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\We Have the Future in Focus

Safe, reliable and affordable energy has long been 2026 Projected AEF Owned Generating Capacity by Fusl
the backbone of America’s economy, delivering
comfort to customers, a competitive edge to
businesses and a quality of life that others
emulate. To ensure a secure energy future, we
need a diverse resource mix.
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At AEP, we have the future in focus. R
Performance FPeople Utility of the Future
In many ways, the electric grid is a social To grow our business, enhance the We are fundamentally changing how we
safety net. Our strategy will strengthen this experence our customers have with AEF, operate and manage our business.
safety net to improve quality of life, custormer and build, maintain and cperate a modem Substantial technological and structural
satizfaction and system reliability, and grid, we rely on our employvess to camy us shifts within the energy landscape are driving
provide our employess with a safe and forward. us to build a new mode! for the future.
engaging workplace.
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Utility of the Future

“The production, distribution and use of electricity are changing

dramatically as our industry undergoes a challenging but exciting

transformation.”

- Nick Axins, Chairman, President and Chief Executive Officer

AEP's Board of Directors

From Lsf to Rignt:

Lionel L. Nowell Ill, Linda A. Goodspasd, Stephen S.
Rasmussen, Richard L. Sandor, Thomas E. HOBQ"H.
Sara Meartinsz Tucksr, Ralph D. CI‘OSD)', Jr., Nichoiss K.
AKIns, John F. Tumsr, Richard C. Notebasrt, David J.
Angerson, Sandra Beach Lin, Michasl G. Morris, J.
Barnle Seaslsy, Jr., Oliver G. Richard Il

AEP’s Values

In collaboration with employees, we redefined cur values in 2013 o
better reflect cur culture and who we are today as we set a course for
the future. Our new purpose statement - We power life's possibilities™ —
defines what we do and why we are here.
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Message from the Chairman:
The State of Our Business

Dear Friends,

| welcome this opportunity to review our 2013 performance, dssous plans and projections for 2014,
share
dramatically as our industry undergoes a challenging but exciting transformation. We have reshaped

parts of our bsiness, strengthened our financial position and sharpened our plan for sustainable growth
to meet these challenges.

and

Our shareholders have been rewarded for our performance
AEP has paid over a century of consecutive quarterly comr
stock cash dividend©ur investments in employees and
infrastructure, our focus on continuous improvement and ot
fiscal discipline provide a solid foundation as we build the

utility of the future

We provide a \tal service that keeps people safe, supports |
economy and sustains quality of life. But the pace of chang
accel
get us through our second. To sustain our targeted earning
growth, we must adapd the new realities of our operating

environment by leveraging our strengths as a regulated el
utility to grow our business for the future. We have more

confidence than ever in our strategy to ntketchallenges an
opportunities before us, and &ee taking steps to execute our
strategy.

erat.i

AEPOSs
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AEP Dividend History
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sion for the future. The prod

what got

Nicholas K. Akins
Chairman, President & CEO
American Electric Power

As we move forward on this journey dfiange and
adaptation, our values will be our north star. In 2013, we
updated our corporate values to reflect who we are today
and who we must become if we are to transform into the
utility of the future We worked with our employees to help
us shape this vision and we agreed that zero harm,
customer focus, integrity and stewardship, and the ability to
adapt and achieve are the values that will determine our
success. We also worked with emplayée articulate our
pur pose. | t 6 s Wa mpd wee ranldi fpeg <
possibilities.
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Changes to Our Business

In 2013, we separated our Ohio generation assets from our Ohio distribution and transmission operations
and transferred them to a new competitvidiate, AEP Generation Resources. Corporate separation, as

it is called, was required to achieve full markesed pricing of generation for retail customers. Ohio
customers can shop for the generator of their electricity and AEP Ohio will contidakvier energy to

them over its distribution and transmission assets.

One of the greatest risks to our new competitive  AEP Total Shareholder
eneration business is tRgM Interconnection .

gapacitv auctionwhich currently pays the same priceRE“turn History

for capacity from power plants in the region as it does

for demand response programs and imported energy

from areas as far away as Louisiana. To keep the grid

operating +1ndhegabliydoficapatci ty i

requred to generate electricity during peak demand 14.2,

periods. In addition, the rules provide easy

opportunities for financial speculation in the auction, 10.4%

which drives down prices and forces premature 8.7% 8.2%

retirements of existing plants within the PJM footprir

Togeher, these inequities create financial risk and fe

to properly incentivize longerm investments in

generating capacity, which will eventually threaten

reliability.

20.8%

2009 2010 20M 2012 2013
We need to improve the structure of capacity markets
and maintain fuel diversity withiRJM to meet future AEP shareholders received a 14.2 percent total return,
energy needs and ensure stable electric prices. We iaggding dividends, compared with the 7.8 percent
working with several of our peers and PJM to correcptal shareholder return of our peers in the S&P 500
some of the deficiencies in the capacity auction Electric Utilities Index
process.

Another significant accomplishment in 2013 was the completion datbest transmission construction
project in AEP6s history. The new transmission
energy to major population areas in Hlectric
Reliability Council of Texas supporting the

Texas Competitive Renewable Energy Zone
(CREZ) initiative. Our approximately $1.5

billion investment in CREZ reflects our

commitment to modernizing the grid, improving
reliability for customers and providing a

pathway for access torrewable resources.

CREZ is the largest transmission construction
project in AEPG6s history
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Our regulated businesses provide the largest growth platform for AEP. Our 4 percent to 6 percent
targeted earnings growth rate is predicated on regulated capéatriment and successful regulatory
support. We have a strong balance sheet, excellent credit metrics and ample liquidity. We plan to invest
approximately $3.8 billion to $4.1 billion annually between 2014 and 2016, primarily in transmission

and distributio projects. These investments will replace aging infrastructure, improve reliability, help

the grid respond to coal unit retirements, support regional transmission projects and reward investors.

Infrastructure development, combined with positive custandremployee experiences, are the
foundation to our future success. Our success will depend on having employees who are entrepreneurial,
collaborative, agile, and focused on continuous improvement to meet and exceed customer expectations.

We are workingd retain and attract great people and to strengthen our culture to support them. Our
culture initiative is focused on leadership, strategic alignment, employee engagement and performance
recognitioni and in 2013, we advanced in all those areas. We agsigeiing our performance

management and compensation systems, developing new tools and training for leaders at all levels, and
doing a much better job of working together within our organization.

2013 In Review

Financial Performance

We achieved excelleffinancial results in 2013. Our total shareholder return for the year was 14.2

percent, compared with an average of 7.8 percent for the S&P 500 Electric Utilities Index. Guor debt
capitalization ratio also improved, ending the year
at 54.3 percerit the lowest percentage in more

($/share) than a decade.

We ended 2013 with Generally Accepted
Accounting Principles (GAAP) earnings of $1.48
billion or $3.04 per share, compared with $1.259
$3 04 billion or $2.60 per share in 2012. For the year,
- operating earnings were $93 hah or $0.19 per
$2.53 $2.60 share higher than GAAP earnings due to the
following items (net of tax): plant impairments of
$124 million, or $0.25 per share; a $25 million, or
$0.05 per share, regulatory disallowance resulting
from a Virginia State Corporation Commiss
order related to the ownership transfer of Amos
Plant Unit 3; a $19 million, or $0.04 per share,
reversal of a storm cost deferral in Virginia; and a
$5 million, or $0.01 per share, restructuring
charge. These negative items were offset partially
2009 2010 2011 2012 2013 py the effects of a U.S. Supreme Court decision
resulting in a favorable $80 million, or $0.16 per share, United Kingdom (U.K.) windfall profits tax
credit.

$4.02

$2.96
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Several factors contributed to our success: ~ AEP Operating Earnings
approvals for and completion of $647 million in R IPe!

securitizaéions in West Virginia and Ohio; Per Share H"SLOW ($/Share)
inclusion of the John W. Turk, Jr., Plant and $3 23
other assets in rates in Texas; regulatory suppori%2 g7 $3.03 $3.12  $3.09 .

in Michigan and Indiana for the Donald C. Cook ¥“-

Nucl ear Pl antodés 1ife : ¢
sustainable savings and enhahoevenue

sources identified through employies

continuous improvement efforts.

: and

Analysts and investors took note of our succes:

Our stock is now trading in line based on the

S&P 500 Electric Ut i-l ) I (
to-earnings ratio. During 2018ur share price

was up 9.5 percent, far outpacing the index,

which was up 3.3 percent, and closed 2013 at

$46.74. 2009 2010 20M 2012 2013

Engaging Our Work Force

Safetyis a core value and top priority at AEP as@f utmost importance to me and to all employees.

We are pleased to report that in 2013, for the second year in a row, we had no employee fatalities at
AEP. Regrettably, two contractors working fEP were fatal} injured on the job. During the past two
years, we also achieved the best recordable incident rate in more than a decade, which means fewer
employees were injured while performing their jobs. Our contractors also outperformed their recordable
incident targets during the past two years.

This is asignificant achievement for AEP, and | am enormously grateful to all of our employees who
worked conscientiously, every day, to achieve these great results. It makes me very proud that AEP
employees look out for each other and work together to prevantdrad to accomplish our business
objectives. Teamwork will continue to be the cornerstone of our culture efforts.

Unfortunately, the workplace accidents that did occur kept employees off the job for longer periods of
time in 2013 than in 2012. We also Hatipercent more preventable vehicle accidents across the AEP
system. These are troubling and unacceptable trends, and we will work to reverse them in 2014. Any
injury hurts everyone: our employees, their families and the communities in which we live.

Our safety culture is based on the deeply held belief that all workplace injuries can be prevented, and |
have challenged our employees to recommit to our goal of zero harm. Every one of us should go home
safe and healthy each nglveyanacdcanplish ahdht enushbe g of mindp o r t
every minute of every day.

11
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Our employees are contributing directly to our financial health. We launched several ertgtbyee
initiatives in 2013 that will be instrumental in meeting our financial targdtseimext few years,
including an employe&ed effort to improve processes, increase efficiency, and reduce waste and costs.

In 2013, to improve our business and increase employee engagement, we conductesha gaia

sharing program whereby we splittiviemployees the proceeds of savings in excess of $200 million.

Our employees submitted hundreds of ideas for sustainable cost savings, enhanced revenue sources anc
process improvements. | am pleased to report that every AEP employee (excluding sergenmeat)a
received the maximum $1,000 benefit due to the success of the initiative.

|l nvesting in our employees goes beyond their ac
funding increased to 99 percent. We have aggressively funded this pkametitt our employees,
retirees, customers and investors.

As an electric power company, AEP provides an essential service, and our social responsibilities extend
beyond our employees to our customers, communities and the general public. We must elek&ithe

grid more secure, resilient and capable of handling medigyrelectricity demands. We are redesigning
power lines to better withstand stress from ice and wind to make the grid more resilient in general. We
have a team in place working to imprawgr emergency preparedness and strengthen the physical
infrastructure of the grid.

Environmental Performance

2013 was a great year for AEP in term&o¥ironmental performandéeperhgs our best year ever. We

did not receive any significant enforcement actions last year, despite 188 regulatory inspections. We are
proud that 48 million gallons of fuel oil were transferred to our boats in our River Operations business
without a single sfi in the river. And, our voluntary Environmental Performance Index, an internal
measure to drive continuous improvement in our generation business, recorded its lowest number of
incidents since it was created in 2003.

AEP has invested approximately $1iitn in environmental controls and new generation over the past
decade. As we complete the next phase of environmental controls and fuel conversions, we will be able
to redirect capital to the growth areas of our company. In 2013, we redirected aluiiffibh from

across the company to invest mainly in transmission projects. This is how we are optimizing all of our
resources and working as a tea major thrust of our culture change initiative.

Changes in our fuel mix and the retirement of doaled plants will continue to have a positive effect

on our carbon footprint. In 2013, our carbon dioxide £{G€nissions were approximately 115 million

metric tons a 21 percent decrease from 2005 emissions of approximately 145 million metric tons. We
will become less carbantensive as our generating capacity shifts from 61 percent coal and 23 percent
natural gas in 2014, to 49 percent coal and 28 percent natural gas in 2026. Our use of renewable energy
will continue to increase during that timeframe. Agtdially, our 14 percent reduction in G@&missions

since 2010 has already exceeded our 10 percent reduction target we previously set for 2020.

12
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We are concerned about the U.S. Environment al F
Performance Standado regulate greenhouse gas emissions, including f@mn new electric

generation units and its intent to issue rules governing existing plants. We are committed to a balanced
fuel portfolio that includes coal, and we will continue to work with regutaésrthey develop these rules

so that coal is considered a vital part of the energy mix. We also believe in a wide variety of CO
reduction strategies, incl udi-supercatidavTarkRlaantdn coal t
Arkansas demonstrates thiability of advanced coal technology that the EPA should consider.

| believe that a combination of issuethe
emerging EPA regulations, the questions
around capacity markets, and the physical and
cyber threats that our facilities facere
significantchallenges to our business that must
be dealt with. We continue to work with
regulatory and government officials to ensure
that any regulations achieve the right balance
between environmental protection, fuel
diversity and cost to our customers. At thenea
time, we are actively engaged in securing our
“ facilities from physical and cybattack.

600-MW John W. Turk, Jr., Power Plant in
southwestern Arkansas exemplifies our commitment
to the responsible use of coal as a fuel source

Having a national energstrategy would help us to achieve the balance we need on these issues.

El ectricity impacts peoplebdbs |ives deeply, and
safety net, and uncoordinated government policies and actions canhsitaafety net. We are

concerned that the government does not fully consider the social and economic ramifications of the rules
and regulations it imposes. As a country, we must address how we deal with the social safety net of our
electric power grid. AP will continue to be actively and positively involved in developing sound public
policy for the benefit of our customers and the country.

As with our social and financial performance, we could not have accomplished our environmental
objectives withoutoue mpl oyees 6 dedication to high standar c
We are very proud of our safety, financial and environmental accomplishments in 2013, which are

strong indicators of the preparedness and-tathg of our company and bodell for the future.

2014 and Beyond

Our outstanding performance in 2013, along with the organizational and culture initiatives we started,
have set the stage for the future. 2014 will be an important year for AEP as we continue to execute our
growth stategy. Transmission will play a key role in our growth. We will focus on growing our

regulated businesses, advancing our competitive segment, improving the customer experience, engaging
with our various stakeholders and working with our employees to bkipve our goals.

13



Our disciplined approach to allocating capital, controlling costs and successfully working through
regulatory proceedings will continue to strengthen our financial position. We project an operating
earnings range of $3.35 to $3.55 pearshin 2014, $3.30 to $3.60 per share in 2015 and $3.45 to $3.85

per share in 2016. We will keep operations and maintenance expenses in check as we continue to make
significant capital investments in our regulated businesses. Transmission will be aamngamings
contributor. In 2013, AEP Transmission Holding Company contributed $0.16 per share to operating
earnings; it is expected to contribute $0.29 per share in 2014.

Despite a solid foundation, the path forward will not be easy. We are facingfecaig financial
challenge in 2016 due to the outcome of forward capacity auctions and the lack of growth in demand for
our product. However, we have a plan that will % . :

L ) orcasted Operating Earnings
maintain our earnings growth beyond 2016. Our
employeeled continuous improvement andse ¢ °1are
control initiatives will play a big role. We are $3.85
confident, based on what our employees have $3.55 $3.60
achieved already, that we will succeed. $3.03

We will also focus attention to decrease injury
severity and preventable vehicle accidents in
2014. We are launchingreew initiative in 2014
call ed ASee Somet hing
Somethingd to encour a
about unsafe practices without fear of retaliatio
even if a more senior worker is involved. We ne
to be focused and fair when unintended event
occur to ensure fairness, consistency and shar
accountability in analyzing events. We will
continue to work relentlessly toward our goal of
being a top performer in safety and health by
2016. More important than statistics, | want our 2013 2014 2015 2016

employees to Stasafe and healthy Actual Estimated Estimated Estimated

$3.35 $3.30 $3.45

Board of Directors Transitions

The AEP Board of Directorss losing three longtanding directors this this yeaRichard Sandor, John
Turner and Mike MorrisWe will miss their contributions greatly, and we wish them well in the years
ahead.

Richard Sandor, who was elected to the board in 2000, has served longer than any other current board
member. He is the founder of the Chicago Climate Exchange, which atemaai a voluntary, legally

binding greenhouse gas reduction and trading system. His experience with environmental financial
products has proved extremely beneficial to AEP.

14
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John Turner joined the board in 2008. His background in environmental stewdrdsiserved us well.
He formerly headed the Conservation Fund, and was assistant secretary of the U.S. Department of State
and the director of the U.S. Fish and Wildlife Service.

Mi ke Morris began his service as ofiteP(GEO)ic2084i r man
He served as chairman through 2013, as CEO until November 2011, and as president through 2010.
Mike left his stamp on our company in SO many ways: our commitment to zero harm; an emphasis on
open communication; his support for theesessful operating company model we have in place today

that has enhanced local relationships and regulatory outcomes; and his vision for our transmission
business to be a catalyst for earnings growth.
advancing pioneering technologies, such as dtraercritical advanced coal technology at our Turk

Plant. As we build our model of thaility of the future we begin with a strong foundatioryalin large

part to Mi kebs integrity, commitment, influence
succeed him as CEO and chairman.

While we will miss these retiring directors, we are confident that our continuing slate of directors has the
expertise, talents and perspectives needed to ensure successful oversight of our company.

In February 2014, the board welcomed J. Barnie Beasley, Jr., as a new director. He retired in 2008 as

chairman, president and CEO of Southern Nuclear Operating Gobsidiary of Southern Co. His

nuclear operations expertise and insights into our industry will make our board stronger. His addition to
the board, along with two other new members who joined in 2013, completes this evolution of the AEP
board. We are gtaful for their service to AEP.

A Sustainable Futurei The Utility of the Future

AEP is fundamentally changing the way it operates and manages its business. This business has become
one of optimizing resources and focused capital allocation in the misisbsfantial structural and
technological shifts within the energy landscape.

Theutility of the futurehas seven key characteristics: a balanced, more diverse and lessictatsiae
resouce portfolio; an entrepreneurial and engaged work force committed to continuous improvement; a
modern, efficient grid that can handle new technologies; the ability to constructlvely influence
regulatory and public policies; customers whor 3 , ;

needs are met @xceeded; investors who seek
consistent dividends and earnings growth; anc
strong, trusting relationships with the SR
communities it serves and other stakeholders " & . &
with whom it works. 28

AEPOG6s i nkEottumeamaagra zii me 0
Worl dés Most Adisninthe d
electric and gas utilities sector is a strong PRSI
indicator that we are working on being a modef_ ] ';‘:;‘
for the future Fortunemeasures nine attributes
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related to financial performance and corporate reputation. It is humbling and extremely gratifygng to b
so honored. This recognition reflects our commitment to our customers, communities, employees and
shareholders as we transform our company to meet the energy needs of the future.

OQur blueprint for the futur e omgishedagreat dealia2013ta t 0 s
secure our future and we have certainty about who we are and know where we are headed. | am
confident we are on the right path, and | believe our investors agree. We have much to accomplish in
2014 and in the years ahedly strong confidence in our future lies in the knowledge, strength,

experience and determination of the men and women of AEP. They continue to carry us forward, into

the future.

Ve o o™

Nicholas K. Akins
Chairman, President & Chief Executive Officer
American Eletric Power

Who We Are

AOur job is generating electricity and getting
concerned with the supply of a fundamental requirement of modern living, because it's an honorable
one, because we like itnd because we want to earn a living at it.

OWe aim to give one kind of service to everyone
customers with what they want when they want

it. It means being courteous at all times and
maintaining attraive, easyto-do-businesswith

offices.

o™ f : wam 01t means doing everythi
' ‘ complaints from arising, and it means prompt
and fair handling of those that do.

OWe are a citizen of eac
and take an active part in its affairs. Like any
other citizen, we want our neighbors to think

<\

well of us. Besides, it makes good business sense. We prosper only as the community prospers; so we
help it thrive in every way we can.

6Such is our job as we see ide¢ttavMe alrle tthhegimnmigme.o
16



Our commitment to our customers and our contributions to society as described by George N. Tidd,
president of American Gas & Electric, in 1934. The company was renamed American Electric Power in
1958. This philosophy continues to guidetoday and keeps us grounded in a-&stnging

environment.

AEP has been in business for more than a century. We are dedicated to delivering safe, reliable and cost
effective electricity to our customers and value to our sharehdldefs a t 6 s ess.uOur hibtarysis n

rich with ingenuity and technology breakthroughs that have enhanced the quality of life for our
customers, significantly reduced our environmental impacts and developed a highly skilled work force.
Our industry is experiencing a renaiese and the future is looking much different than it did a few

years ago. The business model that made us so successful during the first 107 years is undergoing its
own transformation. We continue to navigate these changes and build a new model tar¢he fu

Although we are still at the beginning of this transformation, our vision is clear: We will be a cleaner,
stronger regulated utility that invests in the grid to modernize it and make it more resilient. We will
enable new technologies and deliveresigr service to our customers through an engaged and

entrepreneurial work force. We will continue to
have all the signposts identified, but we know we are on the right path. Our increasing skare pri
indicates investorsod conf i defordEP ittistalbaboutaiscipline t r at e

and execution.

We adopted a revised set of values this year AEP Values
that better reflect our culture and who we are
today as we set a course for the futWie also
articulated our purpose more clearly.
Fundamentally, our values have not changed.
Rather, we redefined what they mean in this
new business environment. They also shape our
culture.

. | Cust We power .
Our new purpose stateméntWe power | EHEIEL life's Integrity &

possibilitiesM i defines what we do and why Focus possibilities™ Sl
we are here as a company. Our employees are
proud to work for AEP and they wanted the
purpose statement to reflect their pride and
speak to the noble business we are in. Our Adapt & Achieve
employees took part in focus groups to help us
create thé purpose statement and to provide

feedback as we redefined our values.

How We Are Structured

Our principal business is the generation, transmission and distribution of electric power. We serve more
than 5.3 million customers in our regulated busineasdsapproximately 215,000 through our retail

17



energy unit. AEPOGs business was restructured in
business segment required by the Public Utilities Commission of Ohio and to better execute our strategy
for growth in our regulated companies. We completed the restructuring as we continued to navigate the
major transformation our industry is undergoing.

Regulated Operations

AEP Material Issue
Learn More

Our regulated businesses have vdelfined service territories, customer rates and retaraquity rates

for capital investments approved by state faat#ral regulators. Our operating company presidents have
primary responsibility for their companiesd bal
regulatory relationships and overall performance. They work collaboratively with otheessisnits

and with each other to meet the needs of their customers. This local approach also strengthens
relationships with the communities they serve and provides a better understanding of what local
regulators will support.

This is important as we rka significant capital investments to comply with environmental regulations,
invest in our transmission and distribution infrastructure and maintain the operational integrity and
reliability of the entire system.

Vertically integrated public utilities 7 AEP
owns and operates generation facilities and
transmission and distribution lines and other
facilities to deliver electric power. These
utilities generate, transmit and distribute
electricity for sale to retail and wholesale
customers through the assetened by
Appalachian Power Company, Indiana
Michigan Power Company, Kentucky Power
Company, Public Service Company of

: ~ ~ 2l Oklahoma, Southwestern Electric Power
Company, Wheellng Power Company, Kingsport Power Company and AEP Generating Company
(regulated genet@n properties).

Transmission and distribution i This business segment is involved with the transmission and

distribution of electricity for sale to retail and wholesale customers in Ohio and Texas. AEP Ohio serves
more than 1.4 million retail customeasd AEP Texas serves nearly 1 million customers. These
companies are often referred to as fAwires onl yo
function in their business. While 100 percent of AEP Texas customers purchase generation sapply fro
competitive retail electric suppliers, AEP Ohio purchases energy and capacity to serve its remaining
generation service customers who have not selected their own supplier.

18
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Competitive Operations

This business segment includes subsidiaries that have nonutility generating assets, a wholesale energy
trading and markeng business, barge operations, and a retail supply and energy management unit. The
generation and marketing subsidiaries of AEP are impacted by electricity and fuel prices, new market
entrants, construction or retirement of generating assets by othetgcanological advances in power
generation. Our ability to maintain relatively lasost, efficient and reliable operations is critical to our
competitiveness.

T AEP Generation Resourcéd his is the largest subsidiary of our competitive businesses. AEP
Generation Resources (AGR) is a public utility that owns 10,002 megawatts (MW) of generating
capacity with rights to an additional 1,186 MW. AEP completed the separation of its Ohio
generating assets from its Ohio distribution and transmission operations transferred most
of AEP Ohiobs generating assets to a new con
now manages most of AEP Ohiods former gener a
market. The initial capitalization was approximatg8ybillion, with roughly twethirds
representing equity and the remainder debt.

T AEP Energyi This is our retail supply and energy
management business. AEP Energy is a retail

electricity provider thasupplies electricity and relatet

services to residential, commercial and industrial

customers. AEP Energy has approximately 215,00( / * . ENERGY
retail customers in Ohio, lllinois, Pennsylvania, Ne\AE
Jersey and Maryland and is licensed to operate in
several otherstates AEP Ener gy o0s
very competitive marketplace characterized by low
energy prices, is to be profitable and to grow at a rate that delivers superior financial returns in
exchange for the associated risk.

