 $ 89,675
With Electric Heating .............. 59,826 54,277 55,458 53,557 46,324
Total Residential ................. 176,166 160,765 158,001 149,233 135,999
Commercial ........c.vvviiriiininnn. 117,725 108,764 106,151 95,423 91,153
Industrial ...........cciiiiii, 134,519 116,165 127,815 120,180 107,931 °
Sales for Resale: -
Municipalities .......cciiiiiiinnn.. 42,839 37,754 37,505 36,014 41,313
Cooperatives ....ceeeeinnennnnnnnns 21,929 20,196 20,646 17,732 15,619
Other Electric Utilities ............. 295,328 288,563 222,488 166,391 103,517
Total Sales for Resale ............ 360,096 346,513 280,639 220,137 160,449
Miscellaneous ........ceiiininennnnnn 6,953 6,150 6,099 7,655 5,974
Total from Kilowatt-hour Sales .... 795,459 738,357 678,705 592,628 501,506
Other Operating Revenues .............. 16,690 4,326 4,308 4,050 4,085
Total Electric Operating Revenues . $812,149 $742,683 $683,013 $596,678 $505,591
SOURCES AND SALES OF ENERGY
(in millions of kilowatt-hours):
Sources:
Net Generated — Steam:
Fossil Fuel ....cooviiiiinnnnnnnnn.. 6,373 6,719 6,443 7,231 7,317
Nuclear Fuel ...........ccveiiinnn 13,167 13,153 11,614 10,101 (a) 4,786
Net Generated — Hydroelectric ....... 98 85 79 75 68
Subtotal .........ccciivnnnnnnnt. 19,638 19,957 18,136 17,407 12,171
Purchased .......ccovviiieinnnnnnnens 1,570 1,883 811 301 182
Net Interchange ..........ccvvvvnnnnn. 3,704 3,669 5,389 4,475 7,922
Total Sources ..... eiratiereeaes 24,912 25,509 24,336 22,183 20,275
Less: Losses, Cpmpany Use, Etc. ..... 1,239 1,426 1,386 1,340 1,270
Net Sources .....evvevenrrnnnn. 23,673 24,083 22,950 20,843 19,005
Sales:
Residential:
Without Electric Heating ........... 2,467 - 2,493 2,389 2,352 2,456
With Electric Heating .............. 1,513 1,549 1,619 1,622 1,605
Total Residential ....... eeeenaens 3,980 4,042 4,008 3,974 4,061
Commercial .....ovveverrnnnnennnnnn. 2,748 2,716 2,629 2,498 2,671
Industrial ... 4,021 3,932 4,380 4,319 4,473
Sales for Resale: )
Municipalities ...........cceveun.... 1,535 1,541 1,534 1,585 1,642
Cooperatives .......oevvvenennn. P 802 803 819 814 786
Other Electric Utilities ............. 10,388 10,854 9,386 7,468 5,195
Total Sales for Resale ............ 12,725 13,198 11,739 9,867 7,623
Miscellaneous ..........cccvvvvvnnen. 199 195 194 185 177
Total Sales ..........oovvnuunn. 23,673 24,083 22,950 20,843 19,005

(a) Includes 691 million kilowatt-hours a5 test generation. The fuel cost associated with such generation is charged to other operating expense.
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OPERATING STATISTICS (Concluded)

1981 1980 1979 1978 1977
ANNUAL Cost oF FueL CoNsUMED (in cents): (a)
Cents per Million Btu:
[ 1 187.13 164.49 - 151.91 109.68 74.96
Nuclear .....ccviveereianenrrrenennas 49.90 48.44 37.82 34.65 - 29.72
Overall ........cciiiiiiiinnrrnnnnons 91.35 84.95 76.25 71.16 59.12
Cents per Kilowatt-hour Generated:
Coal ... ittt iir i 1.81 1.59 1.52 1.11 73
Nuclear ...covvveenennnnnnenannrennns 54 52 41 .38 33
Overall ......cvvviiirinirinnernnanens 95 .89 .81 a5 .61
RESIDENTIAL SERVICE — AVERAGES:
Annual Kwh Use per Customer:
5 072 | O 10,008 10,206 10,210 10,260 10,641
With Electric Heating .............. 19,866 20,584 21,611 22,067 22,830
Annual Electric Bill:
Total ......ccvvvviiiiiiiiennanannn $443 $406 $402 $389 $361
With Electric Heating .............. $785 $721 $740 $736 $668
Price per Kwh (in cents):
Total ....vvvreniriiiiieiiiiienann 4.43 3.98 3.94 3.79 3.39
. With Electric Heating .............. 3.95 3.50 3.43 3.34 2.93
NUMBER OF ELECTRIC CUSTOMERS:
Year-End:
Residential:
Without Electric Heating ........... 321,850 321,432 319,477 | 315,472 313,085
With Electric Heating .............. 77,002 75,618 75,606 74,900 72,059
Total Residential ...........uu.... 398,852 397,050 395,083 390,372 385,144
Commercial ........cceviiiiinnnnnnns 42,957 42,758 42,563 42,106 41,907
Industrial ...oeviiiiiiiiiiiiiiiee 2,873 2,802 2,748 2,689 2,500
Sales for Resale:
Municipalities ...........co0iiin.n. 23 23 23 23 23
Cooperatives ....ovvverinisiccennss 65 65 65 64 61
Other Electric Utilities ............. 16 17 15 20 16
Total Sales for Resale .......... 104 105 103 107 100
Miscellaneous ........cevvevstenanens 1,440 1,424 1,373 1,331 1,304
Total Electric Customers ....... 446,226 444,139 441,870 436,605 430,955