1 AEP Energy PartneiisThis is our wholesale energy trading and marketing business. AEP
Energy Partners enters into shamd longterm transactions to buy or sell capacity, energy and
other services. It opates primarily in th&€RCOT, theMISO andPJM InterconnectionAEP
Energy Partners sells power inteetmarket and engages in power, natural gas, coal and
emissions allowances, risk management and trading activities.

1 AEP River Operations This business unit transports liquid, coal and dry bulkroodities

primarily on the Ohio, lllinois and lower
Mississippi rivers. AEP River Operations, one
of the largest inland waterways carriers,

- transported 29 million tons of coal and other
‘ RIVER e o
: consumables to AEP facilities and 37 million
OPERATIONS tons of coal, grain and le¢r bulk goods for

other commercial customers in 2013. Coal
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represented 56 percent of tons hauled in 2013, followed by agriculture (22 percent) and steel (12
percent). Total tonnage decreased by more than 8 million tons compared with 2012, primarily
due tofewer U.S. coal exports and the lingering effects of the 2012 drought.

We own or lease approximately 3,000 barges, 60 towboats and 25 harbor boats. In 2014, we will add at
least 20 10,00®arrel tank barges as we enter the tank barge transport buSimiessill allow us to

serve both current and new customers that transport liquid commodities. The timing correlates with the
recent significant growth of barge transportation of oil and gas products.

Transporting liquids, such as petroleum products ardhatals, brings some new risk and additional
regulations that must be followed. The liquids market can also produce a greater financial return; we
estimate a barge moving liquids can generate up to five times higher return than a barge hauling dry
cargo.R ver Operationsdé strong safety and environm
succeed in the liquids market. One of the greatest risks associated with this business line is the state of
di srepair of the nationéwaysl ocks and dams on its

AEP Transmission Holding Company

AEP Transmission Holding Company (AEPTHCO0) is a holding company for all AEP Transmission
companies (Transcos) and joint ventures with other utilities. The transcos own and operate transmission
assetsthatarephgsa | | y connected to AEPOs existing syste
with our utility operating companies and are focused on:

1 Local reliability improvements such as upgrades, and rebuilding or replacing existing, aging
infrastructure;

1 Constrution of new facilities to support customer needs, generation connections, new
transmission service directed by regional transmission operators (RTO), and new facilities
needed to support reliability; and

T Projects assigned as a result of RTO planningainies to address regional reliability, reduce
congestion and integrate supysiyle resources (primarily renewables) and retirements of coal
units.

The transcos rates are regulated byRbderal Energy Retatory CommissiofFERC). The transcos

are independent of, but overlay, the service
territories of AEPO6s reg
| They can separately raise capital and are able to
build new transmission without affecting the

balance sheet or creditirzgs of the operating
companies.

AEP Indiana Michigan Transmission Company,
AEP Ohio Transmission Company, AEP
Oklahoma Transmission Company, AEP West
Virginia Transmission Company, and AEP



http://www.ferc.gov/

Kentucky Transmission Company are operational. These companiestijuhave transmission assets

that are in service or under construction. The Appalachian Power Transmission Company has received
conditional approval from the Virginia State Corporation Commission, subject to pogjpcbject

review and approval. Apjglations for regulatory approvals for AEP Southwestern Transmission
Company (SW Transco) are pending in Arkansas and Louisiana.

Electric Transmission Tex4dETT) is a joint venture between subsidiarie®&ABP andMidAmerican
Energy Holdings Compan¥TT will have more than $3 billion in investments within Eiectric
Reliability Council of TexagERCOT) over the next decade. ETT operates in ERCOT.

Transourcea joint venture between AEP and Great Plains Energy, develops and invests in new
transmission inside arntaly. lpoperages plimarilpihtheAEPO S s er vi C
InterconnectionSouthwest Power PoahdMidcontinent Independent System OperathiSO). FERC

Order 1000 created new opportunities for competitive transmission investment by giving incumbent and
norrincumbent transmission developers similar gesbvery mechanisms for regional and interregional
projects Click here for updates on joint venture projects.

Learn more about AEPGS current regulatory actiyv

Corporate Governance

At the heart of corporate governance is the oblne board of directors, the highest governing authority
within a company. The boar d-teimsantetestsewitparresgorsibilityda o f
ensure those who invest in the company earn a fair return on their investment. Effeetiirgance is

guided by policies and by directors who are informed and engaged. The independence of directors is a
hallmark of strong corporate governanBeE P 6 s B 0 a r dis lardely éddmposed df indegendent
directors. Nick Akins, who serves as chairman, president and chief executive officer, is the only member
of AEPO6s board that is from management.

Organizations do not change for the better without strong leadershipg@isriime of significant
change and transition for our business, we have a strong management team in place that reflects the
breadth and strength of AEPOs | eadership capabi

Ethics and Compliance

As an organization, we are guided by high standards of ethics and compliance. Our board of directors
abides by a set of Principles of Corporate Governance while management and employees are guided by
our Principles of Business Condu®Ve hold the board, management and employees to these principles
and expect nothing less than the highest level of ethical behavior. We alsoeswpbmtees to speak up

when they see something that falls short of those expectations. However, if employees are unwilling to
report an ethics or compliance violation for fear of retaliation, our corporate culture, our reputation and
the financial health ahe company are at risk.
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Therefore, we maintain a confidential 24/7 hotline that allows employees to report concerns
anonymously or to seek guidance on ethical, safety or compliance issues. We encourage our employees
to feel free to share information concerns. We provide annual, mandatory training to all employees on
the Principles of Business Conduct, specifically detailing how to report concerns and -oetadiation

policy. All of these efforts are grounded in the belief that the identificatidr@solution of concerns

are critical to sustaining a strong and healthy company.

Corporate Leaders & Governance

AEP's Executive Team

From left to right:

David M. Feinberg, Executive Vice President, General Counsel and Secretary; Dennis E. Welch,
Executive Vice President and Chief External Officer; Brian X. Tierney, Execuice President and

Chief Financial Officer; Lisa M. Barton, Executive Vice President, AEP Transmission; Robert P.
Powers, Executive Vice President and Chief Operating Officer; Nicholas K. Akins, Chairman, President
and Chief Executive Officer; and LahaHillebrand, Senior Vice President and Chief Administrative
Officer.
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AEPO6s Board of Di rect or ¢

&)

b

{

From Left to Right:

Lionel L. Nowell Ill, Linda A. Goodspeed, Steve Rasmussen, Richard L. Sandor, Thomas E. Hoaglin,
Sara Martinez Tucker, Ralph D. CrgsiNick Akins, John F. Turner, Richard C. Notebaert, David J.
Anderson, Sandra Beach Lin, Jr., Michael G. Morris, J. Barnie Beasley, Jr., and Oliver G. Richard IlI

Board Statement

The AEP Board of Directors has assigned responsibility for monitoringvaedros e ei ng t he co
sustainability initiatives to the Boardés Commi
fifth year AEP has integrated its sustainability reporting with financial reporting. The Committee fully
supports this approacB.t akehol ders have expressed approval
with this integrated approach to corporate reporting.

Throughout the year, the Committee and company
objectives, challenges, targeind progress. The Committee reviewed and discussed the final text of this
report before recommending its approval by the full Board of Directors.

The AEP Board of Directors receives frequent reports both from management and from the Committee
onDirectos and Corporate Governance about the compa
management and Board committees about the compa
Topics in this report have been the subject of active discussion at treedBwbCommittee meetings.
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All members of the Board reviewed the report in detail and at the conclusion of this review process the
Board of Directors adopted a formal resolution approving the report.

The Board believes this document is a reasonable amdtaar ent presentati on of
and of its environmental, social and financial performance. The Board has emphasized to management
that it will continue to be evaluated by its su
stakehole r s6 and the Boardodos expectations, includin
circumstances while respecting the commitments in this report.

e ¢ b

Thomas E, Hoaglin
Lead Director of the AEP Board of Directors
April 7, 2014

/]

a

Corporate Separation

The state of Ohiobdbs decision to promote el ectri
completed corporate separation prageghich required approval from the Federal Energy Regulatory
Commission (FERC). Corporate separation is among the main drivers of change in our business and,
while it will provide us with significant new opportunities, it carries significant risks as Methe

same time, the vast majority of AEPGs operation
our business.

Ohio Power Co. completed the separation of its generating assets from its distribution and transmission
operations on Dec. 31, 201& new competitive affiliate, AEP Generation Resources (AGR), now owns
and/or controls more than 11,000 MW in the competitive, or merchant, generation market. Following
anticipated unit retirements through 2015, it is expected that AGR will own andtoolcon

approximately 8,700 MW of generation.

There are risks associated with participating in energy markets, and AEP Generation and Marketing
the umbrella business segment for most of our competitive busirielsas®xperienced commercial
staff to manag these risks.

As part of <corpor at e -tHréspwnership ofd,BOMW Ohiti3 of thBdone r 6 s t

Amos Plant (867 MW) in West Virginia was transferred to Appalachian Power Company. A 50 percent
interest (780 MW) in the Mitchell Plant in Weégirginia was transferred to Kentucky Power.
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In March 2014, we filed with the West Virginia Public Service Commission to propose the acquisition
of the remaining 50 percent of the Mitchell Plant by Wheeling Power be approved. There are additional
filings we will be making at the FERC in connection with the proposed Mitchell Plant transfer to
Wheeling Power.

Revenues Net Income Total kWh Sales
Company Customers® (in thousands) (in thousands) (in thousands)
AEP Texas Central Company 806,000 $1,003,515 $105,298 23,604,000
AEP Texas North Company 188,000 $311,178 $36,913 5,221,000
Appalachian Power Company’ 960,000 $3,417,406 $193,211 39,497,000
Indiana Michigan Power Company1 587,000 $2,366,859 $177,504 28,814,000
Kingsport Power Company 47,000 $156,122 $3,123 2,046,000
Kentucky Power Company2 172,000 $826,255 $8,906 9,934,000
Ohio Power Company’ 1,464,000 $4,762,615 $409,980 57,642,000
Public Service Company of Oklahoma 540,000 $1,295,522 $97,796 18,773,000
Southwestern Electric Power Company1 526,000 $1,795,803 $149,811 27,153,000
Wheeling Power Company 41,000 $200,720 $36,670 2,704,000

1 SEC registrants
2 Includes retrospective restatement of financial data for Kentucky's ownership of one-half of the Mitchell Plant

3 Retail customers as of Dec. 31, 2013

Lobbying and Political Activity

We actively participate in the political processattvance our longerm business interests and the

interests of our customers, employees, shareholders and other stakeholders. We also lobby and work for
what we believe is in the best interests of our customers, shareholders, communities and the nation. We
maintain five political action committees (PACs) that are run by our empldyees for federal

candidates and separate state PACs in Michigan, Ohio, Texas and Virginia. Approximately 30 percent of
the employees eligible to participate inoneofour PAGs s o. AEPO6s feder al PAC
for Responsible Government, contributed more than $509,375 to candidates for public office in 2013.
Federal and state laws allow AEP to pay expenses of operating its PACs. We also have a process
whereby politicac ont r i buti ons are reviewed annually by /

In 2013, we spent about $7.5 million on internal and external lobbying activities at the state and federal
level. This includes dues to trade or national associations for which a port®tog@ed lobbying. We
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maintain an office in Washington, D.C., to address issues involving federal legislation and regulation.
Each of our operating companies has lobbyists who work in their respective state capitals.

We belong to or participate in sevesthte, local and national organizations, includinggtisson

Electric Institute theBusiness Roundtabbnd theNational Association of ManufacturgiiNAM). We

do so for a variety of reasons, including staying current on issues, learning best business practices from
our peers, and strengthening our relationships with our customers, many of whom arenaktso's. We
disclose our political contributions, as well as the portion of membership dues to various organizations
that is used for lobbying purposes, on an annual basis. We also post our corporate political contributions
policy online. For more informeon, see outobbying policy and our disclosure for 2013

We believe, as a general rule, that it is more beneficial #® ®Eemain involved in these organizations,
even if we occasionally disagree, than to withdraw. We believe we can be far more effective in shaping
the policies of the organizations from within rather than sitting on the sidelines.

From time to time, manyf not most, of the organizations to which we belong reach conclusions or take
positions on issues with which we disagree. If we feel strongly enough, we voice our disagreement and
work to change the organi zat i osodeimep they dotnot.diany S o n
times we are able to reach some sort of compromise.

We are firm believers in transparency and active participation in public debate. That conviction is based
on our deeply held belief in collaboration, which we practice bo#matly and externally. Our

experience is that open, candid discussion and a-fgitbdattempt to reach common ground is the best
way to do business.

Strategy for Growth

Discipline, continuous improvement, smart investment decisions and execution nrulergirategy for
growth. We are adjusting to a number of new realitisagnant demand for our product, a slow
economic recovery, an abundance ofcost shale gas, the need for a more resilient grid, retirement of
approximately 6,600 MW of our coahitis by 2016, new technologies that require greater grid
flexibility, and increasing threats of physical and cyattacks on the grid. Yet, this is as much an
exciting time as it is a challenging time for our business and our industry.

AEP is at a poinin its history where it has capital to deploy because our environmental investments are
nearly complete, giving us more flexibility to focus on growth areas of the company. We have a firm
financial platform and a regulatory compact that supports invessrremtfrastructure and the customer
experience. In addition to refurbishing the grid and building new infrastructure, our plan is to invest in
technologies that improve reliability, operational efficiency and customer service. Our strategy is to
bring ourinvestments closer to what our customers value.

In many ways, the electric grid is a social safety net. Our strategy will strengthen this safety net to
improve quality of life, customer satisfaction and system reliability, and provide our employeas with
safe and engaging workplace that rewards entrepreneurship and collaboration.
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Although our ability to invest may be hampered by new regulations, our intent is to operate a modern
grid that is reliable and adaptable with new and emerging technologaadition, our communities

will be vibrant, desirable places to live, work and operate a business; our shareholders will consider us a
solid investment; we will provide secure, reliable and affordable electricity; we will be leaders in
environmental stewasthip; our stakeholders will want to stay engaged with us; and our philanthropic
investments will lift people up and offer new opportunities. We have laid the foundation for the future
and now weodre building the infrastructure.

Successful execution of ostrategic goals will achieve our objective of 4 percent to 6 percent earnings
growth. These strategic goals are the foundation of our growth strategy.

T Optimize regulated utility returns: AEPOs fi
prudently inveting capital for our customers and maintaining our investmierae credit
ratings.

T Grow our transmission business: AEP Transmi s

maintaining a diversified portfolio of transmission projects. For the yeingmec. 31, 2014,
AEP Transmission Holding Company projects it will contribute an estimated $0.29 per share to
earnings. Our portfolio consists of:

o AEP Transmission CompaiiyA company for wholly owned transmission companies, or
transcos, which have he@pproved by or have filed for approval from state
commissions, or are operating where state approval was not necessary. The transcos
devel op, own and operate transmission ass
existing system. They are regulatedtbe Federal Energy Regulatory Commission
(FERC) and can raise capital and build new transmission without affecting the balance
sheet or credit ratings of the operating companies.

o Joint venture$ Joint ventures have been developed with other electlity sbmpanies
for the purpose of developing, building, owning and operating transmission assets.

o Transource Energly A competitive business started in 2012, Transource focuses on
developing projects within and beyond the AEP service territory.

1 Transformour generation business: External factors continue to call for significant changes in
our generating fleet. We will do this by:

o Diversifying our fuel mix.

o Retiring approximately 6,600 megawatts (MW) of etimled generation by the end of
2016 and refu@hg or retrofitting with environmental controls more than 7,200 MW of
regulated and competitive cefaleled generation. This will affect our regulated and
competitive generation businesses between now and 2020.

o Improving the operational performance of generation fleet.

T Maxi mi ze our competitive business platform:
business segment objectives are:

o Integrating competitive generation with our retail and wholesale businesses.

o Investing capital conservatively.

o Mitigating risk and volatility through hedging activity.

o Adjusting the cost profile to a competitive generation business model rather than a
regulated utility model.
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1 Improve the health of our organizational culture: Culture is a business imperative and the

linchpin of a successful strategy, yet it is abs
employees, communicate the strategy and vision, and focus on how each business unit can
contribute to AEPO6s overall stactlpwhatthgirraes d vi s
are.

We delivered on all of these strategic objectives in 2BEad more about our performance.

Capital Investment Strategy

Our ability to achieve sustainable earnings improent will be influenced significantly by our capital
investment strategy. When we put capital to work, we are improving operational efficiencies, customer
reliability and shareholder value.

We are aligning our resources to support our primary pillasgrafegic focus: the development of our
physical and technological infrastructure, improving the customer experience and improving the

($ in millions) employee experience.
2013 2014 oyr sights are on the future. We know
Actuals Estimated A . .
Spend L OMOT rowds ut |_! Ity must

ready to emikace new opportunities as they
Transmission $651 $848 arise. That is why we are putting our capital
Distribution $1.018 $1.086 where it will provide the maximum benefit to

_ customers and shareholders. That means if one

gzai'fat:sn'z”‘”m”mema' $415 8485 husiness unit needs capital to take advantage of

a growth opportunity and another busseinit
New Generation $21 $0 has uncommitted capital available, we transfer
Nuclear $264 s001 those funds where they can do the most good. In

‘ 2013, we were able to redeploy about $150

EZﬂZ'f;t‘?snFOSS"/ Hydro $287 %209 million, primarily from our generation business,

to invest largely in transmission projects. Rather
Corporate and Other $134 $131 than lookirg at capital investments at each
Generation and Marketing $0 g1g2 business unit independently, we examine our

_ _ needs across the system as a whole and make

AEP River Operations $7 $9 adjustments as needed.
AEP Transmission Holding Co. $890 $919

We are a regulated electric utility, which means

the investments we make on infrastructure are

Excludes AFUDC debt and equity and cash flow adjustments generally suppaed by regulators and earn

regul ated returns. AEPOG6s infrastructure investn
company and our shareholders. Our Investment Review Committee works with our operating companies
to understand their capital needslaletermine where resources should be deployed for optimum impact

for customers and shareholders.

Total Capital & Equity Contributions $3,687 $4,050
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Transmission Growth

Our transmission business continues to be a major growth engine for AEP as changes in the electric
industry present more opportunities AEP Transmission, inside and outside of our service territory.
We have a proven track record of building, operating and maintaining transmission systems and are
continuously seeking new ways to do it better. Our employees have developed innovaiiwmessiblat
reduce our physical and environmental impacts, are more cost effective, increase our operational
efficiency and reliability, and support our efforts to make the grid more resilient. We are now building
and expanding our transmission business3istates.

In 2012 and 2013, our transmission business secured $3.3 billion of new investment opportunities
through the three regional transmission organizations (RTOs) in which we operate. A large portion of
these investments are tied to the retirement of
coalfueled generating units across our system
that were announced within tRegM
Interconnectiomregion, as well as the
infrastructure to support the integration of large
scale wind resources the Southwest Power
Pool (SPP) ancElectric Reliability Council of
Texas(ERCOT) regions. Many of our ceal
fueled plants play a critical role in maintaining
regional transmission grid reliability, and
without these resources, new transmission is
needed to ensure continued reliability.

AEP Transmission Holding Co.d6s (AEPTHCo0o) <contri
million, exceeding a $66 milliotarget. On an earningsershare basis, that equates to $0.16 per share

vs. a target of $0.14 per share. AEPTHCob6s $890
contributions in 2013 exceeded a target of $747 million.

AEP Tr ans mi sstrategyfarises @i faumypés of projects built by its Transcos, joint
ventures and operating companies:

Regional projects The retirement of an unprecedented number offu@déd power plants across the
United States over the next few years will hawggaificant impact on the performance of the
transmission grid. As AEP prepares to retire approximately 6,600 MW of its owsfueted units, we

will make significant investments to support the grid by reconfiguring and enhancing regional
transmission a®ts to ensure continued reliability. In addition, both SPP and ERCOT have launched
major initiatives to enhance the capacity and capability of their transmission grids.

Local reliability plans: Local transmission facilities that are 1K@ and lower accout for the majority

of AEP Transmission facilities. This infrastructure tends to be older and more susceptible to reliability
threats. Local reliability projects are focused on reducing the frequency and duration of customer
outages served by these fac#t
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Aging infrastructure: Addr essing aging infrastructure i s a
transmission lines were built more than 40 years ago. This can result in significant operations and
maintenance costs and reliability issues as these phgsgets reach the end of their useful life. AEP
Transmission plans to evaluate and prioritize the targeted replacement of these assets, resulting in a
potential $9 billion to $11 billion investment over time.

Customer-driven projects: In addition to addrssing the aging infrastructure and improving reliability,

AEP Transmission is responding to the accelerated demand for service from shale gas customers. Our
transmission system is surrounded by major shale plays, such as the Marcellus and Utica shale
formations in the East and Eagle Ford in the West. Oil and gas processing facilities are rapidly being
devel oped that require quick, reliable transmis
supported this growth by accelerating the executfanfmastructure projects, enabling oil and gas

customers to begin operations in as short a time as six weeks.

Based on approved projects, the infrastructure improvements our transmission business will make
between 2014 and 2018 will result in approxima&30 new or enhanced stations, more than 1,000 line
miles of new transmission lines and 2,700 miles of rebuilt transmission lines.

Joint Ventures

We continue to support the joint ventures we formed with other utilities to build new transmission assets
within and outside of our service territory. These partnerships allow us to leverage both expertise and
financial assets. Many of them modernize the grid and improve reliability, alleviate congested power
corridors and facilitate the development of renewagneration.

Electric Transmission Texas (ETT)

Electric Transmission Tex4dETT), a 50/50 joint venture between subsidiaries of AEP and

MidAmerican Energy Holdings Co., completed the largest transmissio onst r ucti on pr o]
history in 2013. ETT operates in ERCOT and is

an operating utility with a growing rate base. In
2013, ETT finished seven new 3&Bovolt

(kV) transmission lines (approximately 460

miles) and other infrastructures, markihg t
conclusion of an approximately $1.5 billion
investment to support the Texas Competitive

' Renewable Energy Zones (CREZ) program.
CREZ reflects the state
to renewable energy.

In December 2013, ETT energized the last of seven
345-kV transmission line projects under the CREZ
banner.
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In addition to CREZ, ETT is currently working on projects totaling more than 320 miles of transmission
lines and upgrading nine compaoyned substations with various$ervice dates through 2023. The
totd of ETT investment is an estimated $1.5 billion.

Electric Transmission America (ETA)

Electric Transmission Amerid&TA) is a 50/50 joint venture between subsidiaries of AEP and
MidAmerican Energy Holdings Co. ETA has a 50 percent ownership interest in Prairie Wind; Westar
Energy holds the remaining 50 percent. The SPP approved the project in April 2010. The project
consists of 34%V doublecircuit transmission lines, running from aristing substation in Wichita,

Kan., to a new substation northeast of Medicine Lodge, Kan., and then south to the Kansas/Oklahoma
border. The approximately $170 million line is needed to enhance the delivery of electricity in Kansas
and to supportthedtae 6 s expansion of renewabl e energy. I n
Commission approved the route. Construction began in August 2012 and the project is scheduled to be
in service by the end of 2014.

Pioneer Transmission

Pioneer Transmissias a joint venture between AEP and Duke Energy to build and operate
transmission lines and related facilities in Indiana. In December 2011, the approximatelg 70
Reynoldsto-Greentown segment of the Reer project was approved by the Midcontinent Independent
System Operator (MISO). Pioneer and Northern Indiana Public Service Company are jointly developing
the approximately $330 million segment.

Competitive Regulated Transmission

In April 2012, AEP beame the first traditional regulated utility to form a competitive business for
transmission with the launch @fansource Energy joint venture betweeREP andGreat Plains
Energy( GPE) . Expanding Transmissionbs growth strat
Transmission Holding Company, the holding company for the trarszbgint venture projects.
Transource proactively positions AEP to pursue projects that result from FERC Order 1000 within the
PJM Interconnection, SPP and MISO, as well as
additional projects.

On Jan. 2, 2014, two projects in Missourepresenting
TR NSOURCE anapproximately $398 million investmehtwere
s transferred from Great Plains Energy to Transource.
The projects were approved by the Missouri Public
Service Commission and the SPP. FERC also approved
the establishment of a base rate formula and incentives

for the projects. The larger of the two projects is a $333 milliorrkil® line with an expectedin
service date in 2017. The other is a $65 million project that is expected to be in service in 2015.
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The main driver behind Ad$nesSisFERG @rgee 1000t whichevas r an s n
issued in 2011. It fundamentally changed how transmission facilities will be developed, owned and
operated as wel |l as how costs wildl be supported
decision to consider pullpolicy in the transmission planning process, including economic and

reliability considerations, the facilitation of the integration of renewable energy into the grid, and
environmental regulations. The order mandates that the regional ancegitaralcost allocation

methodologies follow a set of principles and requires RTOs and transmission providers to offer evidence
in their compliance filings. The key principles require cost allocation methodologies to be closely tied to
the benefits that are caletéd as part of the transmission planning process.

Working with Stakeholders

As the demand for energy grows, so do the expectations of our stakeholders. We try to be as transparent
and inclusive as possible when projects are in process. 2048, AEPTransmission developed an

outreach program to proactively
communicate and engage with customers ¢
communities about proposed transmission g
projects. With a focus on fage-face '
engagement, we have the opportunity to
meet with landowners and concernedzeis
to discuss details of the projects and gathe
feedback and concerns. This effort includet
launching a new transmission webgite ‘ e —— A
WWW.aeptransmission.comto give o

stakeholders easier accessl anore timely

information on current projects. The site provides information such as the purpose, location and benefits
of the project; the physical structures that will be used, and project timelines.

Economic and Business Development

Developing and investing in the local communities where we operate and prenitke $ias become
increasingly important to us and our communities. Beonomic and Business Developm@a&BD)
team works with local communities and state officials to attract and retain businessdssand jo
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In 2013, the E&BD team helped to bring nearly 25,000 jobs and more than $3.5 billion of investment to
our communities, including announcements from such companies as BAE Systems, Inc. in Fort Wayne,

I nd., Toyota in Buf f alndlulsaWkld,and Tendisin Bay Oity, Texasdn Ma c
2013, AEP was named one of the top 10 utilities in economic developm8itelfelectiomagazine

for the second year in a row.

Site Selectiofocuses on corporate real estate
strategy and economic dglepment. The o
recipients were chosen based on an analysis "
corporate endiser activity in 2012 in the
company's territory. This includes website tooges
and data; input from site location decision
makers; innovative programs and incentives f
business, ialuding energy efficiency and
renewable energy programs; and the utility's
own job-creation infrastructure and facility
investment trends.

Data Center Qualification Program

TheE&BD teamprovides comprehensive assistance such as property searches and screening; custom
research on demographics, work force, incentives and geographic information system (GIS) mapping;
electric service plan and rate design; site visits; design, build and maceesenices for electrical

—_— facilities; local economic development training;
Z and introductions to state, regional and local

government officials and business leaders.

AEP provides economic development training
and assistance to the communities we serve to
collaboratively improve our success rate at
recruiting and retaining business and industry.
In 2013, AEP hosted 10 educational forums across our service territory attended by more than 400
community partners, including local, regional and state economeélajers and elected officials.

AEP continues to focus on building a portfolio ofj@imd developmerteady sites in our service

territory to meet the needs of expanding companies. This gives us an edge when we are marketing to
prospective customers. Omalustry we focus on for site development is the data center industry

because of its strong potential for growth. Globally, according to research by Gartner, big data demand
and data storage wil|l e X estate tdrrit@ywinzldek lachtiorls that javebny 2 0
place those factors that are critical to data center operations, such as access to strong fiber networks and
reduced risk of natural disasters and other hazards.

To capitalize on this market opportunity, AEP commissioned Bidguey Shapiro & Co. (BLS), a
location economics and site selection firm, to qualify nine locations in seven states as ready for data
center development. The qualification process includes an assessment of market conditions, selection of
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potential sites, aha detailed analysis at the site level of factors that are most critical to the operation of
data centers. The central Ohio region, in particular, has seen several recent data center investments,
including project announcements from Compass Datacentsu@r Financial Services, TIX
Corporation and IBM.

Energy Policy

Many factors can affect the price and reliability of energy throughout the country. AEP has long
advocated the need for a national energy policy to serve as a road map for how ounvath gengrate
and deliver electricity in a reliable, cesffective manner over the long term.

We believe a national energy policy must
recognize regional differences and needs. The
best approach would be a national framework
that gives each region tiflexibility to make
choices and investments based on what make
the most sense for that state or region. For -
example, wind power in some western states, ESSES
such as Oklahoma, is cost competitive with |
traditional fuel sources because these regions |
have excellenwind resources. In other states
with a greater proximity to coal and a lack of
wind resources, a different mix of energy
investments may be more appropriate. Regional transmission organizations and state utility commissions
are already approaching theue this way, and we support this approach. However, absent a cohesive
national energy policy to stitch the pieces together, companies have little incentive to make strategic
long-term investment decisions, such as building new generation capacity.

Thereare some important aspects of an energy strategy that also need to be addressed:

1 Preventing overdependence on one fuel source and maintaining fuel diversity:
Maintaining reliable service requires a diverse fuel portfolio. We need every resource at our
disposali coal, natural gas, renewables, nuclear, hydro, energy efficiency and demand response.
T Infrastructure investment and transmission development:
In addition to environmental compliance costs, the electric utility industry will need to invest as
muchas $2 trillion over the next two decades to refurbish and replace existing infrastructure and
to build new facilities to meet the nationods
easy to see why we need a national energy policy to allomadustry to plan with more
certainty over the long term.
1 Establishing the right pricing models:
Developing pricing models that recognize the total value of energy services, including use of the
grid by distributed generation resources and the valueesfgrefficiency services.
1 Rational energy and environmental regulations:
Because Congress has not been able to enact legislation based on a rational environmental and
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energy policy, thé).S. Environmental Ptection Agency(EPA) is using its authority under

existing environmental laws to adopt new rules that will impact this industry over the near and
long term. Our industry will make a huge investment through the end of this decade to comply
with new EPAreg|l ati ons affecting power plants. Our
include information essential to full consideration of the collateral impacts of new regulatory
programs and revised environmental standards. We are also working with our statersetjula
assure that they have adequate information to seize any new opportunities for flexibility in their
implementation plans for the new regulations. Although we have already made significant
investments to reduce emissions at our-foaled plants, me investment is needed. For AEP
alone, to comply with existing EPA regulations, we will need to invest approximately $3 billion
to $3.5 billion between now and 2020 in our remaining coal units.

Gas/Electric Market Harmonization

Energy has been the backkon of t hi s nationds economic growth
common for the natural gas and electric utility industries to work together, as they have done for years.
Today, the electric utility industry consumes more than 30 percent of the mgsi@nsumed in the

United States to generate electricity. Coal unit retirements and the development of abundant shale gas
reserves, are pushing the electricity sector to rely even more heavily on natural gas.

This growing interdependency presents cimgés as well as opportunities. From an environmental
perspective, natural gas is a more favorable fuel. But the misalignment of the gas day and the power day
for purchasing and scheduling supplies to ensure reliability is the largest challenge for AEP as w
increasingly rely on gas for power generation. Under the current market design, AEP has to commit the
availability of its natural gas generating units to the regional transmission operator before we even know
whether gas supplies or transportation cdpaugie available on the interstate pipelines. The alternative

is for AEP to purchase and schedule the gas before we know whether the generating unit will be selected
by the regional transmission operator to generate. Neither option is optimal for tglidlhis issue has

lingered for two decades but has only recently come to the forefront of energy policy discussions.

At one time, fuel oil was often used as a bapkfor gas plants in the event natural gas supplies were not
available. But a combinatiorf oost and environmental regulations has limited the use of that option. As
we depend more on gas to generate electricity in the wake of impending coal unit retirements, it is more
urgent to better align the gas and power industries in terms of supiidsgi

Today, to expand the pipeline capacity to deliver gas supplies for power generation when needed, the
gas industry typically requires a firm financial commitment to reserve the capacity for the required
volume on a 24 hour/7 days a week basis, €agtof the year and over an extended contract term. This
would require us to reserve and pay for firm transportation costs to serve our plants, whether we need it
or not, on a regular basis. Electric generating units do not operate on that scheduld|yegpsci

peaking units that may operate only a few hours of the day or a few days of the year when electricity
demand is high. This is particularly problematic for merchant generators who do not have a mechanism
to recover firm transportation costs whea filant is not operating.
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In an effort to better understand the interdependency of the electric and natural gas industries, the
Federal Energy Regulatory Commiss{@#RC) asked both industries to providéormation,

particularly regarding the role the agency should play in coordinating the two markets. AEP has been
actively engaged in the FERC initiative that began in 2012. In March 2014, FERC issued a notice of
proposed rulemaking to better align theunat gas operating day and scheduling practices by interstate
pipelines with the electric industry. The commission is seeking to address the incongruities between the
gas and electric industries.

An example of potential reliability issues during peak desaariods occurred in January 2014. PIJM
Interconnection reported that at one point during a period of extreme cold that month, more than 9,000
MW of gasfueled generation was off line due to an inability to deliver gas to the facilities. This extreme
cold significantly boosted demand for natural gas for both electricity generation and heating purposes. In
this case, power generators are not considered priority customers in terms of human needs; local gas
distribution companies that have letegm contract$o meet their winter peak demands for heating are
given priority status on the pipelines. With de
plants was limited in its availability when it was needed most.

Fueling the Future

AEP Material Issue
Learn More

While our use of coal to produce electricity is declining, coal remains vitalfeliable and secure

energy future. That said, we must have a diverse fuel mix to reduce the potential exposure of our
company and customers to fluctuations in market prices, costs, regulations and electric demand. Too
great a reliance on any one energyrsei particularly those with a history of price volatilitycreates
significant risk exposure to rising prices and supply disruptions.

AEP has added approximately 5,000 MW of naturaifgaked generation to our resource portfolio

since 2004, enablings to switch between fuel sources based on price changes over time. An attractive
characteristic of natural gas is that it produces
significantly lower CQ and other emissions

when burned than does coal.

We project AEPOGs gener at
from approximately 61 percent coal and 23
percent natural gas in 2014 to approximately 49
percent coal and 28 percent natural gas in 2026.
The remainder of our resource needs will be

= supplied by renewable energy, nuclear,
. e e = s hydroelectric and pumped storage, egerg
efficiency and demand response programs Transmission expansion and smart grid technology
deployments are other tools that can help us address the changes in generating capacity.
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In 2013, AEP consumed over 158 billion cubic feet (bcf) of natural ggerterate electricity. This was

28 percent less than in 2012 and reverses an upward trend that began in 2010. The decrease was driven
primarily by higher natural gas prices. In some regions of the country, the pipeline infrastructure also
constrains capaliiy to expand the use of natural gas.

2014 AEP Owned Generating Capacity*
by Fuel (42,146 MW)

23%
8%

5%
4,

61

Coal/Lignite

Natural Gas

Hydro, Wind, Solar & Pumped Storage
Includes installed capacity, not the actual cutput

Nuclear

Energy Efficiency/Demand Response

* Capacity includes AEP’s ownership interest in OVEC/IKEC and
purchased power agreements that include capacity attributes.
Energy efficiency/demand response capacity does not represent
a physical asset but avoided capacity. Winter Net Real Power Capability

as of January 2014.

Due to rounding, may not equal 100 percent

2016 Projected AEP Owned Generating
Capacity” by Fuel (38,295 MW)

27%
109

6%
5%

*

529%

Coal/Lignite

Natural Gas

Hydro, Wind, Solar & Pumped Storage
Includes installed capacity, not the actual output

Nuclear

Energy Efficiency/Demand Response

Capacity includes AEP’s ownership interest in OVEC/IKEC and purchased

power agreements that include capacity attributes. Energy efficiency/

demand response capacity does not represent a physical asset but

avoided capacity. Winter Net Real Power Capability as of January 2014.

Includes approx. 5,600 MW coal retired (Glen Lyn Units 5 & 6,
Muskingum River Units 1-5, Clinch River Unit 3, Tanners Creek Units 1-4,
Picway Unit 5, Phillip Sporn Units 1-4, Kammer Units 1-3, Kanawha River
Units 1-2, Beckjord Unit 6 and Big Sandy Unit 2) by mid-year 2015,

and 710 MW of coal converted to natural gas between 2013 and 2016
(Big Sandy Unit 1, Clinch River Units 1 & 2).
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2020 Projected AEP Owned Generating
Capacity” by Fuel (37,703 MW)

27%
119%

6%
6%

51%

Coal/Lignite

Natural Gas

Hydro, Wind, Solar & Pumped Storage
Includes installed capacity, not the actual output

Energy Efficiency/Demand Response

Nuclear

Capacity includes AEP’s ownership interest in OVEC/IKEC and

purchased power agreements that include capacity attributes.
Energy efficiency/demand response capacity does not represent

a physical asset but avoided capacity. Winter Net Real Power Capability

as of January 2014.

Includes retirement of Northeastern Unit 4 (470 MW) and Welsh Plant

Unit 2 (528 MW) between 2016 and 2020

Due to rounding, may not equal 100 percent

Coal Unit Retirements

2026 Projected AEP Owned Generating
Capacity” by Fuel (37,565 MW)

28% Natural Gas

499,

Coal/Lignite

11% Hydro, Wind, Solar & Pumped Storage
Includes installed capacity, not the actual output

7% Energy Efficiency/Demand Response

6% Nuclear

Capacity includes AEP’s ownership interest in OVEC/IKEC and
purchased power agreements that include capacity attributes.
Energy efficiency/demand response capacity does not represent

a physical asset but avoided capacity. Winter Net Real Power Capability

as of January 2014.

Includes retirement of Northeastern Station Unit 3 between 2020

and 2026

Due to rounding, may not equal 100 percent

Transformation of AEPOGs generat.
of units with different fuel sources is beingvetn by changing environmental regulations, changing fuel
supply opportunities and changing customer demand. The age of our plants is also a factor in unit
retirements, as they near the end of their useful life. As the operating environment has cbaoged, s
has our generation planning.
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By continuing to explore more cestfective alternatives for compliance with current, pending and
proposed regulations, we reduced our original compliance estimate. More than $7 billion was spent on
compliance from 199€hrough 2011 to reduce emissions from doaled plants. We estimate that the

cost of complying with new regulations will be an additional $3 billion to $3.5 billion between 2013 and
2020. Our plan is designed to meet the needs of our customers, mgiittaigliability, further diversify

our fuel sources and comply with new regulations. And by reducing our estimated capital investment for
environmental compliance, we are able to redeploy resources to growth areas of the company, such as
our transmissiobusiness.

We plan to retire 4,063 megawatts of regulated power generation in 2015 and 2016 and retrofit or refuel
another 6,100 MW. Additionally, 2,523 MW of competitive generation is scheduled to be retired in
2015 and 1,155 MW is earmarked for retrafigtiwith environmental controls.

The changes to our fleet will naturally result in 4@ductions as natural gas and renewables account
for a larger portion of our fuel mix. We also are continually seeking opportunities to improve the overall
efficiency ofour generating units, which will improve the €émission rate of these units.

(in MWs)

Generating Expected
Company Plant Name and Unit State Capacity Retirment
Appalachian Power Clinch River Plant Unit 3 Virginia 235 2015
Appalachian Power Glen Lyn Plant Virginia 335 2015
Appalachian Power Kanawha River Plant West Virginia 400 2015
Appalachian Power/AEP Generation Resources Philip Sporn Plant Units 1-4 West Virginia 600 2015
Indiana Michigan Power Tanners Creek Plant Units 1-4 Indiana 995 2015
Kentucky Power Big Sandy Plant Unit 2 Kentucky 800 2015
AEP Generation Resources Beckjord Generating Station Ohio 53 2015
AEP Generation Resources Kammer Plant West Virginia 630 2015
AEP Generation Resources Muskingum River Plant Units 1-5 Ohio 1,440 2015
AEP Generation Resources Picway Plant Ohio 100 2015
Public Service Company of Oklahoma Northeastern Station Unit 4 Oklahoma 470 2016
Southwestern Electric Power Company Welsh Plant Unit 2 Texas 528 2016
Total 6,586

Reliability Concerns

Risks related to the plaretirements include service reliability and the loss of those units during periods
of extreme demand. We are concerned about what will take the place of those units during extreme
events once they are retired next year. We saw how critical those enitsthe system during severe

cold events in January 2014, when prolonged periods efetdtemperatures led to a sharp raumppof

coaf uel ed generati on i n -stath midARadtilant Midwesteendenritory.c t i o n O
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During thattime, most f AEPO6s <coal units slated for retiret
during dangerous weather events. By @15, those units will no longer be available to fill that

demand and once they are retired, they are gone forever. Unfortunatelgtiosg have not given

proper consideration to the resilience and reliability that are required of the electric system during
extreme times.

We have always been concerned about this prospect, and the winter of 2014 was an early warning sign

ofserousisues ahead with electricity supply and rel
ensure there are adequate power plant capacity, fuel diversity and grid investments after the retirement

of significant amounts of codiieled generation in mid015.

Plant Decommissioning

As coal units are taken off line, a new chapter in plant decommissioning begins. A plant
decommissioning team within our Generation business unit will manage the process of retiring coal
units and will assure that they are done gadeld in a manner that complies with environmental
requirements. In addition to the environmental monitoring that will be required at the plant sites well
into the future, and the demolition of buildings and equipment, there will be social and community
impacts.

Hundreds of AEP employees will be affected by the unit retirements. Some will retire while others will
move to new jobs within AEP. But a significant
to help these employees find jobs at other AlEts or elsewhere in the company. It is unlikely all
displaced employees will secure positions, and we are providing resources to help them prepare for that
transition. Despite the impending job losses, we are proud of the unwavering commitment by those
working at affected plants to operating them safely and efficiently, every day.

OQur plants also make up a | arge part of the t ax
loss of tax revenue will be felt in those communities. Learn more &logubur Economic & Business
Development team is working and investing in communities to promote economic growth.

There also are financial ramifications for AEP resulting from coal unit retirements. We expect to recover
the remaining book value of our reftl regulated generating assets through the normal regulatory
process. However, we will not be able to recover the full cost of the retiring units in our competitive
generation business and took pretax impairment charges totaling $441 million for 200A.and 2

Shale Gas

Shale gas development provides another opportunity for economic growth and a secure energy future.
Sever al maj or shale gas formations are | ocated,
territory, including two of the fastesta@ying: the Utica in Ohio and West Virginia and the Eagle Ford

in Texas. Extraction of gas from shale formations is changing the fuel mix across the industry by making
gas more competitively priced with other fuel sources. Shale gas is abundant in muckoofprint,

and extraction with more efficient technologies, such as horizontal drilling and hydraulic fracturing (also
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called fracking), is boosting local economies and creating growth opportunities for many of our
customers and communities.

Energy conpanies operating in Ohio extracted\atural Gas - AEP System Plants
10 times as much from horizontal drilling in the

Utica shale formation in the third quarter of
2013 as they did in all of 2012, according to Total Delivered (bilion cubic feet) 166.8  220.0 158.3
figures released by the state. The Utica shaleAverage Price Per MMBtu of $4.48 $301  $4.01
lies in and near parts of oumsiee territory. ~ Purchased Natural Gas

2011 2012 2013

Drilling on the Eagle Ford shale formation in Texas has created higher demand for and the need for
quick access to, electricity. OEconomic & Business Developmdeeims across areas wahtive shale
plays provide expertise and tools for oil and gas companies and suppliers to explore opportunities for
relocation and help identify the most cestective locations. Resources include a-sta location

online to get the services they neB&P TexasandAEP Ohioalso have online resources dedicadted

the development needs of the oil and gas industries in those states. This collaboration creates mutual
benefits, including job creation and an accessible and efficient supply chain, as well as electricity
demand growth.

Our Economic & Business Developmt teams
across areas with active shale plays provide
expertise and tools for oil and gas companies and
suppliers to explore opportunities for relocation and
help identify the most costffective locations.

Being innovative and delivering good custorservice positions AEP to take advantage of emerging
business opportunities across our service territory.

AEP Transmission installed its first fAstation i
packaged substation design that can be built intdtedfithe typical construction time frame of a
traditionally built permanent station. The shale gas development in Oklahoma, West Virginia, Texas and

Ohi o has companies racing to extract the fuel d
remotelocations. Natural gas companies cannot wait the typical 12 to 18 months for the completion of a
traditional substation. To serve these customer

s t a ti ia portable station on a skid that can be irstiaith a matter of weeks before the station in a
box can be built for permanent service. By creating a basic yetduglskidmounted substation, we
can deliver power in just four to eight weeks.
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It is clear that shale gas is changing our industry anttibating to overall lower and more stable
natural gas prices. AEP supports development of shale gas resources provided it is done in an
environmentally responsible manner.

The Future of Coal

Our decision to build the 660IW John W. Turk, Jr., Power Plann southwestern Arkansas, is a
testament to our continued commitment to the responsible use of coal. The plant, which began
commercial operation in late 2012, is the first eln@led plant AEP has built and operated in more than
two decades. It represis the future of codbased technology that we continue to advance.

The Turk Plant is the only operating power

plant to use ultraupercritical technology in the
United States and is one
most efficient pulverized coal plants. As

significant addition to the generating fleet along

with new natural gas units, this plant allows
Southwestern Electric Power Company

(SWEPCo) to continue its strategy of fuel

diversity that has benefitats customers for

™ decades.

The GOGMW John Turk Jr., Power Plantln
southwestern Arkansas exemplifies our commitment
to the responsible use of coal as a fuel source.

The Turk Plant faced a variety of regulatory and legal challenges as well ai$-emeh grassroots

campaign before finally being able to start operation. The plant created 109 new, permanent jobs with an
estimated annual payroll of $9 million. SWEPCoO
the facility; coowners are Arinsas Electric Cooperative Corp., East Texas Electric Cooperative and
Oklahoma Municipal Power Authority.

The i mportance of t he Tur-fueledPgowenglants veas recognizediat i on G
2013 with theEdison Electric Institute's
(EEI) 2013 Edison Awardt is the electric ©oal-AEP System Plants

power industry's most prestigious honor. 2011 2012 2013
The award recognizes AEP for its

distinguished Ieadership and for Average Cost Per Ton Delivered $46.76 $49.22 $51 .38
engineering and operating artremely Total Delivered (millions of tons) 63 60 54

efficient power plant that utilizes the most
innovative technologies to meet 21st
century electricity needs.

Total Consumed (millions of tons) 65 57 55
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Renewable Energy

We expect renewable energy to become an increasingly larger piece of our energy portfolio. Eight states
where we opeta have laws or regulatory orders that set forth requirements or goals for renewable and
alternative energy sources. These are Indiana, Louisiana, Michigan, Ohio, Oklahoma, Texas, Virginia
and West Virginia. The requirements in Indiana, Oklahoma and Vargne voluntary whereas the

others are mandatory.

As a result, AEP has been steadily increasing

its renewable energy portfolio during the last

several years through renewable energy pOWRE meplate capacity)
purchase agreements (RIfPAs . "AEPOs

Operating companies currentla\re near|y Contributions by Regulated Operating Company MW
2,000 MW of REPAs delivering renewable .5 510
energy to the operating companies. In addition
to these irservice resources, other resources™
under development or whose contract is set t@dian Michigan Power' 450.00
expire in the near term include the following:Kentucky Power?

209.10

palachian Power 375.00

58.50
1 One wind REPA (200W) for Indiana Public Service Company of Oklahoma®* 1,288.50
Michigan Power Compang Southwestern Electric Power Company 46915
scheduled to begin deliveries in late
2014. This REPA was the result of a Total 2,850.25
modification of theNew Source 1 Includes the 200 MW wind REPA that is expected to begin deliveries in
Review Consent Decree December 2014

1 One wind REPA (151 MW) foPublic = Represents the 58.5 MW biomass REPA that was approved by the Gom-
Service Company of OkIahonQBSO) mission, but is on appeal
is scheduled to expire at the end of s |,giudes the one wind REPA (151 MW) that will expire
2015. at the end of 2015
ﬂ PSO WI" begin to receivdeliveries in 4 Includes the three REPAs (599 MW total) that are expected
ea”y 2016 from three Wmd prOjeCtS to begin deliveries in January 2016
(599 MW) currently under
development in Oklahoma. The
addition of these purchases wil/ i ncrease PS
1 One biomass REPA (58.5 MW) flentucky Power Companyg scheduled to begin deliveries
in 2018. This biomass REPA was approved by the Kentucky Public Service Commission in 2013
but is currently on appeal before the Franklin County Circuit Court.

As of March 2014

43


https://www.indianamichiganpower.com/
https://www.indianamichiganpower.com/
http://aepsustainability.com/performance/environmental/review.aspx
http://aepsustainability.com/performance/environmental/review.aspx
https://www.psoklahoma.com/
https://www.psoklahoma.com/
https://www.kentuckypower.com/

AEP Renewable Portfolio Standards by State

AEP Operating Company State Description of Standard(s) Compliance Date(s)

Ohio Power OH Mandatory Renewable Energy Standard — phased 2009-2024
in starting at 0.5% and increasing to 12.5% by end of
2024. Mandatory Advanced Energy Standard —
12.5% by 2025.

Indiana Michigan Power Company (I1&M) Ml Mandatory Renewable Energy Standard — phased-in 2012-2015
program increasing to 10% by 2015.

IN Voluntary Renewable Energy Standard — phased-in 2013-2025
program starting at 4% and increasing to 10%.

Appalachian Power Company (APCo) Wv* Mandatory Renewable/Alternative Energy Standards — 2015-2025
phased in starting at 10% and increasing to
25% by 2025.

VA Voluntary Renewable Energy Program — phased in 2010-2025
starting at 4% and increasing to 15% by 2025.

Public Service Company of Oklahoma (PSO) OK Voluntary Renewable Energy Standard — a goal that 2015
15% of all installed capacity of electricity generation within
the state be generated from renewable energy sources.

Kentucky Power Company (KPCo) KY No RPS
Kingsport Power Company (KGPCo) TN No RPS
Southwestern Electric Power Company (SWEPCo) TX Mandatory Renewable Energy Standard — starting 2007-2025
at 2,280 MW and increasing to 10,000 MW (statewide)
by 2025.
LA Renewable Energy Pilot Program — goal is to determine 2013

whether a Standard is suitable for Louisiana. The Pilot
Program consists of two main components: Component 1 —
A choice of either three small self-build renewable projects
or a tariff, Component 2 — Associated with RFPs for
statewide maximum of 350 MW, of which SWEPCo’s

share is 31 MW.

AR No RPS

*Wind and solar count double towards meeting both W.Va. and Va. goals. As of March 2014.