(a) Excludes effect of deferred collection of fuel costs.
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Price Range of Cumulative Preferred Stock .
By Quarters (1981 and 1980) ’

1981 — Quarters 1980 — Quarters
Cumulative Preferred Stock Ist 2nd 3rd 4th Ist 2nd 3rd 4th
(3100 Par Value)
4% Scries

Dividends Paid Per Share $1.03125 $1.03125 $1.03125 $1.03125 °~  $1.03125 $1.03125 $1.03125 $1.03125
Market Price — $ Per Share

(OTC) '
Ask (high/low) —_— —_ — —_ — —_ —_ —
Bid (high/low) — - = — — — — -
4.56% Series
Dividends Paid Per Share + $1.14 Sl.14 $1.14 $1.14 S1.14 $1.14 $1.14 $1.14
Market Price — $ Per Share
OTC
Ask (high/low) - — — — —_— —_ —_ —_
Bid (high/low) —_ —_ —_— —_ — —_ —_— —
4.12% Series : .
Dividends Paid Per Share $1.03 $1.03 $1.03 $1.03 $1.03 $1.03 $1.03 $1.03
Market Pricc — $ Per Share:
OTC)
Ask (high/low) | —_ _ — —_ —_ — — —
Bid (high/low) - - —_ - - - —_ -
7.08% Series
Dividends Paid Per Share $1.77 $1.77 $1.77 $1.77 $1.77 $1.77 $1.77 $1.77
Market Price — $ Per Share
(NYSE) — High 4914 47% 46 47% 5614 59 5845 51%
— Low - 46 44 42 4134 47 48 51 44%
7.76% Series .
Dividends Paid Per Share $1.94 $1.94 $1.94 $1.94 $1.94 $1.94 $1.94 $1.94
Market Price — $ Per Share
(NYSE) — High 54 5315 50 514 6438 67% 6455 55
— Low 51%% 4842 48 45 48 52 55 46%
8.68% Series
Dividends Paid Per Share $2.17 $2.17 $2.17 $2.17 8217 $2.17 $2.17 $2.17
Market Price — $ Per Share :
(NYSE) — High 61 58 56 56% 7015 72 74 64
— Low » 55% 55 5015 54 60 59 65 55V4
12% Series .
Dividends Paid Per Share $3.00 $3.00 $3.00 $3.00 $3.00 $3.00 $3.00 $3.00
Market Price — $ Per Share
(NYSE) — High 9314 91 88%2 84 10314 104 102 100
— Low 85 88% 78 78% 861 87 95 8315

($25 Par Value)
$2.15 Series .
Dividends Paid Per Share $0.5375  $0.5375 $0.5375  $0.5375 $0.5375  $0.5375  $0.5375  $0.5375
Market Price — $ Per Share
(NYSE) — High 15% 14% 1434 1514 174 18% 18 15%
— Low 1334 13% 12 1234 1356 14% 1434 1315
$2.25 Series
Dividends Paid Per Share $0.5625 $0.5625  $0.5625  $0.5625 $0.5625  $0.5625 $0.5625  $0.5625
Market Price — $ Per Share
(NYSE) — High 16 16 15 16 184 19Y4 18% 17
— Low 1415 135 13% 13 144 15 16 .14
$2.75 Series
Dividends Paid Per Share $0.6875 $0.6875 $0.6875  $0.6875 $0.6875 $0.6875 $0.6875  $0.6875
Market Pricc — $ Per Share ,
(NYSE) — High 20 2214 22 1834 25 24% 23% 2134 |
— Low 18% 1934 17 18 22% 22 22 18Y4 ‘
$3.63 Series* .

Dividends Paid Per Share — — —_— —_ —_ — — - |

Market Price — $ Per Share
(NYSE) — High —_ — —_ —
— Low —_ - — —

OTC — Over-the-Counter
NYSE — New York Stock Exchange *

*Issued in November 1981

Note — The above bid and asked quotations represent prices between dealers and do not represent actual transactions.
Market quotations provided by National Quotation Bureau, Inc.

Dash indicates quotation not available.
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The Company’s Annual Report

(Form 10-K) to the Securities and
Exchange Commission will be available

on or about March 31, 1982 to shareowners
upon written request and at no cost.

Please address such requests to:

Mr. H. D. Post
Assistant Treasurer
American Electric Power
Service Corporation
180 East Broad Street
Columbus, Ohio 43215

Transfer Agent and Registrar of Cumulative Prqferred Stock

Morgan Guaranty Trust Company of New York

30 West Broadway, New York, N.Y. 10007
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W: 1982 Internal Cash Flow Projection
‘ for Donald C. Cook Nuclear Plant
| ~ (Millions)
. . Actual Projected
} 1981 1982
| Net income after taxes 103.3 131.0
Less dividends paid 116.2 129.0
f Retained earnings (12.9) 2.0
3 Adjustments:
|
| Depreciation'and amortization 86.0 88.0
; Deferrxed income taxes and
! investment tax credits 45.3 54.0
Ny "AFUDC (79.9) (106.0)
: Total adjustments 51.4 36.0
Internal cash flow 38.5 38.0
Average quarterly cash flow 9.6 9.5
Average cash balances and
cash items : 20.1 18.0
Total S o ._29.7 27.5

$ Ownership in all operating nuclear
units: Unit 1 and Unit 2 - 100%

Maximum Total Contingent Liability -
$20.0 million (2 units)
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