Nuclear, Hydro & Other Resources

Nucl ear power and hydroelectric power remain in
2,19EMW Donald C. Cook Nuclear Plant in Bridgman, Mich., provides-tmst, emissionfree

electricity to I &M customers. Cookd6s two units
million homes and represent 40 dre2005,¢heplantof | &M6 s

received license extensions from the Nuclear Regulatory Commission permitting the units to run an
additional 20 years beyond the duration of their original operating licéns#d 2034 and 2037,
respectively.
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AEP operates 17 hydradtric and pumped storage
projects in five states.

In 2013, utility commissions in Michigan and Indiana granted 1&M approval of its Life Cycle
Management Project, enabling the plant to make necessary investments to continue operating effectively
during the plantés | icense extensions.

Hydroelectric power is another source of eeective energy. AEP operates 17 hydroelectric and
pumped storage projects in five states. These projects produce approximately 800 MW of generation
without directly produsig CQ emissions.

Althoughenergy efficiencyand demand response are not physical assets, we incorporate them in our
integrated resource planning because they serve as importamtiess i n meeting our
and capacity needs. These programs have received regulatory support for cost recovery in most of the
states we serve, and this is necessary to enable sustainable demand response and energy efficiency
programs going forwa. For AEP, appropriate cost recovery includes reimbursement of program costs,
consideration of net lost revenues and an opportunity to earn a reasonable return. This regulatory
treatment ensures that these programs are appropriately considered alasuppligside investments,

such as power plants.

New Diving Technology

The need for underwater inspections of our hydroelectric facilities led us to technology that is out of this
world 1 literally. Cuttingedge, spacage technology was recently testedd P6s Smi t h Mo un:
in Roanoke, Va., while a yearly inspection of the facility was conducted. Underwater inspections are
usually done by traditional divers. This state - ’
of-the-art hard suit advances the safety of =
underwater diving equipment by providi 48
hours of orAboard life support equipment and:_"f’
eliminating the need for decompression whe.,
divers resurface.
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Managing Risk

We are faced with an array of risks, some well understood and controlled and others emerging and not
as well defined. Our effdiveness at managing risk helps us to identify and prepare for new
opportunities that may benefit our customers, improve the work environment for our employees and
deliver value to our shareholders.

Our enterprise risk management process continuouslyatea our levels of acceptable risk based on

internal targets and guidelines and external operating conditions. As part of our enterprise risk
management and strategic planning processes, we have developed utility industry scenarios that present
potentialb usi ness trends and i ssues based on the key

The goal is not to predict the future of the electric utility industry but to help us identify the range of
possibilities that could exist in the future and to examine the impast®oérios on our business, our
current strategiesd6 chance for success in those

The scenario devel opment process enables us to
develop more robust plafgr the future. It also allows us to identify emerging risks or issues that could
become material risks or new business opportunities. One example that is being monitored and
evaluated is distributed generation technologies and how they interact wgttidtlas these technologies
become more widely deployed.

These activities link risk management and strategic planning more closely and give management and the
Board of Directors more information to understand, evaluate and respond to all of the rigkstagut s
opportunities facing the company now and to anticipate what could affect the company in the future. It
enables us to be more proactive in our decisnaking and risk reduction activities.

Our Enterprise Risk Oversight group, led by our chief oificer, is responsible for developing the

collective risk assessment of the company. This group gathers and analyzes information from functional
business units at all levels of the company and reports to the Risk Executive Committee, which consists
of mambers of the executive management team and functional unit representatives. The Risk Executive
Committee makes recommendations to business unit leaders for risk mitigation, where appropriate, and
identifies the major risks and material issuesonaneigenpi de basi s that align
strategies, which are monitored, reported and discussed on a regular basis with the Audit Committee of
the AEP Board of Directors.

Volatile Capacity Markets

A significant ri sk f acnibosgpestiftie@acomemhapned Retiabilitye g e n
Pricing Model (RPM) capacity auctions. This auction runs every May and sets the capacity price for a
oneyear period, three years in advance. The auction is conducted ByNhmterconnectigrthe

regional transmission organization (RTO) that coordinates the movement of wholesale electricity in all

or parts of 13 states and the District of Columbia. The auction matches anticipated capacity needs with
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what is beng offered by power generators, demand response (DR) and energy efficiency resources.

Capacity payments represent an i mportant portio

particularly vulnerable because the revenues and earnings poterisaleét of newly competitive

plants are tied to fuel and power prices, 1incl

The May 2013 auction covered the delivery period June 2016 through May 2017. During the 2013
auction, the capacity price cleared at $59.37 per magaag, down from $136/M\Aday the prior year
- i a 56 percent drop in price. This sent

- shockwaves through the investment community
and created a great deal of uncertainty in the
market. Without sufficient capacity pricing to
pay for the plants to operate,napanies such as
AEP are faced with financial loss or premature
unit retirements. We have deep concerns about
| the viability of this process and the resulting
negative reliability impacts it will have over the
long term.

-!:—.?

AEP's Conesville Plant in Ohio is affted by the
capacity auctions as it is now part of AEPOs
competitive generation business.

The auction should create |loibgrm price signals for all resources and compensate generators for
investing in generation capacity. We believe the PJM auctiarepsdor capacity resources has not

worked properly and must be reformed. The current rules actually encourage volatility and speculation.

This volatility, combined with continued price suppression, does not provide the revenue needed to

support the cosbtoperate existing power generation or encourage the construction of new plants. It was

among the reasons AEP chose to retire its Muskingum River Unit 5 instead of converting it to natural
gas. This decision resulted in a $154 million asset impairmenge@2013. We were not being

u

adequately compensated by the market to proceed with the capital investment needed to convert the unit

to gas.

The capacity price for all demand response P</M Capacity Auction

resources in the 201817 auction was the PJM Base Auction Price
same as the price paid foergeration despite  PJM Auction Period (per MW-day)
lower performance requirements and lower
penalty provisions for demand response tha
for generators. PJM has taken some steps totrg 2014 — May 2015 $125.99
to improve thl_s disparity. More work will be | .o May 2016 $136.00
done in 2014 in the PJM stakeholder process.

The existing eargy and capacity markets haveune 2016 - May 2017 $59.37
Create_d a S!tuatlon WherEby nearly all new This four-year history of capacity auction results demonstrates the volatility
CapaCIty IS In the form Of demand response, that makes it very difficult to make long-term investment decisions for
imports, energy efficiency, wind and gas generating capacity.
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resources. In the case of demand response, most of these resources receive the same capgcity clea
price as physical generating resources, even though the vast majority of demand response is available
during the summer only.

AEP has formed a coalition to resolve some of these flaws by the next auction in May 2014. Coalition
members include Duke Ergy, Dayton Power & Light and FirstEnergy. These companies agree with
AEP that norcompetitive practices resulting from market design flaws foster volatile auction results
that push prices to be artificially low. To address these matters, the coalitientwaregulatory filings

in December 2013 and two more in the first quarter of 2014. The coalition made these filings in

response to PJM6és filings with the FERC as PJM
auction.
Market reforms thatmaut occur i nclude | imiting the amount

that can be bid in to the auction; placing reasonable caps on the amount of demand response that can be
bid in to the auction; preventing speculative bidding that keeps priifesadty low; and requiring

demand response resources to be subject to the same financial repercussions that generators face if they
fail to meet the market requirements.

Climate Change

AEP faces many risks to its loigrm sustainability as a company committed to providing safe, reliable
and affordable electrigitto its customers. We recognize the risk and likelihood that we will face climate
regulations as well as potential climate legislation or other greenhouse gas (GHG) requirements. As a
result, we continue taking actions to reduce our carbon footprint imbieasing our fuel diversity over
time. We also continue to be engaged with many organizations and stakeholders on this issue.

Our Position

Our climate change position is unchanged: there is enough scientific evidence and sufficient public

policy discus®gn to warrant consideration of the potential impacts in our-lange planning processes.
Consequently, we have taken measurable, voluntary actions to reduce or offset carbon emissions from
our operations since the early 1990s. We voluntarily reducettsat carbon dioxide (C£) emissions

through the Chicago Climate Exchange between 2003 and 2010 and set a new 2020 goal for emission
reductions of an additional 10 percent below 20
reduce our C@emissons during the last decade, and the transformation of our generation business will
further reduce emi ssi 0n semiseionswee approximatelyell5 million 2 0 1 3
metric tons* compared with 122 million metric tons* in 2012. This remtsse 21 percent reduction

compared with our 2005 G@missions of approximately 145 million metric tons. We are a much less
carbonintensive company than a decade ago and that trend will continue.
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We also believe climate change is a global issue. Weviedlat moving too quickly with climate
change initiatives could impair already struggling world economies even further. Any plan to reduce
CO, emissions must be rational in terms of timing, scope and reduction targets to accommodate
continued growth of wdd economies, allow sufficient time to develop the necessary technologies,
mitigate costs to customers and achieve the environmental benefits desired.

*AEP owned generation excluding Clifty Creek and Kyger Creek.

Greenhouse Gas Regulations

President Obamannounced a Climate Action Plan in May 2013 that included a schedule fd:She
Environmental Protection Agen¢izPA) to develop C@emissions standards under the Clean Air Act.

In December 2010, the EPAth previously announced its intention to establish emission standards for
new and existing power plants, and had already issued a proposal for new sources.

In January 2014, the EPA-proposedNew Source Performance StandafdSPS) for GHG emissions

from new electric generating units under Section 111 of the Clean Air Act. These include separate
performance standards for new fogsitled steam generating un&sd new combustion turbines. The
standard for coalueled steam generating units is based on the use of partial carbon capture and storage
systems. The EPA based its standard on demonstration projects and plants currently under construction
that intend tasupply CQ to enhanced oil recovery operations. Each of the plants under construction has
received substantial government assistance, and project costs have escalated dramatically. New efficient
natural gas combined cycle units can meet the proposed istamittzout any additional carbon controls.

We believe AEPO6s John W. Turk Jr., Pl ant, one o
onlyultras uper cri ti cal <coal pl ant , -nsakingprocdss.Ohe Tuwko nsi de
Plantrep esent s a technology that has been fAadequat
commercialscale electric generating units

throughout the world. Instead, in the re

proposed rule, the EPA relies upon academic

studies and demonstration projectsrie of

which is in operation) in its defense tlzairbon

capture and storad€CS) technology is the

technology of choice. We believe our own

experience with CCS suggests thermigh to

be learned before the technology can be
commercially or economically viable.

AEP6s John W. Turk Jr., Plant is one of the most
efficient coal plants and the only uksapercritical
coal plant in the nation.
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AEP is not currently planning to Bdinew coalfueled capacity, but economics, the need to maintain

fuel diversity, and other factors could lead us down this path in the future. We strongly believe that the
EPA should not dictate energy policy, and that alegendence on a single fuel witnistory of price
volatility has inherent risks. Moreover, without greater harmonization of the natural gas and electricity
markets and significant investments in pipelines and infrastructure, gas dependency exposes the
electricity grid to new reliabilit risks.

The President has directed the EPA to issue guidelines fpef@{3sions from existing electric
generating facilities by June 1, 2014. Such guidelines are intended to establish procedures so that states
can develop and implement the standardsujindheir state implementation plans.

We continue to work with the federal government as it develops these rules for existinfyéidmlsed

power plants. As the regulatory process moves forward, we will continue to seek to achieve the right
balance bveen environmental protection, impact on company operations and the cost to our customers.
We recognize the actions and positions we take are not alwayeewaeied by some stakeholders, but

we remain committed to having open dialogue.

Carbon Capture and Storage

AEP was a first mover on validating carbon capture and storage (CCS) technology at our Mountaineer
Plant in West Virginia. Although the validatieatale project was successful technologically, our
investment was significant and our state regusaeould not allow us to recover the investment
associated with that project. Without cost recovery, AEP was left without a viable path to demonstrate
the technology at a commercial scale.

The decision to not move forward with a commersizdle projectlao derailed efforts to begin to

address many of the more challenging issues associated with developing this technology, including
significant technical, financial, legal and practical challenges. AEP continues to be a strong advocate for
developing and acgincing CCS technologies, and we believe that technological solutions are critical to
reducing emissions from, and improving the performance and reliability of, electric generation
processes. To date, CCS has yet to be adequately demonstrated at a @eoaggan any codlased
generating unit, although there are CCS projects under active development in the United States.

We need to be smart about our investments to develop these new technologies. To maximize the limited
resources to develop carbonuetion technologies, we believe the industry should focus on those with

the greatest promise, so that available dollars can fund significant advances in fewer technologies, rather
than small advances in a large number of technologies. We see a brightefduCQ capture

breakthrough processes that may redefine how the industry produces electricity with coal.

AEP is actively involved with th€oal Utilization Research Coun¢CURC), based in Washington,

D.C. CURCOGs mission is to advocate for technol o
of coal, one of our most valuable domestic resources and a key component of a balanced energy
portfolio.
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Despite the lack of commercial CCS technology, BB car bon emi ssions wi |l |
as we retire a generation of older caaled power plants in the coming years.

Resource Planning and Carbon

Our stakeholders often ask us if we factor the cost of carbon into our resource planningvidrasa
yesi we have been doing this for years.

The potential for carbon regulation has been part of oul
integrated resource planning process for many years a

will evolve as more definitive requirements emerge fror
the regulatory processes currenthder consideration.
AEPOGs planning process ¢ /) INTERNATIONALEMISSIONs a b | e

and market options to achieve the leasst plan. This TRADING ASSOCIATION
includes future legislative or regulatory carbon actions.

We continue to be actively engaged in many different public pdlagussions at the state, federal and
international |l evel s to support new proposed r e
our customers or the economy at a competitive disadvantage.

Internationally, we are engaged in two organizaifotusing on climate and energy sustainability

issues. The first is thiaternational Emissions Trading Associati®BTA). The organization, whose
members include more than 140 international companiegsas a leading business advocate for a
costeffective and workable framework for greenhouse gas emission reductions using emissions trading,
offsets and other market mechanisms. In 2014, AEP serves as the chair of IETA.

AEP is a member of thélobal Sustainable
Electricity Partnershipa CEQled group of 14 of

the worlddés | argest el ectr

countries. The partnership develops joint energy and
Global environmental policy frameworka domestic and
Sustainable Electricity international markets and demonstrates how they
Partnership enable electricity to be generated and delivered

through the development of small generating

projects and technology, policy and financing
seminars with local stakeholders. AEP benefits from
exchanging experiences among the companies on
issues such as technology innovation, grid reliability, electricity markets and project financing, as well
as environmental and clean energy development policy for application in the United States.
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Assigning \alue to Carbon

AEP Material Issue
Learn More

There is a growing debate about the socialscasd benefits of carbon and its role within the electric
sector. The generation and use of electricity creates enormous social benefits and has been a key
instrument in powering economic growth and enhancing the quality of life for millions of Americans.

Domestic, abundant resources such as natural gas and coal have been the dominant primary energy
sources that add value to our society through their conversion to electricity. AEP and others have made
great strides over the past 1plis years to convethese finite resources more efficiently, to the benefit
of our customers and society. However, the
simple fact remains that the cornerstone of this
process is converting hydrocarbons into simpler

- molecules of water and carbon dioxide (5O

= thereby releang energy. Thus, C£s not an
unintended consequence of the conversion
process, such as sulfur dioxide or nitrogen

oxide, but rather a fundamental outcome.

The generation and use of electricity creates enormous
social benefits and has been a key imsgnt in

powering economic growth and enhancing the quality
of life for millions of Americans.

Several years ago, the federal government developed a methodology that essentially assigns a monetary
value to carbon dioxide emissions based on the potefigats of climate change. The value is referred

to as the Social Cost of Carbon (SCC). Values for the SCC were updated in 2013 without any
opportunity for public participation and were much higher than original estimates.

The government uses the SCGtsanalysis of programs and activities to ensure that the effects of
changes in GHG emissions as a result of regulatory programs are appropriately taken into account in the
costbenefit analysis. However, the government does not use the social beoaftiafi in its

calculations. We believe that the best way to get a balanced assessment of the true value of carbon is to
consider the costndsocial benefits. Social benefits of fossdsed energy directly affect quality of life,

from clean drinking wateto heating and cooling. Energy has powered three industrial revolutions,
including todayoés technology revolution. Those
We are concerned that the use of these values could help substantiatersgoésyond what might

otherwise be economically prudent.
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The challenge is that current regulatory deshefit methodologies are already deficient in capturing all
macroeconomic impacts to consumers. In particular, they do not adequately consideetake soc
benefits of affordable, reliable energy.

Climate change is a very complex scientific field, and projecting future economic impacts of
atmospheric greenhouse gas concentrations requires extensive analysis well beyond what current
observations and mesarements would suggest.

We would encourage the U.S. Governmentods I nter a
to more accurately monetize carbon benefits and/or costs and to be more transparent about their process
Until that time, we believéhe SCC should not be used within the regulatory process.

Cyber Security

Cybersecurity poses a growing risk to electric utility systems. Like many other forms of infrastructure,

the physical assets that generate and deliver energy to our homes and businesses depend increasingly o
the integrity and security of éhinformation technology and the data that support them. Any disruption

to that information or technology poses a significant threat to national security, the environment, the
economy and our social wddkeing.

Breaches to the security of the grid could
disrupt the flow of commerce, damage real and
personal property, compromise personal
information, cause blackouts, and create chaos
for society, our industry, our company, our
communities and our customers. Therefore, we
work diligently to protect the sedty of our
physical assets and information.

We do this in three ways: we work with others to coordinate our efforts, we share information and best
practices, and we stay current with emerging th
information systems, technology and data that support our power plants, transmission operations centers,
data centers and business networks.

Regulatory Framework

Given the increasing indications that energy systems in the United States may be vulnenabtgoias
and disruptive cybeattacks, cybersecurity is a national security priority. President Obama signed an
Ex ecut i viepro@mgdetical Infrastructure Cybersecurityp i n February 2013
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agencies to coordinate and assist the owners and operators of critical infrastructure to better protect
themselves from cybattacks. The order idéfies the energy sector and the electric industry as critical
infrastructure. The cybersecurity framework that is being developed through this presidential order is
being reviewed by the Department of Energy. We are participating in the process thrnoungtusiuy

trade group, th&dison Electric Institut€EEI), and we are sharing best practices.

The electric industry is one of the few critical infrastructure functions with mandatoryseghbeity

requirements under the authority of #federal Energy Regulatory Commiss{®&ERC). The Energy

Policy Act of 2005 gave FERC the authority to oversee the reliability of the bulk power system,

including the authority to approve mandatory cybersecurity reliability standard$ldrtie American

Electric Reliability Corporatiof NERC) , whi ch FERC has celabilityfi ed a
Organization, developed Critical Infrastructure Protection (CIP) cybersecurity reliability standards. In
January 2008, the commission issued Order No. 706, the final rule approving the CIP reliability
standards, while concurrently directing NERCJevelop modifications to address specific concerns.

In 2013, FERC adopted enhanced CIP standards to expand protection against attacks on the power grid.
These revised CIP standards cover the security of electronic perimeters and the protectioal of critic
cyber assets, as well as personnel and training, security management and recovery plans.

In addition to CIP, AEP supports and complies with cybersecurity standards for the Donald C. Cook
Nuclear Plant through thduclear Regulatory Commissi¢dNRC), which is authorized by FERC as the
cybersecurity regulator of nuclear power plants. AEP, in conjunction with other nuclear power
operators, coordinates through the Nuclear Energy Institute for effective cybéyspractices to

address the NRC cyber security regulations.

We participate willingly with NERC and the NRC on cybersecurity, but we are concerned that the
ongoing cybersecurity initiatives of other agencies will duplicate efforts already in place tivéhin
federal government.

Sharing Information and Working with Others

AEP partners with a number of other utilities and EEI to keep legislators and regulators informed about
the advanced cybersecurity functions. We regularly share our knowledge andsexpiitiothers at the
federal and state levels. Although there are no NERCtYRI® cybersecurity requirements at the state
level, we are working with our state regulators to help them better understand these risks and how we
manage them.

We recently toolsteps to enhance our threat detection capabilities and to share what we learn with our
industry, our peer companies and relevant federal agencies. Our efforts go beyond compliance and we
have been an industry leader in promoting private sector coopenatioour Cyber Security

Operations Center (CSOC). This was initially designed as a pilot cyber threat and inforshatioig

center specifically for the electric sector and today is in full operation. CSOC works with a leading
defense contractor to levgatheir experience and capabilities.
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We also work with a consortium of utilities across the country and the Electric Sector Information
Sharing and Analysis Center to learn how best to share information and collaborate about potential
threats. Many of auinitiatives include greater threaharing information between the government and
the private sector, and we work to increase private sector access to govestassfied threat
intelligence data.

Il n | ate 2013, as part rantoadvance threadsbasing ang Gosrdiratom t i n u

AEP participated in NERCG6s GridEx Il exercise.
interaction between utilities and government agencies relative to potential cyber and physical threats
aganst the nationds electrical grid. We wused thi

and coordination processes and communications.
Taking Action within AEP

For more than a decade, AEP has worked to strengthen its cybersecurity progtamsresure that

those programs evolve to meet new risks. We constantly scan the system for risks or threats and
continuously assess our own capacity, including cybersecurity knowledge, staffing, capabilities and the
need for future investment.

Cyberhackes have been able to breach a number of ot
banks and retailers to social media sites. As these events become known, we continually assess our own
cybersecurity tools and processes to determine where gig need to strengthen our defenses.

We use multiple layers of cybersecurity and authentication to protect our data, information technology
and supporting systems on a daily basis. We evaluate all known emerging threats and vulnerabilities and
continuousy improve our detection and defense processes and tools. We also have continuous
awareness programs to help our employees recognize phishing, or other potential formsattagher

All AEP employees must complete Security Awareness Training annualgriog physical and
cybersecurity. The training gives employees information and tools to shield our data from threats as it
travels across the AEP network. It also places a shared responsibility for security with employees and
the company.

Customer Privacy

Like all utilities, AEP collects and maintains data in order to provide service to customers. We have
worked for many years to protect the confidentiality of customer information and to prevent
unauthorized use. We meet or exceed all legislative andbtegy requirements regarding the integrity

and privacy of such information, and we operate with a strong sense of responsibility to protect personal
data from unauthorized disclosure.

The identification and safekeeping of personally identifiable infaond®Pll) is important to AEP
employees, contractors, customers and vendors. AEP collects, uses and retains PII only for legitimate
business requirements, and we have internal controls to help prevent or mitigate any unauthorized
disclosure of PII.
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Physicd Security

AEP operates more transmission equipment than any other utility in the nation. We take the security of
this infrastructure very seriously and immediately take action if the integrity of the grid is threatened in
any way.

The industry and AEP @ ago identified substations that provide critical support for the transmission

system, and we proactively work to ensure these critical assets are secure and protected. We do not

disclose those critical assets, nor our specific security measures. Wte gy is that we have taken

proactive steps to evaluate our systems, reduce the impact of threats and improve our response if an
attack were to occur.

We use a variety of security technologies to
safeguard our critical assets and are prepared to
respondo emergencies at those locations with
internal resources and public safety personnel.
We also maintain backup equipment, including

. spare transformers, and can redirect power flows
remotely to address actual or perceived threats to
the system. We work witindustry working

groups that are developing strategies to improve
crisis response across the nation.

The industry and AEP long ago identified substations
that provide critical support for the transmission
system, and we proactively work to ensure ¢hes
critical assets are secure and protected.

In 2014, FERC directed NERC to develop mandatory reliability standards to protect the electric grid
from physical risks. This directive followed wgdublicized news reports about the physical security of
the gid. The standards are expected to be drafted and implemented this year.

We support physical security standards for transmission equipment, and it is important that FERC has
recognized that a orgzefits-all approach to security will not be the most efifee. Security plans need

to be customized for the unique characteristics and location of each facility. New standards are
important to protect critical infrastructure from physical threats but will increase the cost of compliance
as additional investmesitvould be required.

AEP will continue to work with experts within and outside of our industry to develop effective security

plans for critical equipment and improve awareness and response to potential cyber and physical threats
to the system.
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Inland Waterways

One public policy matter that creates business risk and is not as visible to the public as other issues is the
deteriorating condition of our inland waterways infrastructure, which is maintained byShéarmy
Corps of Engineer6t he Cor ps) . I n their prime, our nation
envy of the world. But not enough has been done to maintain and update that infrastructure as it has
aged.

The Corps estimates that g&rcent of all main or auxiliary locks on the Ohio River will be in poor or
failing condition by 2016. Data indicate that this risk will rapidly worsen, especially in light of budget
pressures on the Corpso6 navigation projects.

! Why does this matter souoh to AEP?

Through ouRiver Operations business unite
transported 66 million tons of cargo over these
waterways in 2018 and 43 million tons of that
cargo touched the Ohio River Basin. Many of
our power plants rely on barge transportation

i for fuel and other consumables and to transport
equipment. Over the last eight years, we have
experienced several lock failures on the Ohio
River that have cost our barge business more
than $11 million.

Throughour River Operations business unit, we
transported 66 million tons of cargo over inland
waterways in 2013

The nationbés inland waterways are of strategic
commercially navigable waterways connect 41 statesjgingvthe capability to move large amounts of
freight cargo. These waterways carry agricultural commodities, chemicals, coal and petroleum products
to ports across the United States. It is the mosteaftesttive delivery system we have for transporting

raw materials that enables the United States to compete in a global marketplace. But the infrastructure
supporting this commerce is past itsy&ar lifespan, according to the Institute for Waterways, a unit of

the Corps. And according to the Congressioreddrch Service, only one lock along the Ohio River

has received funding to be replaced through the 2016 fiscal year.

Nine major locks were scheduled for significant closures in 2013 to repair or replace deteriorating
equipment. These closures repres@&® days, contributing to significant delays in delivering

commodities and creating financial risk. We take actions wherever possible to mitigate these risks. For
example, if we know a lock is due for a scheduled outage, we can deliver coal to a powasr plant
advance of the lock closure.
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Funding to fix the problems is inadequate. The Corps has prioritized numerous issues that must be
addressed but doesnét have the funding to fix t
a critical project tht is devouring virtually all of the congressional and trust fund dollars available for

locks and dams today, and it will continue to do so at least through the end of the decade.

The Olmsted project was authorized in 1988 with a projected cost of $7Akraild a completion date
of 2000. Today, the project is little more than ha#y completed with a projected-gervice date of
2020 and a completion date of 2024 at an estimated cost of $3.1 billion.

AEP continues to support a-3@ar capital developmeplan proposed by the Inland Waterways Users

Board and various trade associations. In addition to process reforms, this plan would increase the fuel
charge that commercial users of waterways (regulated and unregulated) would pay to help fund
infrastructue improvements. Legislation that includes parts of the capital development plan and

important process reforms passed both the U.S. House and the Senate wptiooketnoajorities in 2013

and is expected to become law in 2014. Although introduced in Caerigra®13, legislation to increase

the fuel charge was not passed by either the House or the Senate. We are working to help ensure that the
fee increase will be enacted into legislation in 2014.

Congress6 failure to ade geweuldarndegrcutfthe lmmbstwat er way s
transportation required for American businesses to remain competitive in international markets and raise
the cost of doing business and living in America.

Utility of the Future

The electric utility industry is undergoing grd and significant transformation, and the only thing that
seems certain is change. We cannot see into the future, but we must be prepared for it. At AEP, being
prepared means thinking about the future of our industry and how electric companies ofwomwithrro

differ from those of today.

We can make three reasonable predictions about the future: 1) the pace of change will accelerate; 2) it
WI|| requwe vision, planning and adaptability to succeed; and 3) successful electric companies will
embrace and lebchange.

At AEP, we believe it makes business sense to
seriously consider the electric utility company
of the future. What will it look like? How will it
operate? What challenges and opportunities will
it face?

i We know the process of changing our business
is a journey with no end much like our quest
. — to be a sustainable company. We are grounded
in our conviction that we must balance the needs of customers and investors, and that our employees
hold the keys to our success.
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Although we cannot see with cartey what is to come, we believe the utility of the future will need to:

1. Develop a diverse and wddalanced fuel resource portfolio that is more secure, reliable and less
carbon intensive than it is today.

2. Modernize the grid to enable the management g$iphl assets with information technology
and data to optimize efficiency and value, while providing a pathway for renewable energy and
other sources to reach the market.

3. Focus on customers by delivering superior customer service and bringing investosartic
line with what customers need and want.

4. Work constructively to influence public policies and regulations that move away from incentives
and subsidies and toward value creation and faidesspecially for low and fixedincome
consumers.

5. Developa work force that is entrepreneurial, engaged, collaborative, adaptable and flexible,

along with a culture that supports those qualities.

Deliver strong, reliable financial performance that meets or exceeds investor expectations.

Be a good corporate citimeof our communities by supporting volunteerism, philanthropy,

economic development and environmental stewardship and building strong, trusting relationships

with stakeholders.

N

Opportunities & Challenges

Our vision for the future is clear and the path fargvis paved with opportunities and challenges. Here
is a summary of what is before us at this point in our journey:

Business Opportunities for Success:
Opportunities and Challenges

1. Infrastructure & Regulated Investmentsd As our financial commitment to generation related
investments begins to wind down, our capital investment strategy will shift to infrastructure
investments such as transmission and distribution that improvelidugility of service to our
customers.

2. Focus on Customer Experience & Improved Quality of Servicd We seek to meet or
exceed customer expectations as we provide reliable, quadfibydable service. The
investments we make in grid reliability, technology and efficiency support brand loyalty and a
high degree of customer satisfaction.

3. An Engaged & Entrepreneurial Work Force 8 A culture that fosters employee engagement
is better able to adapt to a changing business environment. Emjgdysantinuous
i mprovement efforts are the key to AEPOG6s con

4. Operational Excellence & Environmental Leadershipd We are committed to operational
excellence that fosters ingenuity and innovation to enhance the quality of life for our customers,
reduce our environmental impacts and develop a higjilied work force. We will be a good
corporate citizen and help to boost the economic vitality of the communities we serve.
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Challenges to Achieving Business Obijectives:

1. Unrequlated Market Volatility & When capacity auctions do not create lbeign price signals
for all resources and compensate generators for investing in generation capacity, reliability of the
system and the financial health of our company are at risk. We are working wibayarand
the PJM Interconnection to address some the flaws in this system.

2. Adqing Infrastructure 8 Whether it is power plants, transmission or distribution lineber t
|l ocks and dams on the nationds inland waterw
service that we provide to our customers. Aging infrastructure is also a business opportunity as
we invest in new facilities. Given the extent and magieitaf the aging infrastructure,
addressing this issue in a timely and effective manner presents a challenge.

3. Impact of New Environmental Regulationsd The increasing scomnd stringency of new
and existing environmental regulations pose technical and financial challenges for our industry.
We are especially concerned with the proposed New Source Performance Standards to regulate
greenhouse gas emissions from new electrieiggion units and the intent for new rules
covering existing plants. We believe there should be an appropriate balance between
environmental protection, impact on company operations and the economy and cost to our
customers.

4. Lack of a National Energy Frameworkd Without a cohesive, national energy policy or
framework that recognizes regional flexibility, there is little incentive to make strategic long
term investment decisions, suaé building new generation capacity.
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About Our Business
AMERICAN ELECTRIC POWER-2013 SUMMARY

14.2% 18,521

total shareholder return ; number of AEP employees

-l 4 fitreteeteeeteaie
$5 " 40,000

of transmission lines
emﬂrnnmental
e enforcemenﬂ

actions

o employee fatalities
Loa for 2nc| veari in a row

L
""’ . 376001 fadl

in 11 states . AEP’s generating capacity

E We power life's possibilities™
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Business
Performance

Financial Performance
Safety & Health Performance
Erwvironmental Performance

Energy Reliability

Our Performance

Our success is the sum of our financial and non-financial performance. Both
. . are integral to our ability to achieve sustainable growth, keep our environmental
F | nanC| al and social commitments, and deliver safe, reliable and cost-effective electricity
te our customers while delivering fair returns to our investors.

Zero Harm is Achievable Wis MEESUrs our sUccess bassd on finenclal
performenca, the rallabiity of our systam, our
2 o o o & o ¢ o o o 0o o ¢ o (9@ snvironmantsl performance end compllancs, our sbity
10 MEnegs spanding and receive regulatary support for
2013 the INVestmants we make In the grid and the sefsty of

our employees, CoONractors and the pubiic.
Eadoty iz 2 top sustainability priorty at AER Cur goal is to achiova 2oro harm — zem injurics and zoro fatalitics. Wa arc making progress
toward this goal evany year with 2013 marking the second consaoutive year without an emplayes fatality. During the past 18 years, we have
worked =i years without worle-related employes fataltias.

An Integrated View of Our Business

The connactions bstwasn our snvironmentsl, financial, oparstional and social parformancs hevs Decoms much stronger end clearsr to us. Wa &rs In business to be profitable, yst ws are
SENsitve to the IMPACts our Product NEs on the environmant, the Prices our customers can pey for slectricity, the demand for safs, rallable slsctricity end ths velus of nformed
stakeholder sngegement.

Financial Performance Environmental Regulations Safety & Health

Wa balisve sustainabliity undsrss our business Tha Increasing scops and stringsncy of snvironmantal Safsty Is our top sustaingbiity priority. 2012 was our
strategy and s & ksy business opporunty. Our reguistions ralsss Serious Concams for grid rallablity. best safaty performancs yst.
performance rafiects this pilosophy.

Reliable Electricity

Environmental Performance Grid Resiliency
" ;

- s

Our sbliity to sacurs ensrgy anac delivar powsr rellabllity Environmental compliance Is complex, expensive end New design criteria wlil help strangthen the distribution
hinges on many factors. changing. Cverall, our record s very good. system &gsinst severs wsathsar svents.




Performance

One sign of a great company is its ability to manage throughtortvolatile conditions to achieve
long-term sustained value. At AEP, we are a stronger and more resilient company because we are
investing in and arefully managing our human, financial and environmental capital. By incorporating
sustainability throughout our business, we can achieve the level of operational and financial
performance that enhances the customer experience, delivers fair returnsharebolders, meets our
obligations to our lenders, engages employees, and allows us to fulfill our environmental and social
commitments. In 2013, AEP exceeded its financial and operational targets, maintained a strong balance
sheet, achieved our best @ommental performance ever, and had no employee fatalities for the second
year in a row. AEP has turned an important corner on its path to becomungithef the future

Our emphasis on exuting our strategy, engaging employees in continuous improvement, and
exercising fiscal and strategic discipline was rewarded in the marketplace in 2013. AEP shareholders
received a 14.2 percent total return, including dividends, compared with the¢e8tgdetal shareholder
return of our peers in the S&P 500 Electric Utilities Index. Our annual dividend increased 6.4 percent
and we continue to target a 60 percent to 70 percent dividend payout ratio.

Comparison of Five-Year Cumulative Total Return*
Among American Electric Power Co., Inc., The S&P 500 Index & The S&P Electric Ultilities Index

$126 $146 $149 $172 $228
$110 $120 $145 $157 $179
$250
$200
$100* )
December December December December December
2009 2010 2011 2012 2013
. American Electric Power Co., Inc. . S&P 500 S &P Electric Utilities

* $100 invested on Dec. 31, 2008 in stock or index, including reinvestment of dividends

Fiscal year ending Dec. 31
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2013 Performance

Contributing to AEPG6s financial success in 2013
of $647 million in securitizations in West Minia and Ohio; inclusion, starting in February 2013, of the

John W. Turk, Jr., Power Plant and other assets in rates in Texas; regulatory support in Michigan and

Il ndi ana for the Donald C. Cook Nucl ear abkeower Pl
savings and enhanced revenue sources identified through emf@dyeatinuous improvement efforts

AEPO6s earnings for 20 1R8EPMbrlesPeick - GamméneSioekr al | y
$51.60

Accepted Accounting Pringles (GAAP), totaled

$1.48 billion or $3.04 per share, compared with $1.3
billion or $2.60 per skhaure for
earnings in 2013, or GAAP earnings excluding $42.68
special items, totaled $1.57 billion or $3.23 per $36.97
share, compared with $1.49 billion $3.09 per

share in 2012. AEP Transmission Holding

Company (AEPTHCo) contributed $0.16 per shar

in 20131 $0.02 higher than originally forecasted

reflecting its accelerated growth. We expect

AEPTHCO o to contribute $0.29 per share to

operating earning® 2014. Overall, AEP delivered

operating earnings per share at the high end of ot

earnings guidance. We reaffirmed our earnings

growth range between 4 percent and 6 percent. 2012 2012 2012 2013 2013 2013
High Low Year-End High Low Year-End

2013 operating earnings were higher than GAAP

earnings due to the exclusionafarges related to plant impairments and regulatory disallowances,
reversal of deferred storm costs, and a charge related to our cost restructuring efforts, somewhat offset
by a favorable court decision associated with U.K. windfall taxes.

. AEVEE per
$41.83

Weatheradjuste sales of electricity fell 1.6 percent in 2013 compared with 0.7 percent in 2012. The
closure of Ormet Corp., an aluminum smelter in
factor in this decline. Excluding Ormet, weatmarmalized sales wedown 0.6 percent in 2013 and

are expected to grow by 1.2 percent in 2014. We expect an additional 270 megawatts of new industrial
load to come on line in 2014. Residential and commercial sales were flat in 2013 and are projected to
remain that way in 2014Among residential customers, the use of hamergy efficiency programs is
reducing the average usage per customer. In total, we anticipate total normalized ¢igansdies to

be down 1.1 percent over 2013 levels but essentially flat, excluding Ormet.

A somewhat sluggish economy, along with our customers becoming increasingly efficient users of
electricity, is limiting load growth below historical rates of 1 percent to 2 percent per year.
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AEP Liquidity Summary ($ in millions) Fiscal discipline is central to our business
Amount*  Maturity Strategy, and wevork hard to be efficient and

thoughtful about how we spend our resources.

Revolving Credit Facility $1,750 Jun-16 . .
We strive to manage those resources in ways that
Revolving Credit Facility $1.750 JUHT consider the customer impact in essentially every
Total Credit Facilities $3,500 decision we make and with every dollar we
Plus spend. On a total system basis, exclgdiams
Cash & Cash Equivalents $118 with earnings offsets aridiver Operations
Less operations and maintenance (O&M) spending for
Commercial Paper Outstanding $57 2013 was $2.8 billion, which was flat with 2012.
Letters of Credit Issued $170
Net Available Liquidity $3.391 At_ AEP, we are working to align our_investments
with what our customers value and in ways that
" As of Dec. 31, 2013 reward our sharehol der s.

driving our capital investment strategy. Customers want safe, reliable and affordable electricity. They
also want efficient, effective communication with us. Abdoipp@rcent of our capital funds are

forecasted to be invested in our regulated
operations. In 2013, we invested $3.7 billion in
our regulated businesses. In 2014, we expect t@ertically Integrated Utilities

AEP Utility kWh Sales (in millions)

invest approximately $2.8 billion (excluding Retail Customers 2011 2012 2013
A.FU.DC.debt a}nd equn)_/) In our transsaion and Residential 35,135 33,199 33,851
distribution units. We will invest approximately

$875 million this year in our regulated generatigfpmmercial 25,651 25,278 25,037
business, mostly for environmental compliance industrial 34,333 34,692 34,216
andlllfe cycle management at _the Cook Nuclear, ... o 2,349 » 356 2284
station. As our environmental investments

continue towind down, we are redeploying that Total* 97,468 95,525 95,388
capital to transmission and distribution. Wholesale 08,290 08,671 31,019
In 2013, we improved our total detat Total 125,758 124,196 127,307

capitalization ratio, a common indicator of a

companyds financi ailtheh @XTsgopéPisteugonBiifes 3 percent
lowest percentage in more than a decades Th Residential 26,520 25,581 25,531
compares with a delbd-capitalization ratio of :

C | 25,116 24,746 24,631
55.2 percent at the end of 2012 and 57.2 percen(tjmnm.erCIa
in 2009. This is an important metric because it 'ndustia 25,834 24902 22,668
shows AEPOGs | everage wisaltkndo® i n t het mamket 7when |
seeks capital for infrastructure d_evelo_pment; the . 77,721 75.945 73,540
lower thepercentage, the more financial
flexibility a company™ ¥s. AEP6s ®rati® podition
us well in the capital markets. Total 77,729 75,953 73,548

*Represents energy delivered to distribution customers

In 2013, AEP maintained its liquidity positién
the ability to gain access to cash
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billion primarily consists of our two revolving credit lines. Our detapitalization and liquidity ratios
reflect a strong balance sheet, solid credit metrics and adequate liquidity to support our growth strategy.

We maintain a qualified, defindgknefit pension plan that, at the end of 2013, was 99 percent funded.

Our strategy has been to aggressively fund the plan to the benefit of our employees, retirees, customers
and investors. We are wor ki ng h aitdiabtlites toraduce h t h e
risk as the plan approaches full funding. In 2013, the qualified plan paid $324 million in benefits to plan
participants.

AEPO6s ot her postemployment benefit plan is now
part,to changes we made in 2012 to medical plans for future retirees. Starting in December 2012, we
capped our contribution to retiree medical costs to reduce future exposure to medical cost inflation.
Employees hired after December 2013 are not eligiblestoee medical coverage.

One of the most significant milestones in 2013 was the completion of corporate sefiasapanating
our generating assets from transmission and

distribution assets in Ohio. This division of AEP Total Normalized GWh Sales

assets supportaethe (PCHRIIEGPIEYHL et it

electricity market. The process included
transferring some assets to other AEP
operating companies. We received approvals

5%
1.5%

from the Federal Energy Regulatory 0% “_: — et e—8)
Commission, the Public Utilities Commission -0.8% 11%
of Ohio, and utility commissions in Virginia, -1.6%

WestVirginia and Kentucky, and worked with -5%
many other stakeholders to accomplish this
effort. We created a competitive generation

business for our Ohio assets, AEP Generation
Resources Line represents retail excluding Ormet Corp.

2011 2012 2013 2014
Actual Actual Actual Estimated

We are well positioned to hedge the generation from our competitiveHteegh our retail provider,

AEP EnergyBecause the ability to maintain relatively lawst, efficient and reliable operations is a
significant factor in determining competitiveness, we continuerefuéy analyze the cost structure of

that business. The challenges are compounded by a dysfunctional capacity auction process in PIJM
Interconnection that undervalues generation capacity. The value of these newly deregulated plants is at
stake, and we ameforming the way we operate them to function as a competitive generation business.

Executing Our Strategy

AEPG6s disciplined approach to allocating

capit a
regul atory proceedi nigaciahpasitionmteodger. Invéswers ltagerapach y 6 f

S
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clearer picture of
deliver, based on our current performance.

Qualified Pension Funding

99y,

92%
88%

82%
4%

2009 2010 20Mm 2012 2013

AEPOSs

plan for the future

As AEPGO6s future takes
not entrely smooth. Chief among the headwinds
we face is a significant revenue shortfall in 2016
due to the drop in the level of capacity revenues
from the PJM auction. It is a significant
challenge, but our current forecasts show that we
will be able to maintailour growth rate beyond
2016 as long as we stay the course. In 2013,
through our repositioning effort and an employee
led gairsharing program that identified
sustainable savings and enhanced revenue
sources, we have already begun to fill the gap.

Growthwill be driven by our ability to invest
capital in our regulated companies and earn a fair
and timely return. The success of our competitive
business will be driven by both the capacity and
energy markets as well as our ability to react to
those markets. Ware projecting our competitive

operations to be a positive cash flow business that will be positioned to take advantage of recovering

energy and capacity prices as they occur.

AEP is at a pivotal moment in its 19@ar history. We have capital to investd we are deploying it

predominantly in our regulated business. Our projected 4 percent to 6 percent earnings growth rate is
predicated on this strategy, as well as our commitment to continued focus on sustainable cost savings

and expense discipline. e giving our employees the tools and processes to advance continuous
improvement, and our employees are showing us their ingenuity andhHowwo get the job done. By
fostering a culture of engagement, we are confident we will meet the challengesfahead

A Positive Outlook

an

s h a

Our projected operating earnings range is $3.35 to $3.55 per share for 2014, $3.30 to $3.60 per share for
2015 and $3.45 to $3.85 per share for 2016. We expect to achieve these results through a combination o

robust capital inveaments with timely recovery in our regulated utilities, and continued cost control. We

will continue to keep O&M spendirigwhich is not immediately recovered through réatés check.
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As we keep O&M spending under control, we  AEP Total Debt/Capitaliation - GAAP

expect to invest approxirtely between $3.8 billion
and $4.1 billion per year in capital between 2014
through 2016. If there is unallocated capital in
generation and distribution, we plan to redeploy i
to transmission, which has local reliability
improvement projects as well asmeonstruction
projects ready to go as soon as resources becorn
available. In 2013, we put this strategy to work ar
redirected approximately $150 million, primarily
from our generation business, to invest largely in
transmission projects. Today, we ardding
transmission facilities in 13 states, and we expec
that number to grow. We will also invest in new
technologies such as a mobile alert system to
improve communications with our customers and

55.3% 55.2%

54,3

. 2011 2012 2013
make I mprovements to strengthen the gr

resiliency andeliability.

During the next three years, AEIB rev

earnings are expected to grow in all of our
regulated segments, with the most significant
growth coming fromAEP TransmissionDuring

the same period, earnings from the competitive
generation segment are expected to decline, driven
by lower capacity revenues.

We are optimistic about
the things that made AEP successful in the past
will not necessarily lead to futuseiccess, we

have a plan. Webre invest

to better serve our customers, engaging our
employees, and learning to adapt to transformative
changes in our industry as we build the utility of
the future. Our success will pay financial eeds
to our shareholders and reward AEP with 24,
improved customer satisfaction and an engaged 15%
work force. At AEP, we assume success and we 9o,
manage, plan and act to realize it. 5,

1%
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Safety & Health Performance

Whet her at work or at home, safety and fheoalth d
injuries, illnesses or fatalities resulting from our operations personal and our commitment is stronger

than ever. We will not relent in our pursuit of zero harm because we know there will never be a finish

line when it comes to safety and health. We cannot aftoedér let down our guard. Our investments

to protect our employees and contractors from harm are significant, a reflection of our commitment. Our
progress is significant; AEP is in the top quartile among our peers and some parts of our business are in
thetop decile, which is what we are striving for systemwide. This effort has been the catalyst for a major
culture shift in AEP that emphasizes zero harm as the goal every day.

This commitment to safety and health is that much stronger because much ofloaaxties the risk of
physical harm. That is why we are deeply grateful no employee lost his or her life while on the job in
2013, the second consecutive year without a fatality. And there were fewer reportable safety events
during 2013 than the prior g one of our best years yet. But that performance is tempered by the
severity of these injuries, which was higher than the prior year, keeping employees off the job for longer
periods of time. Vehicle accidents that we consider preventable also indogasggercent in 2013 in

the Utilities organization and 27 percent across all of AEP.

In 2014, we are putting new efforts in place to help us tackle the uptick in injury severity and the

increase in preventable vehicle accidents. We will be launchingarneni t i ati ve cal l ed
Say Somet hing, Do Somethingodo to encourage empl o
without fear of retaliation and without regard for whether a more senior employee is involved. It is peer
coaching with a daty focus.

The manner in which management handles unintended events also figures strongly in the effectiveness
of our safety and health efforts. AJust Culture
unintended events occur, is used topoint where management systems failed. It helps leaders ensure
fairness, consistency and shared accountability in analyzing events, with a focus on what happened and
why, rather than on who is to blame. Fostering an environment that supports this ajgopaacaf our

effort to create a more collaborative, supportive culture at AEP. Employee focus groups conducted in
2013 and a culture survey completed in 2012 told us we have a lot more work to do before we achieve
this type of culture.

Both past performnce and forwartboking actions are considered in measuring our safety and health
performance. Our employee recordable incident rate (as defined ©¢thpational Safety & Health
Administratior) for 2013was 0.83, which was better than our target of 0.94. This performance matched
our 2012 mark and is the best in company history. Our employee severitytiiatseverity of injuries

that occuii in 2013 was 23.04 versus the target of 18.64 and our 20figtipance of 19.24. That
employees are incurring more serious injuries is not acceptable. Severity days (lost work days and
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restricted activity days due to injury) rose from 3,495 in 2012 to 4,094 in 2013, a 17 percent increase.
The year before, severity ylahad declined by the same percentage.

Slips, trips and falls accounted for the most severity days in 2013 (49 percent of the total), followed by

overexertion events (17 percent).

AEP Employee Safety & Health — Path to Excellence

Recordable Injury Rates

Injury Severity Rate

0.97 0.94 23.04
0.87
0.83 19.94 4,094
19.24 1 8-64 severity
days 17.35
3,495
severity
days
2012 2012 2013 2013 2014 2012 2012 2013 2013 2014
Targeted Actual Targeted Actual Targeted Targeted Actual Targeted Actual Targeted

Recordable injury rate = lost workday cases + restricted activity cases
+ linesses cases + medical cases x 200,000/hours worked. Excludes AEP
River Operations. From 2011 and on, goals exclude hearing loss, which

Average injury severity rate = lost work days + restricted activity days
x 200,000/hours worked. Excludes AEP River Operations. Severity days
represent lost productivity due to lost work days or restricted duty.

is cumulative and cannot be attributed to a given year.

Internal audits of our environmental, safety and health management system and compliance processes
are a major part of our quest for zero harm. Safetv

and health programs were audited atdc&tions in
2013. The top five areas where risks were identifi

in 2013 were in the hoisting/lifting,
welding/cutting, confined space, walking and
working surfaces and respiratory protection
programs. All of the audit comments are shared

with business nit leaders and safety and health Managing Environment, Safety & Health
professionals so that they may leverage the lessc

learned from the audit activities.

Our Generation business unit uses the Managing Environment, Safety and Health (MESH) system to

track performance and ensure compliawgé requirements. Many of our power plants have electronic
MESH manuals that link to corporate resources while also addressingpéanific processes.
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The Path Forward

Our commitment to continuous safety and health improvement and to our goal ofrartop\decile
performance among our peers by 2016 is evidenced by our curregefivéath to Excellence,
established in 2011. We track our performance and that of peer utilities through the voluntary Edison
Electric Institute Annual Safety and Healtargey.

Our first five-year Path to Excellence aimed for tgypartile
performance, and we came very close to meeting that goal.

Annual safety and health pe :RC) facto
incentive compensation, emphasizing its role in our values &
cuture and employeesd accou Lt

Our focus on zero harm means compliance with regulations .-

just a starting point. Various initiatives and procedures are designed to help us go beyond compliance,
including Job Hazard Assessments, our Uniforrer\Analysis process and the Human Performance
Improvement Initiative. Sharing details of injuries and ways employees have avoided or prevented harm
has helped us work more safely.

One step we took in 2013 to help combat our incident severity was thisestent of a Serious

Injuries and Fatalities (SIF) rate. The SIF rate is an example of going beyond compliance to drive
continuous improvement. The rate is calculated using the OSHA rate formula (the number of serious
injuries and fatalities multiplied b300,000 divided by total hours worked).

Measuring these events will help us focus more directly on the kinds of incidents that can cause life
altering injuries and fatalities and determine ways to prevent them in the future.

Last year, employees and ¢x@actors in Transmission and Distribution began using smart phones to
record and disseminate safetyd healtkrelated information from job site observations. This allows
field employees to share information with other work groups more quickly and éadihansmission,
a total of 5,161 job site observations were performed in 2013 via smart phone devices.

Also in our transmission business, a working group of employees from across AEP meets quarterly to
identify and communicate lessons learned and byastipes. This effort, called Grand Central Safety,
encourages field employees to talk about their safety challenges and successes.

The risk of injury is present all the time. In our River Operations business, our employees spend a lot of
time on the waterTo minimize the water hazard risks, we began placing small transmitters on employee
life jackets. The Overboard Recovery Communications Apparatus system will help us quickly locate
someone who has fallen overboard. Although our goal is to never havsoa peerboard, this

additional safety feature brings us to the highest standards of industry safety practices.

We have evidence that zero harm, while challenging, is achievable. Many AEP locations across our
business units attained it in 2013.
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Contractor Safety

We expect AEP contractors to share our value of zero harm when they are working for us. We challenge

them to keep improving their performance, and we provide training and tools to help them. It is

i mportant to us because o0

AEP Targeted Contractor Recordable
Rate - Path to Excellence

1.60 1.60

1.50

pe f or mance can affect
profile.

We have set Occupational Safety & Health
Administration (OSHA) recordable incident rate

1.50

1.39

1.40

construction, maintenance and other physical
work. Targets als have been instituted for
contractors serving individual business units.

(1.39 actual performance versus 1.60 target).
However, this performance was overshadd by
two contractor fatalities.

AEP has been a key player in an industrywide

109 targets through 2016 for our major contractors in

AEP

AEPGs maj or contractors o
recordable rate in 2013 by a considerable margin

effort to hold contractors accountable to the same

2012 2012 2013 2013 2014 2015 2016  gafety performance standards as utilities. Many of

T ted Actual T ted Actual T ted T ted T ted . .
arocted Acuel - Taigeled - Adal - Tageled Targeled BIOTEC T our contractors voluntarily enter their safety

statistics in a database #@adle for utilities to view. In addition to giving contractors clear direction and
expectations for safety performance in our industry, the database allows us to monitor their performance

and to be proactive if we notice troubling events or trends.

Changing Regulations

OSHAI s reviewing and updating several
regulations that will affect how we do our work a
AEP. We are very committed to safety and healt
and provide our employees with tools, processes
procedures and other proactive measures to
prevent harm. We have proactively engaged
OSHA during this process. We have concerns g
about regulations changing without a guarantee
added protections for workers and have shared
concerns with OSHA. The new ad are due out
this year.
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Safety Recognition

We believe it is important to recognize empl oy
The Chairmandés Life Saving Award, founded in 2
helping dhers, has been presented to 56 employees.

€
0

The crew of the M/ V Boonesboro received the 201
rescue five fishermen who had fallen out of their overloaded, swamped boat in the Ohio River as another
tow was about toun over it. These River Operations employees were recognized: Josh Darst, John

Hof f man, Sidney Jones, Josh Kinder, Buck Knapp,
Richards and B.J. Rose.

The Bill Sigmon Safety Award in our Generation businesswag introduced in 2013, shortly after the
senior vice presidentdéds retirement. This award
career at AEP. The award acknowledges individua
culture. The fist winners of the award are Mac Soules, a diesel mechanic at the Pirkey Plant in Texas,
and Rob Osborne, a managing director in Generation Fleet
Operations.

The John P. DesBarres Safety &
Health Excellence Award recognizes
both recent and sustained sgfahd
health performance and takes into
account innovative approaches that
yield results. The 2013 DesBarres
Award winner will be announced in
July 2014.

AEP Utilities, which comprises our operating companies, confers annual safety and operatidas awa
Public Service Company of Okl ahoma received AEF
Award for 2013. |l ndi ana Michigan Power recei ved

Public Safety

Protecting the public from unsafe contact with ourteleal equipment is a challenge and one that we
work hard at every day. Educating the general public and contractors about safely working around
power lines is an ongoing process, and we have targeted communications that we share with trade
groups and othe. Another area of concern is the homeowner who climbs a ladder without realizing the
proximity of an electric power line or digs a hole without knowing that there is an underground power
line in that location. We use all communication channels avaitaljeovide safety information to the
public. Unfortunately, sometimes it is unheeded.
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Copper Theft Steals Safety

Fifteen public fatalities in 2013 were the result
of vehicles crashing into utility poles, and three
public fatalities and four additional ekeical
contacts resulted from attempted copper theft.
There also were seven other public fatalities.

Dlﬁ,"[,:x‘i' ' ve Oed
stealing copper

Attempted copper theft, which can cause
customer outages in addition to grave physical harm or death, remains a problem in parts of our service
territory.

Our governmental affairs teams have been working with state legislatures across the AEP system to
create or strengthen laws that could help stem incidents of copper theft. New legislation was introduced
in certain states in 2013, with increased penaltiescrap dealers who buy stolen copper.

We also seek to educate the public through community and media outrea8uuthwestern Electric
Power Companutility hosted an informational workshop lastisgrin Texarkana, Ark., for police,
legislators, scrap dealers and the news media to showcase the dangers of copper theft.

We also enlist help from our customers. All customer bills feature an annual message about copper theft
that includes a phone number reporting incidents.

Environmental Performance

Although ourenvironmental efforts are built around compliance, we take additional measures and

always strive for continuous improvement. In 2013, we achieved our best environmental performance in
company history. AEP did not receive a single formal environmentalami@nt action from any of the

local, state or federal agencies that regulate our operations. This compares with two actions received in
2012. When agencies raise issues with us, we work with them to address their questions and concerns to
their satisfactn. In addition, our Generation business unit completed the year with the best results on its
Environmental Performance Index since the voluntary index was established in 208BFaRaver
Operationoperated during 2013 without a single spill into the river. These results are attributed to a
number of factors, but central to this success is a commitment by our employees to a high standard of
performance.
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Compliance Performance

AEP Environmental Performance Index We are required toomply with hundreds of
(number of incidents per year) federal, state and local regulations at all of our
operating locations. Environmental agency
9 5 inspectors make scheduled and unannounced

Visits to our sites to monitor our compliance
with regulatory requirements, permit limits and
reporting and recordkeeping obligations. In
2013, there were 188 inspections by regulatory
agencies in which physical facilities, procedures
and recordkeeping practices were examined.

One of the voluntary actions we take to help

drive performance improvemeistthe internal
Environmental Performance Index for our
generation business. We recorded three incidents
in 2013, our best performance since we launched
this index in 2003. The index monitors incidents
for opacity, water quality permits and oil and

2011 2012 2013 chemicaspills at our power plants.

Environmental Performance Index includes incidents
for opacity, NPDES, and oil and chemical spills at our
power plants.

As our Transmission business continues to grow at a fast pace, there are increasing opportunities for
AEP to impact the environment. We quickly realized that this required more focus on environmental
compliance matters related to permitting and construction of new and renovated infrastructure. In
response, in 2013 we created an environmental manager postionb et t er support Tr ¢
compliance needs in the field.

Emissions

Our emissions continue to decline as our plan for retrofits and retirements of coal units unfolds. Since
1990, sulfur dioxide (S& and nitrogen oxide (NOx) emissions each have beguced by more than 80
percent, and mercury emissions have declined by nearly 60 percent since 2001. Factors leading to the
decreased emissions include installation of controls such as scrubbers, changes in the type of coal
burned, unit retirements, anelduced generation due to economic conditions.

In 2013, carbon dioxide (Cpemissions in the United States were up about 2 percent over 2012,
according to thé).S. Energy Information Administratiptargelydue to a slight increase in coal
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consumption for el ectr i cdemigsions@aclmed fr&In0l222milliobnometddd 1 3,
tons to approximately 115 million metric tons. This represents a 21 percent reduction compared with our

2006 CQemissiono f approximately 145 million metric to
President Obamads 17 peanissioas)due to &ndrabertoficicmmstgnees,l f or
including reduced demand, five years before the deadline and without addgigumation.

Total AEP System — Annual CO2 Emissions Total AEP System — Annual NOx Emissions
(in million metric tons) (in thousand U.S. tons)
1451 1539 1477 1482 275 270 peg
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109.7 134.0 249
122.0
115.0

121 125 191

106 99

2005 2006 2007 2008 2009 2010 2011 2012 2013 2005 2006 2007 2008 2009 2010 2011 2012 2013

Total AEP System — Annual SO2 Emissions
(in thousand U.S. tons)

900
853

749

638

457
416 416

291 269
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Checks and Balances

Increasingly, we rely on our environmental, safety and health management system to help our
environmental performance continually improve. Given the success of our fossil and hydro generating
fleet and construmn projects, we have expanded the use of this system to our mining operations, coal
transfer facilities and river transportation operations.

We conducted internal audits of our environmental management programs at 19 locations in 2013. The
audits generd confirmed that programs are in place and are achieving compliance objectives. Audits
also are focusing more on specific risks and controls, assuring that procedures are being handled
effectively.

As AEP plants are retired, environmental requiremeniscaiitinue to apply. Many existing

environmental requirements, in particular with respect to the management of water eswhdmadtion
byproducts, will continue; however, additional requirements could potentially emerge. Compliance with
environmental regirements after these plants are decommissioned will be given the same level of
emphasis as if the plants were still in operation. Regulatory commissions in states where plants will be
retired are being informed of the work that will be required well inéofuture.

Environmental Regulations

The increasing scope and stringency of Historical & Projected Environmental
environmental regulations pose technical and  |nvestments ($ in million)

financial challenges for our industry. These

challenges are influencing decisions to upgrade or $644
retire coalfueled generating unitsd planning for $588

new generation projects across our industry.

Across our sector, the Edison Electric Institute $415 $447
reports that at least 68,500 MWivhich represents
about 20 percent of the total coal generating
capacity in the United States in 20Will be
retired by 2022. This excludes additional impacts $235
from new GHG regulations that are under $187
development. A report from the U.S. Department
of Energy predicts the scope of the retirements v
require significant investments in transmission tc
maintain grid eliability. As a result, our
investments will be substantial. 2011 2012 2013 2014 2015 2016

Actual Actual Actual Estimated Estimated Estimated
AEP plans to retire 4,063 MW of regulated power generation in 2015 and 2016 and is retrofitting with
environmental controls or refueling another 6,090 MW. On the competitive side of our budjB23s
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MW of competitive generation is scheduled to be retired in 2015 and 1,155 MW is earmarked for
environmental controls.

AEPO6s active participation in development of
requirements are achievable, basedamd science, balanced with other rulemakings and implemented
in a rational time frame. We must be responsible to our shareholders who make the required capital
investment and to our customers, who will ultimately pay for the implementation of compliance
strategies. Some of our stakeholders disagree with our approach to public policy and regulatory
advocacy. We are committed to staying engaged with them through the process, as that is the best
opportunity for understandinig and addressing

AEP Regulated Environmental Investments

Operating Company Plant Name and Unit State Potential Type of Retrofit MwW
Appalachian Power Company Clinch River Unit 17 Virginia Refuel with Natural Gas 242
Clinch River Unit 27 Virginia Refuel with Natural Gas 242

Indiana Michigan Power Company Rockport Indiana DSI, SCR 2,620
Kentucky Power Company Big Sandy Unit 123 Kentucky Refuel with Natural Gas 268
Public Service Company of Oklahoma Oklaunion Texas ACI, CaBr Injection 102
Northeastern Unit 3 Oklahoma ACI, DSI, Baghouse 460
Southwestern Electric Power Company Welsh Unit 1 Texas ACI, Baghouse 528
Welsh Unit 3 Texas ACI, Baghouse 528
Pirkey Texas ACI 580
Dolet Hills Louisiana ACI, Baghouse 256
Flint Creek Arkansas FGD, ACI 264

Total 6,090

1 Existing coal plant 235 MW
2 Existing coal plant 278 MW

3 Case on file, subject to regulatory and other approvals

AEP Competitive Environmental Investments

Operating Company Plant Name and Unit State Potential Type of Retrofit MW
AEP Generation Resources™ Conesville Units 5 & 6 Ohio Mercury Solution 800
AEP Texas North Company Oklaunion Texas ACI 355
Total 1 ,1 55

" Assumes investment is able to clear the market

CaBr - Calcium Bromide Injection
ACI — Activated Carbon Injection
DSI - Dry Sorbent Injection
FGD - Flue Gas Desulfurization
SCR - Selective Catalytic Reduction
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Regulations Update

Mercury & Air Toxics Standards

The most stringent of the federal regulations,Megcury and Air Toxics Standardgle (MATS), was
finalized in 2012. MATS estalslhed unispecific emission requirements for mercury, metals and acid
gases. The MATS compliance deadline is April 16, 2015, but up to-geameextension may be

obtained from state permitting authorities if adequate justification is provided. AEP ba®deseveral
MATS deadline extensions, typically due to transmission reliability concerns, capacity obligations or a
lengthy scheduled retrofit. Our compliance strategy calls for installation of emission control systems,
unit retirements and conversionsafme coal units to natural gas. Implementation is under way with
permitting and regulatory reviews, and engineering and design work.

The timing of MATS and the number of compliardr@ven unit retirements and retrofit projects for

AEP and the industry aausing grid reliability concerns. Reliability during peak demand periods is
most at ri sk. During extreme cold weather in Ja
for retirement in mieR015 ran to serve the high customer demand. At time sine, natural gas

delivery to some of our gdaeled plants was challenged, all of which required voltage and load

reductions in the bulk power system. Although the system held together, there was a real threat of

rolling blackouts and little room fomeor. It is a reminder that the electric system must be able to meet
extreme requirements, such as we saw this winter, not just steddyconditions.

We continue to provide leadership in the ongoing dialogue to help ensure that MATS compliance
strategis balance the need to preserve grid reliability. We are closely coordinating these efforts with
state commissions and environmental agencies, the EPA, regional transmission organizations, the
Federal Energy Regulatory Commission and the North AmericatrigEl&eliability Corporation.

Emission transport rules

The EPAG6s efforts to radNOxdntheeastern alf ohthedUnited Sdates p o r
continue. In 2005, the EPA finalized the Clean Air Interstate Rule (CAIR), which was remantthed by

D.C. Circuit Court of Appeals but was allowed to stay in effect until an alternate rule was developed.

The EPA then developed tkirossState Air Pollution RuldCSAPR), but it also waremanded after a

legal challenge. The EPA appealed that decision, and the case went before the U.S. Supreme Court in
December 2013. A ruling is expected in r2idil4. Meanwhile, the CAIR requirements remain in place,
pending additional court or agencyiaot

Separate from CSAPR, the EPA has indicated that it is developing a new ozone transport rule that will
be proposed during the summer of 2014 and will focus on NOx emissions. Also, on Dec. 9, 2013, eight
states from the Northeast Ozone Transport Reggditioned the EPA to add nine upwind states to the
region, including states with AEP generating resources. The goal would be additional NOx and volatile
organic compound (VOC) emission reductions from these states. The EPA has 18 months to respond to
the petition.
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NAAQS

The Clean Air Act requires the EPA to review and, if needed, rélasenal Ambient Air Quality
Standard¢NAAQS). Several NAAQS proposals have been revised or are undewrgossibly

leading to additional emission reduction requirements. The EPA is expected to propose a revised ozone
NAAQS in late 2014. NAAQS for S£and NOx were revised in 2010 and NAAQS for fine particulate
matter were revised in 2012.

Due t o tiniplemeit&idntchedule for the revised NOx, 80d NAAQSI impacts, if anyi

from these revisions wonét be known wuntil |l ater
finalization and implementation of a revised ozone NAAQS rule woutdlksly result in any

associated emission reductions being required late this decade at the earliest.

Regional Haze

The EPAG6Gs regional haze regulation is designed
parks. In February 2014, the ERAp pr oved OKk | ah o ma &PsbliccSermog Camaamyc e p |
of Oklahomg PSO) to meet requirements of the EPAG6s r
install emissions control equipment some of its gasueled plants. PSO will also retire one of its eoal
fueled units at Northeastern Station in 2016 and will retrofit the other Northeastern Station unit with
emission controls in 2015. The latter unit will be retired in 2026. The plan isxgiected to enable
PSO06s coal facilities to meet the requirements
April 2012 agreement with the EPA, the state of Oklahoma and PSO to reduce emissions and protect
Oklahoma consumers and ratepayers

Greenhouse Gas (New Source Performance Standard NSPS)

AEP continues to engage the federal government as it develops regulations to regeoesSions

from new and existing fossilffullased power plants. As oneoaf the
we have particular interest in helping to shape these regulations. We seek an appropriate balance
between environmental protection, impact on company operations and cost to our customers.

We bel i ev éSRASduidelintedfadx éxssting sources should take into account the following
principles:

T New rules should maintain the generating fleet that currently powers America. Rules should not
strandexisting @pital investments in equipment or jeopardize reliability.

1 The rules should respect the rights of states to have ultimate authority and flexibility in enforcing
the regulations.

1 EPA guidelines should be based on reductions that are achievable at the source

1 Performance standards should be based upon adequately demonstrated systems thainare fuel
technologyspecific.

1 Credit should be given for significant reductions already made or those that are being made.
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1 Electricity consumers should be treated faahg equitably. Standards should reflect the electric
sector6s pr opor tyenussiens and rfotaeguare additional.reBuctiots @at
adversely affect lowand middleincome consumers.

Coal Combustion Residuals Rule

How coal ash is handled $ideen the focus of the EPA for the past few years as it considers a couple of
options for regulatingoal combustion residualBublic and regutary attention heightened in early

2014 following an incident involving a coal ash pond owned by another utility company. In light of the
Dan River Plant incident in North Carolina, AEP has undertaken a review of its ash ponds for similar
design arrangemén If we find any issues or concerns, we will address them immediately and
appropriately.

. : 2013 AEP Coal Combustion Products (CCP)
In December 2013, our industry received e o
clarity and direct i oJflizatign Supmarylipmifogs) j nt ent t o
finalize rules to regulate coal ash and other 2013
coal combustion residuals (CCR$he
agency continues to weigh two options to
regulate coal ashas either special waste  CCP Donated (tons) 0.05
under the hazardousl waste section of the  ~p | jeeq Internally (t
Resource Conservation and Recovery Act, or
as a norhazardous waste. A solid waste ~ CCF Sold (tons)
ruling will be important to the industrffhe  ccp utilized (tons) 3.1
EPA has extended the deadline to finalize the . -5 A ciged Cost

Total CCP Produced (tons) 8.7

ons) 1.9

1.2

$20.2
rule to Dec. 19, 2014.
Total CCP Revenues $8.4
CCRs have long been used in concrete,  Total Worth $28.6
wallboard and a wide variety of construction — S
materials. While this benefits other industrie§ercent Total Utilization Based 36.3%

it also provides a source of financial and ~ ©" Total Production

envirormental benefits to AEP. By diverting Includes fly ash, bottom ash, boiler slag, FGD material and gypsum
the coal ash to beneficial reuses, we are minimizing our environmental impacts by reducing the need for
waste disposal sites. In addition, the sale of CCRs provides an important source of revenue for AEP.

In 2013, AEPgenerated 8,666,177 tons of CCRs and was able to beneficially reuse more than 3.1

million tons, or 36 percent of the total. Beneficial reuse of CCRs avoided more than $20 million in
disposal costs in 2013 and generated more than $8 million in revenues.

316(b) Standards

New rules governing cooling water intake systems, knowdiLé€b) standardsare to be finalized in
April 2014 with a phaseth compliance timeline.

Under the @an Water Act, the 316(b) standards aim to protect fish and other aquatic organisms that
have contact with water intakes or, more specifically, the screens that protect cooling water systems
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from debris. Impingement occurs when water currents draw agugiaisms against an intake screen.
Entrainment occurs when small fish, eggs or larvae are drawn into the cooling water system through the
screen openings and are affected by heat, physical stress or compounds used to preugndiaiddhe

and slime hat can affect the efficiency of the system.

Our power plants will be affected by the new 316(b) rule. Several of these plants will be retiring, and we
are working with our permitting agencies to be able to refrain from making any unneeded modifications
in the interim. For the remaining plants, we may need to retrofit modified intake screen systems to
reduce impingement. Changes to address entrainment are more difficult to gauge, since that decision
will be determined by a series of s@ipecific studies tht the EPA is expected to require. The EPA
recognizes that its most costly solution, cooling towers, may not be appropriate in all locations and has
proposed that it would consider alternatives on alsisite basis. We favor this approach.

Cooling towes reduce plant efficiency and increase water consumption. Adding cooling towers would

be problematic at some of our western coal plants, which operate in areas prone to long droughts. Many
of these plants already use a clotmap cooling system in whicleservoirs were built specifically to

hold and recirculate the water used for cooling.

Steam Electric Effluent Limitation Guidelines

The Clean Water Act directs the EPA to set, periodically review and ugiflatent limitation

guidelinesthat regulate wastewater discharge from steam electric generating facilities (e.g., coal,
combinedcycle natural gas and nuclear units). On April 19, 2013, the EPA pbpus® stringent
guidelines that could require upgrades to, and installations of, new wastewater treatment systems at a
potentially significant expense. A final rule was expected this year but the EPA has delayed the release
of the standardsto Sept. 3@,25. Wedbve been studying the possib
handling of coal ash. To comply with existing treatment standards, many of our coal ash ponds provide
treatment of the ash wastewater from the plants in addition to many additiotestvaams. If the ash
ponds are eliminated, those remaining waste streams would still need to beiteratdtie necessary
technologies for that would have to be selected, engineered and installed.

Webre expanding our us e asseksswhatwilbhappan toeariousyltitarits t o
as they move through different wastewater processes at a power plant. The model considers the type of
coal burned, water chemistry, size and flow of the treatment ponds, chemical reactions, weather
conditions ad other factors. This helps us to predict how changes to the plant will affect the waste
streams. For example, the model will permit us to better gauge how adding a new scrubber or
eliminating an ash pond will affect the wastewater the plant produces.

The model will also be used to help with water recycling decisions and to determine if water reuse will
affect the final wastewater output or any intermediate water treatment steps. It will help us ensure that
water management changes not only meet natefflaént guidelines but also do not create unintended
consequences or prevent us from meeting local water quality standards. The information generated will
be useful as changes resulting from the revised effluent guidelines are implemented in the carsing ye
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New Source Review

In 2007, AEP entered into a cowapproved settlement of New Source Review (NSR) litigation. The
original consent decree had specified that AEP would install flue gas desulfurization (FGD) systems on
the Rockport Plant units, BigaB8dy Unit 2 and Muskingum River Unit 5.

In 2013, a modification to the decree was approved by the U.S. District Court for the Southern District
of Ohio, Eastern Division. The modification lowered a systede SQ emission cap for AEP plants

that becomesicreasingly stringent through 2029. The modification also gives us more flexibility in
how we meet these requirements.

NSR Consent Decree Annual Report Archive (PDF)

2013 NSR Annual Report
2012 NSR Annual Report
2011 NSR Annual Report
2010 NSR Annual Report
2009 NSR Annual Report
2008 NSR Annual Report

=A =4 =4 =4 4 -4

Water Quality and Stewardship

Water is a critical input to producing electricity. It is use@danver plant boilers and is also used for
cooling, cleaning and transporting fly ash and bottom ash.

Water quality, availability, use and management are increasingly important issues for our society. We
are taking steps to reduce our water consumptiorromepour water quality and address water
availability issues as we comply with current regulations and prepare for new ones.

The value of water came into sharp focus when a chemical from a local company leaked into the Elk
River in West Virginia early thigear, contaminating municipal drinking water supplies serving about
300,000 residents. A state and federal disaster declaration imposed a water ban, warning the public not
to consume or use tap water in a rooeINty region.

We immediately reached out éair employees in affected areas to inform them of the water ban and the
associated health concerns. We gave our employees bottled water and hand sanitizer and posted water
use warning signs.

This event served as a sobering reminder of how preciousatitisahresource is to our everyday lives
much like electricity.
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Ohio River Basin Water Quality Trading Project

AEP is one of the first utilities in the nation to
take part in the worl dos
quality trading plan. Representativesrfr Ohio,

Indiana and Kentucky pledged their support to

. the plan in 2012, and the first trades took place

| in March 2014, culminating a fivgear effort.

AEP began working with thElectric Power

Research Indtite (EPRI) and other partners in 2011 on a maldasted approach to improve Ohio River
water quality. The program is good for farmers, the environment and the participating companies.

AEP is one of 15 companies that have joined EPRI an8dhéern Research Institutefounding a

first-of-ak i nd research facility to address Waewer pl a
Research Centert Geor gi a Power Companyds Plant Bowen w
focus on finding new ways to manage and treat wastewater and to reduce and conserve water that power
plants use.

AEP has particigted in theCarbon Disclosure Project Water Sunfelfour years now. In 2013, the
guestionnaire was issued on behalf of 530 investors representing $57 trillion imdmsstek
businessritical information about water consumption and water use strategy and planning. In addition,
AEP provides extensive water data in @iobal Reporting InitiativéGRI) repat.

Waste Management

We manage many types of waste created by generating electricity, operating office buildings, and
repairing and replacing equipment. We continue to make progress in reducing waste and diverting waste
away from landfills through benefalireuse or recycling.

Webve made headway in re
AEP H(_eadquar_tets 2013 Non-Hazardous polychlorinated biphenyl (PCB)ontaining
Recycling Statistics equipment used across the company. PCBs have

not been used in new electrical equipment for
more than 30 years but are present in some of
Aluminum 1,606 our olde transformers and other pieces of
electric equipment. We removed and recycled
approximately 42,000 pieces of electrical

Scrap Metal 71,860 equipment in 2013; less than 1 percent of these
612,560 items were found to contain greater than 500

Recycled Materials (in Ibs.)

Cardboard 112,488

Paper fo
Plastic 3088 parts per million (ppm) PCBs.

Miscellaneous 140 The EPA cotinues to move forward on

Total 801,742 developing a proposal that may mandate the

phasing out of various levels of P&@Bntaining
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equipment. The rule potentially could be quite costly due to the amount of equipment affected and the
expense of identifying and replaciitg

There were approximately 1,800 transmission and distribution equipment spills in 2013, down from
approximately 2,085 in 2012. Ten spills involved greater than 500 ppm PCBs in 2013 compared with
nine spills in 2012.

During 2013, we also recycled neatly million gallons of oil, 11 million pounds of paper and mixed

office waste, 48 million pounds of scrap metal, 147,000 light bulbs, 233,000 pounds of batteries and
more than 433,000 pounds of electronic equipment, such as computers and phones,pksposal

in landfills. These numbers are not all inclusive but are considered good estimates of waste management
across AEP and indicate progress in reducing waste.

AEP Waste Stream 2011-2013

Measurement 201 2012 2013
Hazardous Waste Generated (Ibs) 2,639,251 1,729,607 2 1,243,754°3
Hazardous Waste Disposed (Ibs) 2,607,762 1,717,755 1,234,978
Hazardous Waste Recycled (lbs) 31,489 11,852 8,776
Paper Recycled (Ibs)* 1,233,816 2,400,642 11,029,559
Metal Recycled (Ibs) 35,158,825 1,798,375° 48,405,496
Light Bulbs Recycled (Ibs) 215,730 169,129 147,286
Batteries/Lead Recycled (Ibs) 287,721 260,678 233,015
Electronic Equipment Recycled (Ibs) 205,102 251,250 433,129
Oil Recycled (gallons) 1,230,104 1,386,174 1,584,230
Beneficially Reused CCP (tons) 2,043,736° 3,080,738 3,148,192
Parts Washer Solvent Recycled (gallons) 39,643 22,089 42,372
Oily Water Cleaned & Recycled (gallons) 324,087 144,665 755,332
Antifreeze Recycled (gallons) 22,170 7411 3,183

1 Includes 2,465,554 pounds of CCS high selenium water from Mountaineer Plant

2 |ncludes 1,640,940 pounds of boiler cleaning waste from Welsh Plant

3 Includes 1,076,859 pounds of bailer cleaning waste from Wilkes Plant and Flint Creek Plant
4 Mixed office waste (paper, cardboard, aluminum, plastic, etc.)

5 Does not include $11M worth of scrap metal sold by Asset Recovery

6 Does not include FGD used for the Abandoned Mine project at the CV Prep Plant

Nuclear Waste Management

The Department of Energy (DOE) oversees permanent disposal of spent nuclear fuel and historically has
charged fees to plant owners for this disposal. But the government has stopped developingathe Yuc
Mountain storage facility in Nevada, leaving this issue unresolved.
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Indiana Michigan Power (I&M) owns and operates the-twad, 2,192MW Donald C. Cook Nuclear

Plant in Michigan. Like the rest of the nuclear industry, we have a significant futureifihan

commitment to dispose of spent nuclear fuel. We need a national solution to this issue, which should be
part of a comprehensive energy strategy.

Since 1983, I&M has been required to collect a fee of one mill per kildwait for fuel consumed after
April 6, 1983. The fees that are collected have gone into a federal Nuclear Waste Fund to pay for a
federal nuclear waste disposal site. The Fund has collected nearly $30 billion nationally, including
interest, since the surcharge was put in place.

The Nuwlear Energy Institute (NEI) and the National Association of Regulatory Utility Commissioners
(NARUC), along with several utilities (including 1&M), filed a petition in late 2012 challenging the
DOE6s continued coll ect i on3, thefU.St Courtsof Appealscddnthe g e . I
apmmme D.C. Circuit ordered DOE to submit a proposal
to Congress to reduce the fee to zero in light of
the fact that no disposal site has ever been
selected and the Fund coffers are more than
adequate to cover current activi)OE
submitted that proposal to Congress in January
2014, but it is not yet effective. DOE will likely
seek to stay its effect while it pursues all
available routes of appeal. In the meantime,
I&M continues to collect and pay the fee as
required by curreriaw.

In 2012, we began and completed an initial loading of
spent nuclear fuel into dry casks at the Cook Nuclear
Plant in Michigan, which will support an additional
three years of dualnit operation at full power.

The uncertainty associated with ggterm storage has placed the burden of interim storage on each

nuclear facility. AEP is addressing this issue on the assumption that a workable offsite solution will not
exist before the operating licenses for both Cook units expire two decades froin 2001, AEP

signed a settlement agreement with the federal government that allows 1&M to make annual filings to
recover certain spent nuclear fuel storage cost
spent fuel for storage.

In 2012, the Gok Plant began a program of loading spent fuel into dry casks. Twelve casks, each
containing 32 spent nuclear fuel assemblies, were loaded that year. Without removal of-foelused
assemblies, the spent fuel pool would have reached capacity in 2@ldg felmutdown of one or both

Cook units. The next cask loading is scheduled for 2015, when 16 casks are expected to be loaded, with
future loadings to occur every three years thereafter. The facility can be expanded as demand requires.

Discussions are ocoing within the industry about the feasibility of building regional or private fuel
storage facilities to handle interim storage until a {gamgn repository or reprocessing plan is in place,
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using the funds that have been collected for {twmg storageThe outcome of these discussions is
uncertain.

ESH Policy & Philosophy

Environment, Safety & Health Philosophy
No aspect of operations is more iIimportant than
met in harmony with environmental proten.

Environment, Safety & Health Policy
AEP is committed to social responsibility and sustainability. We are proactive in our efforts to protect
people and the environment by committing to:

T Maintain compliance with all applicable ES&H
requirements wie pursuing the spirit of ES&H

stewardship;
1 Ensure that people working for or on behalf of AEF M E S H
understand and integrate ES&H responsibilities int:

their business funCtionS; Managing Environment, Safety & Health
T Support continual improvement of environmental

performance and pollution preventicand
1 Hazard elimination through employee involvement

and continual health and safety improvement.

Energy Reliability

The U.S. electric grid is a complex, interconnected network of components that work together to provide
a reliable power supply. When one partrWhenndt f u
that happens, regardless of the reason, cust ome
there can be political, regulatory, economic and social consequences for our customers and our
communities that impact AEP.
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Total AEP System Overhead Circuit Miles We must prevensutages to a practical extent
and restore power safely and efficiently when

they do occur. We face challenges affecting our
ability to maintain the existing 220,000ile
transmission and distribution network while
Appalachian Power Company 51,694 also upgrading infrastructure to meetuitg
»1860se demands and changes in the generation
portfolio across the country. Our challenges
include the age of our infrastructure, the threat
Kentucky Power Company 11,159 257 of external interruptions, the need for greater
capacity, the difficulty of siting new facilities,
new and future env@nmental regulations, and

Vertically Integrated Utilities
Transmission 765 kV
Company & Distribution Lines

Indiana Michigan Power Company

Kingsport Power Company 1,404 -

Public Service Company of Oklahoma 20,822 -

Southwestern Electric Power Company 27,372 - the cost of needed investments.
Wheeling Power Company 1,728 -
The ability to weather major storms and other
Transmission & Distribution Utilities large scale interruptions is an area of increasing
focus for us and the industry in general. The
Ohio Power* 45,530 508 United States had seven weather/climate
AEP Texas Central Company 29,355 - disasters withosses exceeding $1 billion each

in 2013, according to the National Oceanic and

AEP Texas North Compan 17,046 - . . .
pany Atmospheric Administration.

*Includes ¥66 miles of 345,000-volt jointly owned lines

We are developing and refining technologies to
improve reliability and pursuing changes to our processes and procedures. Our industry learaesl there
many impediments to effective restoration following a large event like Superstorm Sandy in late October
2012, which affected the Northeast more directly than those areas that AEP serves.

Measuring Reliability

We track our transmission and distributi@tiability performance with several metrics that are used
industrywide. These indicators show us how ) o )

reliable our system is and how our customefynual AEP Systemwide Reliability Indices

are impacted when it is not. The investments 2011 2012 2013

we are making in our transmission and

distribution system impne reliability and S’ 1417 1317 1.329
operating efficiency and prepare the systensADI? 227.9 193.0 200.2
for new technologies in the future. CAIDI® 154.3 1466 150.6

The System Average Interru ption Duration 1 System Average Interruption Frequency Index is the number of

Index (SAIDl) measures hOW many minutes interruptions an average customer experiences in a year.

the average customer experiences an 2 gystem Average Interruption Duration Index measures how many minutes
interruption in eIeCtric service in ajvgn the average customer experiences an interruption in electric service in
year. During 2013, the AEP System SAID| 9Venyes

. . 3 : . N 4 N
was 200.2 minutes, a 3.7 percent increase ° Customer Average Interruption Duration Index is the length of time it takes
to restore service when an outage occurs.
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from 2012. The growth of vegetation contributed to about 33 percent of SAIDI results and impacts to
equipment accounted for about 20 percent.

The System Average Interriipn Frequency Index (SAIFI) represents the number of interruptions the
average customer experiences in a year. During
increase from 2012.

The Customer Average Interruption Duration Index (CAIDI) repredémetaverage length of time it

takes to restore service when an outage occurs.
increase from 2012. A combination of factors are responsible, including a reduction in the number of
shorterduration outagesat historically affected larger numbers of customers that skew the metric

upward and an increase in Rorajor storm events.

Vegetatioar el at ed outages and equipment failure are
reliability. Managing vegetatimon our rights of way (ROW) is key to maintaining transmission and
distribution system reliability. AEP manages the trees and vegetation around power lines using a
combination of performaneeased (such as targeting low performing circuits) and dyaéel

maintenance strategies. Maintaining a regulartiieeming cycle is a significant expense that directly
affects customer bills. During the past five years, AEP has invested more than $1 billion in vegetation
management, including $221.8 million in 20T8e issue of reliability has prompted several states to
consider or implement shorter intervals between tree trimming programs.

Going forward, we are looking for opportunities to use an integrated vegetation management approach
to ROWs for new transmissidines. This would involve addressing key ecological concerns while
maintaining reliable transmission service. Reducing the need for herbicides, controlling invasive species,
and providing greater natural species diversity are examples of practicesuctdan approach that

could potentially reduce loAgrm vegetation maintenance costs.

One way we will do this is to identify potential partnerships with organizations that have experience
with habitat conservation. In March 2014, AEP was among 32 piteatg@anies and five states that
committed to enroll more than 3.6 million acres inltksser Prairi€Chicken Rang&Vide Conservation

Plan This threeyear plan is a collaborative effort to support habitat conservation for the bird, which is
being considered for listing under the Federal Endangered Species Act. As we seek to build new
transmission facilities across our service territory, waxanelful of potential environmental and

ecological impacts we might have. Working with organizations such as the Western Association of Fish
& Wildlife Agenciesi which is overseeing this planhelps us understand the issues, support habitat
preservation iad take appropriate actions to mitigate our impacts.

Reliability Compliance

2013 marked a decade since the 2003 Northeast blackout that left 55 million people in the dark in the
United States and Canada. The blackout was the catalyst for more strilgeanhdiregulations to

protect the grid from another such event. Since theridn#h American Electric Reliability
Corporation(NERC) has been authorized by thederal Energy Regulatory Commiss(®kERC) to
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enact and enforce rules and standards protecting the U.S. bulk power system. These rules and standards
are constantly evolving, and they affect virtually everything we do in operataigtaiming and
protecting the grid day to day.

The reliability standards in place today require processes and procedures to advance the reliability and
resiliency of the bulk electricity system. We also must demonstrate a strong commitment to compliance;
noncompliance with NERC reliability standards can lead to serious financial consequences as well as
reputational risk.

In May 2013, AEP convened its first NERC grid reliability summit focused on building stronger

relationships with regulators and grid ogerar s and i mproving AEPG6s rel i
performance. The emphasis is now shifting to a focus on management controls related to how the
nationbés electric grid is managed. The summit b

Power Pool and RiabilityFirst Corporation officials to discuss regulator expectations, company
reliability performance and the future of reliability compliance.

Reliability Assurance Initiative

We expect that the future of NERC compliance lies withRbkability Assurance InitiativéRAI). RAI

is a new approach to compliance that shifts the process from a focus on historical compliance and zero
tolerance standards, to are collaborative process of identifying reliability risks and using that
information to better gauge future compliance monitoring and enforcement efforts. We agree that this
new reliability philosophy has the potential to be much more effective andeeffitVe also recognize

the job of compliance will not become any easier. Rather, RAIl intends to require registeredientities
bulk power system owners, operators and users who are registered withiN&RCus more on

activities that matter most to rdbiity.

With RAI, the emphasis is on reforming both the monitoring and enforcement areas of reliability
regulation. Regulators want companies to
monitor their own activities, detect issues when
they occur, assess the risk of those issues, and
correct thecauses of those issues in a timely
manner. NERC conducted several pilots in
2013 to develop a uniform approach to audits
that aligns with this new reliability culture. AEP
participated in one of those pilots in late 2013,
in partnership with ReliabilityFst, allowing us

to have input in the evolution of the monitoring
and audit scoping process.

In May 2013, AEP convened its first NERC grid

reliability summit focused on building stronger

relationships with regulators and grid operators and

improving AE®f s r el i ability compliance performance.
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AEP was again asked by ReliabilityFirst to participate in a new enforcement pilot in 2014. The pilot will
allow AEP to internally log minor violations of select NERC requirements rather than individually
reporting eals one. The logs would track the potential violations and the remedial actions taken. The
logs will be periodically reviewed by ReliabilityFirst; the first review is tentatively scheduled for late
April 2014,

AEP believes that registered entities shoulddramitted to a reliability culture more than a compliance
culture because it shifts the focus from complying with the bare minimum to truly ensuring the
reliability and resiliency of the grid.

Grid Resiliency

One of the greatest physical threats to thetetity infrastructure is severe weather. AEP was fortunate

that 2013 brought less severe weather to our service territory than 2012 did, when-anneamty

derecho (a severe windstorm accompanied by heavy rain and hail) knocked out power to mofe than 1
million of AEPG6s 5.3 million customers and caus
financial costs, outages also create political and social risks, especially when the disruption is prolonged.

To improve the performance of the physicalastructure of the grid, we created a Distribution Storm
Hardening Strategy Team to recommend strategies that will ease the impacts of severe weather events
on our customers by making the infrastructure more resilient and easier to fix when it does break.

New design criteria to strengthen, or harden, the distribution system took effect in early 2014. We have
elected to design new and replacement poles to withstand wind speeds and ice accumulation above and
beyond the Natlonal Electrlcal Safety Code (NES8£juirement for our service territory. The ice build

' , iy ; ; : up component has been increased to one inch of
ice in the central and n«
service territory from a quarteto a halfinch,
respectively. In the southern portion of our
territory, where high winds are the primary
driver of major storm damage, we have
increased the systemds al
winds from 60 mph to 90 mph. Along the Gulf
coast we continue to design facilities to
withstand 150 mph winds.

A _ )
One of the greatest phyal threats to the electr|C|ty
infrastructure is severe weather

These hardening measures are predicted to increase the strength of electric structures by at least 25
percent with nominal increase in cost. In addition, we developed an assessmenteiplutdetermine
where to deploy capital funds to maximize the benefits oftgaudlening initiatives. Among the criteria

to be used are the number of customers served; the type of customer (how many on a particular circuit
are consi der eeérs, suchras hospiala dnd nursinghomesnlaw enforcement agencies, and
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water or wastewater facilities); the age of the poles; and the average duration of outages. This will allow
us to put our resources to work where they deliver the most value forsiamars.

Nationally, the hardening effort has been driven by state utility commissions, and there is regulatory
support for these initiatives in our service territories.

On Dec. 31, 2013, the Oklahoma Corporation Commission approved Public Service Company

Okl ahomadéds application to broaden the scope of
system hardening and grid resilience activities
weathefrelated events. Examples of systemdleang include installing stronger structures and

decreasing the distance between poles. Grid resiliency activities include installing devices such as line
reclosures and other hardware that splits the system into sections so that, in the eventaf affiault

section, the impact remains isolated.

In Indiana, Senate Enrolled Act 560 of 2013 provides a regulatory framework for utilities to implement

a Transmission, Distribution and Storage System Improvement Charge (TDSIC) to pay for these
initiatives. TheTDSIC rider is used to recover costs associated with certain electric infrastructure
expansion projects, including those intended to improve safety or reliability; modernize the system; or

i mprove an areabs economi ¢ d atwngethedPSiCerider,thgr ospect
company will file a seveear plan with the Indiana Utility Regulatory Commission with details of the
projects under consideration.

In Ohio, the existing Distribution Investment Rider helps us fund distribution system imprdasemen
including grid hardening.

AEP is among other utilities participatinginthtd ect ri ¢ Power Reywa@rdch | nsi
Resiliency ProjectStarted in 2013, the projewill provide our industry with new tools and strategies to
i mprove the distribution systemds ability to wi

Aging Infrastructure

The U.S. electric power grid was built more than a century ago. Although investments have deen ma

to improve reliability and enable the grid to handle new and emerging technologies, a number of factors
are increasingly affecting reliability. These include the age of the equipment, weather events, permitting
challenges for new infrastructure, and mmmics. AEP has developed a diagnostic tool to help us better
manage reliability through maintenance.

A new central Asset Health Center (AHC) platform is being implemented by our Transmission team to
virtually monitor the condition of substation equipmenthe field. The AHC is being developed to
prevent failures, enable conditimased maintenance and prioritize replacement of aging or poorly
performing equipment.

Investing in our infrastructure is strategically important for AEP because capitahmargstimprove
customer satisfaction and system reliability while improving operating efficiencies and delivering value
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to our shareholders. But there is a finite amount of available resources, and there are competing demand:
for their use. In 2014, we exgeto invest $2.8 billion (excluding AFUDC debt and equity) in our
transmission and distribution business and approximately $875 million in our regulated generation
business to improve reliability and the customer experience. Ensuring that capital yedepid

invested where it maximizes the value to our customers is the focus of a collaborative effort called
fiEnabling Capital Excellenced6 part of t he ¢ ooninaoosyingpovementnmi t me nt

CREZ Enhances Reliability

Improving reliability while bringing wind energy to market in west Texas is the purpose of the

Competitive Renewable Energy Zor(@REZ) initiative in that state. CREZ is the largest transmission
construction project in AEPG6s history. Electric
subsidiaries of AEP andidAmericanEnergy Holdings Cg received the secordrgest assignment of

CREZ projects from the Public Utility Commission of Texas. In December 2013, ETT energized the last
of seven 345V transmission line projects under the CREZ banner.

All CREZ projects are nowomplete. In total, CREZ involves nine different transmission service

providers building 2,400 miles of transmission lines to transport 18,500 MW of west Texas wind
generation to major population centers in that region. ETT built approximately 460 fmkes bnes

and upgraded 16 switching stations, marking the
investment in the Texas CREZ initiative.

ETT has other projects under way, including about 25 projects scheduled for completion by the end of
the deade.

The two largest projects will improve

transmission service in the rapidly growing Rio
Grande Valley. These projects will add

approximately 250 miles of 346/

transmission lines between Laredo and

Brownsville and an estimated $560 million to
thecopanyds portfolio. ETT
opportunity is approximately $3 billion by

2023.

In total, CREZ involves nine different transmission
service providers building 2,400 miles of transmission
lines to transport 18,500 MW of west Texas wind
generatn to major poplation centers in that region.

Improving Reliability

With service reliability as our cornerstone, we are continuously seeking to improve our processes and
practices to give our customers the best possible experience. We are relyingoplayees to help
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make that happen. They are the most knowledgeable about the work they perform to keep the lights on,
have a good understanding of what customers want and often have ideas to improve efficiency and
reduce costs.

Whether planning work oreiping the physical work force spend more time on their respective crafts

and less time on tasks that interfere with that, we are committed to continuous improvement. This
commitment allows us to focus on the right things at the right time. One exartipediscision to

streamline the morning process in our Columbus distribution district. The ddilgradls safety meeting

was divided into smaller crew meetings. Stretching to prevent physical harm, such as strained backs,
was moved to the field where itwd be done as part of field prep work. We also improved the

scheduling process so that job packageso ol s and ot her i tems that | in
are ready to go in the morning. These changes enable our crews to get to their gaslstan the day

and spend more productive time serving customers.

In our Transmission organization, process improvement and standardization efforts are also making a
difference. In one case, a simple change in technology is transforming some of theevdarkn the

field. By supplying field employees with upgraded technology solutions, such as tablets and smart
phones, we are able to eliminate the need foraackorth travel to office locations to receive and
execute switching orders. Informatiomisw transmitted in real time, expediting the work and trimming
costs.

Emergency Response

When a major event occurs that produces widespread outages, the electric industry mobilizes to deliver
resources, supplies and crews needed to get the lights baakebnand quickly. This practice of

mutual assistance, which dates to the 1950s, helps utilities mitigate the risks and costs of major outages
through sharing of resources. The utilities that seek assistance pay the costs of the utilities and
contractorgroviding labor and equipment.

National Emergency Response

Improving the coordinated response to power interruptions affecting multiple regions of the United

States is the purpose of the newly formed National Response Event (NRE) framework, which AEP had
leadership role in developing last year. p;
Approximately three dozen utilities contributed

safely as possible in an efficient, coordinated
way.

A new Natbnal Response Executive Committe
composed of senior utility executives from all
regions of the country will govern the NRE
process, and a National Mutual Assistance



Resource Team will pool and allocate resources to best meet restoration needs in wemiajoheee

regional mutual assistance groups (RMAGS) in the Northeast have been consolidated to allow better
coordination of resources. Superstorm Sandy demonstrated that having too many RMAGs can impede
restoration progress, so the number of RMAGs naiide was reduced from nine to seven. When an

NRE is declared, the RMAGs will act as one entity to ensure the highest level of resource coordination.

The NRE framework was developed in partnership with federal and state agencies to improve the flow
of information between utilities and government emergency personnel, expedite movement of resources
across state and international borders, and leverage the logistical support and security capabilities that
the military can provide in emergencies.

Federal, stateral local officials have voiced support for the NRE approach. The National Association of
Regulatory Utility Commissioners passed a resolution endorsing it in November 2013. States can help
support this approach by backing utility efforts to increase sylségdening, install micro grids in

strategic locations and use smart grid technologies.

1 %0860 %l AOCAT Au 2AO0DPIT 1T O0A 01 Al

As the industry seeks to improve emergency response in the wake ofslated widespread outages,

AEP is simultaneously taking a cloe®k at its own plans and developing an updated plan that

considers the lessons learned of the last few years and recommendations from the Emergency Response
Planning Team. Our Emergency Response Plan (ERP) is expected to be fully implemented by early
2015

ERP traces its roots to the critical reviews of
New York, Maryland and Connecticut after major Northeast storms several yedrsempfically,
Hurricane | rene an d2009hTdesdNreviewseprrapted AEP tofcondict itsmune
assessment of storm restoration practices to determine areas of, and set goals for, improvement. An ERF
team representing all operating companies and various business units is charged with implémeenting
recommendations resulting from that review.

A key element of the ERP is establishment of an Incident Command System (ICS), a nationally known
crisis management tool used by the Federal Emergency Management Agency and increasingly adopted
by industry, ncluding utilities. ICS will make it easier for our employees to do their jobs by improving
management efficiency, reducing redundancy and
responsibilities during emergency response. It also will improve coimsations with first responders

and emergency management agencies because we often will be using the sawfeccmamand

structures and terminology that they use.

Other components of the ERP are technology and process improvements that will enhan@ custom
satisfaction and communications by providing the frequent and accurate information the public wants.
During power outages, customers want to know as precisely as possible how soon their service will
return. An online mobile alert system that providest@amers with information on the status of outages

is being rolled out in 2014. Ideally, this alert system could be used for other customer communications,
such as due dates for bills, notification of overdue bills, and timing of upcoming scheduled outages.
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Business Performance
AMERICAN ELECTRIC POWER-2013 SUMMARY

21 6.586

reductionin  Planned coal
CO2 emissions - unit retirements
| by 2016

in 2013 compared
with 2005
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COI“ﬂDHaﬁCE" : annual dividend growth

$0 29 X

expected Transmission operating earnings contribution in 2014

$1 48 billion -é 1 2001

: peak demand reduction achieved
GAAP earnings ¥ 20082012

E We power life's possibilities™
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Technology and
Innovation

Technology Advancement

e AEP Material Issue
Learn More

The technology and gadgets we rely on today are much faster, more efficient
and less costly than they once were. Electric vehicles, smart appliances,
energy storage and distributed solar generation are among the technologies
we are adapting to.

Investing in Our Infrastructure

CMIral poOWer STENGNS BN NS TIrST SXIra-nign vornags
$2.8 Billion transmission ines, to being first to experiment with
load mansgemant toois.

i___________'___./“‘--.___.--'/

il

In 2014, we expact to imeast 2.8 killon {axcluding AFUDE dett and equity) in our transmission and distribution business.

Leading Change

“As would any organizstion striving to becoms mors sustainabls, we not only stey focused on the futurs, wa pian for It end sometimes strive to shape 1. Innovation has enabled us to
meet challenges over and over again thaet improved our afficiency, our ralibliity and our customesr senvics.” — Nick Axins, Chalrman, President & CEC

Entrepreneurship in action gridS?leF(T@ Energy Efficiency

~
Learn More
Our smpioysss grs putting their technicsl expartiss and new, grid technologlies ars baing g A Isvels of energy sfficiency end damand
Innovative thinking to work for customers and Into the existing network to Improve sarvice quslity anda P are D nr
Investors. reliabiitty.

Distributed Generation Big Data Transmission

Learn More
The maturity of the cistributed ganeration markst haes We sra learning how 1o Isverage the bensafits of big A new transmission line gssign minimizes right of way
created Inequities that risk gria rellabliity and impsct asta to support our business. land requirements.

those with fixed-incomes ths most.



Employee Entrepreneurship

Innovation comes from human curiosity and a natural instinct for people to prsblee By giving
employees ownership and the freedom to find and implemernics@ywe can foster entrepreneurship
in our work force that cultivates creativity, innovation and the right amount of risk taking. AEP has a
long heritage of innovation, from building central power stations and the firstlegtravoltage

transmissionhes, to being the first to experiment in
heating as a | oad management tool. We didnot ac
sidelines.
7:_ |
Time and again, our employees have g:"
demonstrated their entrepreurial spirit. (= - A
Through perseverance and technical experti i, "
their achievements have improved the ' 4 b
efficiency and operation of the electric grid, , ‘ {/ "ma - u
reduced our environmental impacts, and oy
advanced early research of energy storage. @ H 2 n—‘
Those first 107 years of oexistence set the - ; \", i
stage and show us that we have what it take ~ “*% i B N

to succeed in the future. ‘M

Through scenario planning, continuous improvement and support fof-the-box thinking, we are

shaping our culture to be more agile, collaborative and customgsdd. At the forefront of this
evolution are our employees, who continue to ch
our customers, the environment and, ultimately, our shareholders.

Entrepreneurship in Action

If we have a problemamieed a sol ution, weodove | earned that
From new transmission tower designs to improved environmental technology performance and
continuous improvement ideas that have led to sustainable cost savings and new revenues, ou
employees are leading the way. Here are a few examples of innovation started by employees that are
having significant positive impacts:

1 AEP was awarded a patent from the U.S. Patent and Trademark Office for the work of five AEP
engineers who developedratigation technology that prevents largarticle coal ash from
building up in the selective catalytic reduction pollution control system (SCR). The buildup led
to restricted air flow in the SCR, afudeecti ng
nitrogen oxide emissions. The technology is now in service in at least two plants.

1 We know that without our employees being engaged, we cannot be successful. To encourage a
higher level of involvement, we implemented a repositioning study and slgaing program
called Engage to Gain (E2G). The E2G program ran during 2013 and gave employees a forum to
share ideas to help us achieve a target of $200 million in sustainable savings and revenue
enhancements. Anything over the $200 million would be wjitlit employees 50/50, up to
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$1,000 per employee. The program exceeded its goal and every enipxyept for senior
officersi received a $1,000 payout. Here is a sampling of the ideas that led tetongavings
and new revenues:

o The Finance and Actinting team identified $16 million in savings that included
renegotiating agreements on banking fees and increasiighg of customers.

o Information Technology identified $22 million of sustainable savings. One of the ways
they did this was to elimiri@ approximately 100 lowriticality applications and
deploying continuous improvement initiatives throughout the organization.

o The Generation team identified $8 million of operations and maintenance (O&M) savings
opportunities through continuous improverhaitiatives in power plants. They did this
mainly by bringing more work kmouse and eliminating the need for as many contractors,
and switching to a different scrubber polymer at the Gavin Plant in Ohio.

o In addition to savings, revenue gains totalifg $nillion were identified. Among the
ideas was a review of an gfeak water heater tariff that was still crediting customers
with discounted rates without confirmation that the water heaters were still in use by
customers. Other savings came from optingzyeneration units by increasing their
availability and maximizing energy efficiency programs in our service territory.

T We want our vendors to buy electricity service from us. Baamomic & Business Devgbment
team launched an initiative to work with our suppliers that are considering moving or expanding
their operations and are not currently | ocat
move to a location where we can serve them. The tears thsupplier find the right location
and identifies tax incentives and infrastructure needs to facilitate the move or expansion. It also
brings our supply chain closer to us, reducing costs and environmental impacts, such as
emissions caused by lofiaultransport of goods. A steel manufacturer relocated from Texas to
Ohi o and expanded operations in response to
lattice towers.

1 Ateam from Environmental Services, Civil Engineering and the Gavin Plant woovapfrom
t he Ohio Environment al Protection Agency to
landfill expansion. The liner replaces the need for two feet oftpigtity clay to line the landfill
before using it for ash disposal. By doing thi® eliminated the need to excavate the clay and
transport thousands of truckloads over public roads, the cost to repair damaged roads, and the
need to stockpile clay at the plant. The team had to prove to regulators that the liner would
provide adequatenvironmental protection. The cost difference between a clay liner and this new
liner is significant.

1 As the fly ash reservoir at our Cardinal Plant approached full capacity in 2014, AEP engineers, in
collaboration with S&ME, Inc. (a consultant), developedinnovative plan to raise the height of
the reservoirés earthen dam. The team engine
existing dam that uses mechanically stabilized earthen walls, vinyl sheet piles and a slurry
trench. The vinyl shegtprovide an extra measure of protection against seepage from the dam.
This design is the first of its kind in the United States. The project provides the plant with
enough capacity to continue operating into 2020. It was completed in one year at aabost of
$10 million. The alternative method to rebuild an earthen dam would have required at least three
years and cost as much as $20 million. The Ohio Department of Natural Resources played an
active role in permitting, inspecting and approving the work.
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1 AEP Transmission edef i ned Acutting edgeo technology
extrahigh voltage 345V line, called BOLD (Breakthrough Overhead Line Design). In
response to the neeal ninimize rightof-way land requirements and increase the functionality
of 345kV lines and corridors, we challenged our employees to develop a nexvapghity
345kV line design for longlistance applications. Two design patents were granted andya util
patent is pending. The new compact design provides more capacity, improves the use of rights of
way and, with its unique loyrofile design, is more streamlined in appearance. AEP
Transmission plans to debut the efficient, hagipacity BOLD design wimeit replaces an
existing 138kV line near Fort Wayne, Ind. Construction is expected to begin in 2014 and will be
finished in stages in 2018016. The new BOLD line design is an example of the solutions
oriented culture and collaborative leadership at AEP.

Smart Grid

The technology and gadgets we rely on today are much faster, more efficient and less costly than they
once were. When cellular technology first debuted, the portable phone was expensive, clunky and
required a battery in a bag in order to wonkothing like the smart phones in use today that fit in your
pocket. This evolution of technology has occurred in every industry; the electric industry is no
exception. And one thingiscertdift omor r ow6s technol ogy windl be ev
more affordable.

Electric vehicles, smart appliances, energy storage and distributed solar generation are among the
technologies we are adapting to and incorporating into our current infrastructure.

es s hape AEP teshnddogysteategy ¢ocenserevee iarg meetingn d = d i

Three fo
r needs:

C
cust ome o)

r
s
1 The types of technologies being deployed;

T  When these technologies become -@sctive; and,
1 The policies that can influence the deployment of these technologies onto the electrical grid.

One of AEPOGs | argest tec
called gridSMART®, integrates a host of
advanced grid technologies into the existing
electric network that can improve service
quality and reliability, lower energy
consumption, and offer additional customer
berefits. The new technologies can help us
improve our efficiency, identify and respond
to outages more quickly, and better monitor
and control operation of the distribution
system. gridSMART® also provides
customers with new and innovative programs

102


http://www.aeptransmission.com/

and prichg options that allow them to monitor and control their own energy use, saving resources and
money.

Applying technology on our distribution system through monitoring and controlling voltage is another
advancement to reduce the amount of energy that reystoluced and delivered to customers on

demand. Known as Volt Var Optimization (VVO), this technology has proven its technical viability and
energy efficiency potential. Typically, customers receive electricity at a voltage between 114 and 126
volts. Usirg the full range of voltage is common practice in our industry. Studies and recent experience
are showing that optimizing voltagedelivering voltages that more closely match the voltage level

cust omer sd equi p inkeenefits cusomersiagide grig.iCestbmersaontinue to

receive the electricity they need while reducing their demand from the grid and lowering their
consumption. This contributes to energy efficie
efficient use of the distribudn system.

Deployment of VVO began IAEP Ohioas part of the gridSMART® Demonstration Project and has

since expanded tadiana Midiigan PowerKentucky PoweandPublic Service Company of

Oklahoma Early results indicate that reductions in energy consumption by custareraging 3

percent are achievable with this technology in operation. The Indiana Utility Regulatory Commission

and Michigan Public Service Commission have each ruled that VVO can be recognized as an energy
efficiency program in their respective stat€EE P6s oper ating companies wil
options for deploying this technology where conditions are favorable.

gridSMART © Project Overview

AEP&s gr ?idit@tMeiRdesigned to provide the advanced grid infrastructure needed to realize
the many potential benefits of the smart grid. These technologies make the grid more efficient and
empower our customers to use energy more efficiently. AEP is deploying smart grid technologies in
several states, with regulatory support.

1 AEP Ohiod s phase af its gridSMARY demonstration project deployed a comprehensive
suite of innovative smart grid technologies on 80 circuits serving 132,000 customers in Central
Ohio. The $150 million project was funded through a $75 million federal grant, cosengcov
support from the Public Utilities Commission of Ohio andkiimd vendor contributions. AEP
Ohio has proposed to extend gridSMARith
a Phase 2 deployment that will include
Advanced Metering Infrastructure (AMI) for
approximately 894,000 customerssibution = ki
Automation Circuit Reconfiguration (DACR) rldSMART
for approximately 250 priority circuits, and g
VVO for approximately 80 circuits. The
company is proposing to recover the $295
million project cost over four years.
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1 AEP Texashas completed installation afl million meter smart grid network. The $308 million
project is being recovered through an approvegedr regulatory surcharge. The company is
also deploying DACR on 15 circuits.

T Indiana Michigan Power (I&M) has deployed a smart grid network to appnoeately 10,000
customers. The $7 million project was funded through a settlement agreement approved by the
Indiana Utility Regulatory Commission. 1&M has installed VVO on nine circuits and received
approval for its use as an energy efficiency progranutirdilings in Indiana and Michigan.

I&M is upgrading DACR on 11 circuits and installing it on 11 additional circuits.

1 Public Service Company of Oklahomads ( PSO) i n i®projectinclgded d SMART
approximately 31,000 customers with AMI, 14,000 of whamserved on 13 circuits equipped
with advanced grid management technologies,
such as VVO and DACR. The project was im
financed through an $8.75 million American grldSMART
Reinvestment and Recovery Act lamterest loan
from the Oklahoma Department of Commerce,

along wth $2 million in annual revenues g ggﬂgﬁﬂf’gﬁcs
approved by the Oklahoma Corporation OKLAHOMA

Commission (OCC). In January 2014, PSO filec

an application with the OCC to broaden the scope

of its AMI deployment to cover its entire 30,08Quaremile service territory for its renmaing
approximately 520,000 customers over three years. The timing for the completion of this
approximately $135 million project could change pending the regulatory review process.

1 Kentucky Power Companyis deploying advanced grid technology on approxihgs3@
circuits. The company is also installing distribution Supervisory Control and Data Acquisition
(SCADA) on these circuits to provide greater visibility for dispatchers and to allow for the
remote control of equipment. The existing technology invedtisexpected to be recovered in
customer rates.

1 Appalachian Power Company(APCo) has installed three circuits with DACR and is installing
the technology on four more circuits. APCo is also upgrading some circuits with SCADA. APCo
was the first utility inNorth America to deploy a-fhegawattscale sodium sulfur (NaS) battery
at its Chemical Station in Charleston, W.Va., and has since deployed antMi¢éb2ttery at
Balls Gap Station near Milton, W.Va.

1 Southwestern Electric Power Company{SWEPCo) has DACRethnology on two circuits, is
upgrading the technology on 14 circuits, and is installing the technology on an additional three
circuits.

Energy Efficiency

AEPisproudofthe ner gy ef ficiency gains weobdve been abl e
our service territory over the last several years. We have always encouraged our customers to use energ;
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wisely and efficiently. Today, we see achievable levels of energyezflly and demand response as
important resources that are incorporated into our integrasedirce planning process.

Energy efficiency and demand reduction
programs have received regulatory support

in most of the states we serve, and

appropriate costexcovery will be essential

for us to continue with these consumer

offerings. Appropriate recovery of program

costs and net lost revenues, as well as an
opportunity to earn a reasonable return,
ensures that energy efficiency programs a
considered financigt comparable with
supplyside investments, such as power
plants.

Starting in 2008, AEP ramped up efforts to reduce peak demand by 1,000 megawatts (MW) and energy
consumption by 2,250,000 megawiatiurs (MWh) systerwide by the end of 2012 through the

intr oduction of additional energy efficiency and
operating companies have implemented more than 100 energy efficiency and demand response
programs across our service territory.

From 2008 through 2013, thesegrams reduced energy consumption by more than 4 million
megawatthours (MWh) and peak demand by more than 1,200 megawatts (MW). To achieve these
levels, our companies invested approximately $540 million during that period. These results are
preliminary aml subject to independent thiparty evaluation and verification of savings, as required. In
addition, for the 2013/2014 PJM delivery year, AEP has approximately 600 MW of demand response
capability in thePJM Interconnectian

TheU.S. Environmental Protection Agen(iPA) awardedEP Ohiothe 2013ENERGY STAR

Partner of the Yeakward for its Efficient Products program. The Efficient Products program includes
energy efficient lighting discounts for CFL and LED light bulbs, and appliance rebates for ENERGY
STAR certified refrigerairs, freezers, clothes washers, high
efficiency electric water heaters and heat pump water
heaters. AEP Ohio offers a variety of energy efficiency
programs and discounts to help residential customers save
money and energy.

The EPA also awardelEP Texa<Central Company a 2013
ENERGY STAR ENERGY STAR Partner of the Year Sustained Excellence
Award for continued leadership in protecting the
environment through its high performance New Homes program. The New Homespogvides
outreach, education and marketing for ENERGY STAR certified homes.

g
ENERGY STAR
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Public Service Company of Oklahomeceived a 2013 ENERGY STAR Partner of the Year Sustained
Excellence Award, as wellpr continued leadership in protecting the environment through its Home
Performance with Energy Star program. The program provides homeowners with incentives to upgrade
their homes using a holistic approach.

I&M received regulatory approval to eliminate the use of a-flartly program administrator in its
Michigan service territory. This gives the company more control over the types of programs that are
offered and the level of spendinggdopport those programs. In addition, both the Michigan Public
Service Commission and the Indiana Utility Regulatory Commission have approved plans for I&M to
qualify VVO as an energy efficiency program.

With increasing efficiency standards, such as th@dementation of more efficient lighting standards,

we are concerned that energy efficiency mandates will become more difficult and costly to achieve in
the future. Legislators in some of our states are rethinking energy efficiency requirements due to these
cost and achievability concerns as well. Our concern is that financial penalties could be imposed if we
do not achieve escalating benchmark requirements, even if dgtodffort is made.

Further, certain mandated requirements may be
virtually unachevable from an economic
perspective. In other words, the cost to attain

Operating Company MW MWh — Total Spend , ticipation rates necessary to achieve the
Saved Saved (in millions) .

targets could be much higher than the overall
AEP Ohio 94 593,178 $78 benefits associated with the corresponding
AEP Texas 1 57724 $15 impacts. In such instances, AEP would be
Appalachian Power . 64 880 85 opposedd implementing energy efficiency
Com and demand response portfolios that are not

pany . ) i .

, o considered costffective, and we believe it
Indiana Michigan Power 39 249,026 $36 . . .
Company would be unfair to penallzc_e us for not being

able to reach these unachievable energy
Kentucky Power Company 4 21,442 $3 efficiency targets
Public Service Company 69 103,288 $22
of Oklahoma We have also taken measureseduce energy
Southwestern Electric 24 46,767 $12 consumption in our office buildings and
Power Company service centers. We reduced our kilowaaur
Total 276 1,136,313 $172 (kwh) usage by 25 percent by the end of 2013,

compared with the 2007 baseline. The
* Results represent programs/projects implemented in 2013 only. Preliminary equivalent accumulated savings from reduced
results subject to appropriate third-party Evaluation, Measurement and . i
I : energy consumption at mottean 300 facilities
Verification (EM&Y), as appropriate. . .
exceeds $17 million. We achieved these energy
consumption reductions through equipment investments, such as new heating and cooling systems, and
an employee education campaign. By reducing usage, we are able to sell the unused #rgergy in
wholesale energy market, or not produce it at all, while reducing our impacts to the environment.
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Efficiency in Coal

While our generation portfolio has shifted over the last decade to include more natduslgasnd

renewable generation,we alsoo mp|l et ed construct i @uperaiticalcole ¢ o un
fueled unit, theJohn W. Turk, Jr., Power Plaint Hempstead County, Ark., in late 2012. TheklBtant
represents a new generation of plant design using a higher temperature and pressure steam cycle that
requires less fuel to produce each megatvattur of el ectricity. The pl an
ranks it among the most efficient coal plamtshie world. It also means that all emissions, including

sulfur dioxide, nitrogen oxide, mercury and carbon dioxide, are lower than conventioral coal

combustion processes per unit of electricity produced.

This unit was designed to provide lmast base lad power to complement new gas generating

resources that were built in recent years. A significant addition to the generating fleet along with new
natural gas units, the Turk Plant allows Southwestern Electric Power Company to continue its strategy
of fuel diversity that has benefited customers for decades.

We have also made significant investments to enhance the efficiency of many of duelsghplants,
thereby offsetting the energy needed to run emission control technologies.

Distributed Generation

Distributed generation (D@) smaltscale power generation near the point of consumption, such as a
home with a rooftop solar arréyhas the potential to revolutionize the electric utility industry. We are
actively preparing for the investments in the ghdt lie ahead to support development and deployment
of these technologies onto the grid.

Net Energy Metering

AEP recognizes the natural maturity of the distributed generation (DG) market but also has an obligation
to advocate for fair and equitablegatcovery to support the ongoing reliability of the electric grid.

Public policies and rate structures put in place to encourage early development of DG have led to
unintended consequences that must be addresseBn€hgy Policy Act of 2008equired state utility
commissions to consider enacting special rates to encourage growth of renewable DG. As a result, states
adopted a series of mechanisms, includingenetgy metering (NEM) tariffs, to accommodate that

directive.

Net energy metering arrangements typically wuse
by a DG consumer against the amount of energy used by that customer. NEM tariffs tgpecklIlpG
consumers at the full retail rate. This rate not only includes the costs associated with the energy itself,
but also the fixed costs associated with serving customers, such as the distribution and transmission
infrastructure and generation staog capacity. Thus, when DG customers are credited at the full retail
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rate under NEM tariffs, they avoid paying their fair share of these fixed costs for services that they use
from the grid.

As a result, those costs are shifted to all other customersh vehdbviously not fair or equitable. This
cost shifting can disproportionately affect vulnerable customers, such -@sdome households or
those with fixed incomes. In addition, as more customers shift to existing NEM tariffs, utilities are
placed atihancial risk of not being able to recover their fixed costs in a timely manner, which is
necessary to maintain grid reliability.

When the number of DG installations was
relatively low, the impact of these subsidies
was limited. However, with significant A
declines in the cost of solar power, as well /s
variety of substantial government subsidies,
the growth of DG is beginning to have a
material effect on electric utilities and non
NEM customers throughout our industry.

Although the overall number of NEM
customers on the AEP system is relatively
modest today, the pace of growth is quickening. We are discussing thietongnpacts of NEM

policies and regulations to our company and ourN&M customers with our legislators and

regulators. AEP is activelgngaged with our industry trade group, the Edison Electric Institute, and our
stakeholders to reach a fair and equitable solution that leads to a more sustainable arrangement for all
customers.

A central issue in the debate over DG and NEM policiesivétue of the grid. Both neDG

customers and DG NEM consumers use the grid. DG NEM consumers need the grid to provide energy
at times when their DG system is not generating electricity, such as when customers with rooftop solar
panels use energy at nighiven if these DG consumers are generating more power than they need, they
rely upon the grid to absorb and distribute tha
fair and equitable arrangement needs to provide credit to DG NEM cust@néne real avoided cost

of the energy that they offset while they should also pay their fair share of the costs for the grid services
they use.

While there are many ways to address this issue, we must have a mechanism to support our investments
in thegrid when accommodating the multitude of different resources being connected to it.

Big Data

The volume, speed and variety of data available today are overwhelming. Think about the many types of
data we are bombarded witHinancial data, environmentdhta, medical data, cybersecurity data,

social network data and much more. What do we do with all this information and how do we make sense
of it and get the most value from it?
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The issue of #Abig datao i s gai nisavgilableanfoensthatm as
candét be processed or analyzed wusing traditiona
before, businesses find themselves data rich and information poor. They are struggling with how to

maximize the value fromtltat a t heyodve coll ected and how to s

With the advent of the smart grid, AEP can collect data and monitor and manage operations more
effectively. For example, we use the data from grid management technologies to help us detect and
diagnose equipment issues so we can perform maintenance before a failure occurs.

Customers can use the data from smart meters to make more informed decisions about how and when
they use energy. Our employees use data to help us understand what our cugiobsysve can serve
them better. |l f we dondét develop a better wunder
the most value from our technology investment, miss an opportunity to improve our business or, worse,
risk being blindsided by pehtial problems.

AEP is among seven Central Ohio companies participating i@dhenbus Collaboratorya partnership

across multiple industries to help companies tackle key techndiogylcl enges i ncl udi ng
cybersecurity. The Ohio Third Frontier Commission approved a state grant with an estimated cost of $5
million to support the initiative, which is supplemented by $21 million of private funding. AEP is
contributing $4 milion over the next four years. This innovative project is a collaborative effort to drive
economic growth and development. AEP is among seven Central Ohio companies participating in the

: Columbus Collaboratory, a partnership across
multiple industries to hplcompanies tackle

key technology chall enge
and cybersecurity. Th@hio Third Frontier
Commissiorapproved a state grant with an
estimated cost of $5 million wupport the

initiative, which is supplemented by $21

million of private funding. AEP is contributing

$4 million over the next four years. This

innovative project is a collaborative effort to

drive economic growth and development.

We are expanding our aibyl to analyze the many different types of data sets we collect. This is helping

us identify trends as well as indicators for improvement. For example, it can help us understand how the
size of a house can be a f aeinenergyiefficieacy programsoBige r 0 s
data can also help us project weather, enabling us to better plan for it. It also gives us greater precision
around decisiomaking. But we are still in the learning phase of understanding and leveraging the
benefits ofbig data to support our business.

Big data can also exacerbate concerns regarding cybersecurity and privacy. As we learn more about and
use big data in our business, we will remain diligent in ensuring that protections are in place to continue
the same igh level of protections necessary to maintain the security of our operations and trust of o
customers.
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Technology & Innovation
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Customers and
Communities

Our Relationships

e AEP Material Issue
Learn More

Our ability to make sustainable business decisions is enhanced by the
relationships we have with many different stakeholders, primarily our regulators,
customers and shareholders but also our other stakeholders. Our business has
always depended on the strength of our relaticnships, and this is so now more
than ever before.

Number of Customers Conducting Online Transactions Successhul relstensnips raquirs good feitn. nonssty
and tI'H.I"ISFIHmI'II:}' about tha reasons for our decisions.

14.8 Million Strategic alllsNcss &N DUSINEss reletionsnips ars
fl. .I\ -'i\ /I. ssssntial 1o advance AEP's business strategy end
(@) (@) }

- et = N

= support economic growth, Improve guaity of ife and
2013 Inmovation, and kesd to 1ar and cost-effective publlic
policles.

Strong Relationships, Strong Communities

“Stakeholder engagement, aithough sometimes contantious, has alwsys been proguctive for us. It has heiped us to expana our thinking In meny ways and hes allowsd us to bs opsen and
cancid about our positions and sctivitiss in the realm of public policy.” — Nick Axins, Chalrman, President & CEC

How VWe Engage Customer experience Strong communities

Learn More
AEP Is committed to engaging stakaholders and ws 0o Our gosl Is to mast or exceed customer expactations. Hsaving vibrant, strong communities s important and
S0 In many different ways. AEP Is working with local lsaders 10 haip ansure
success.
Philanthropy Volunteerism Sustainable Procurement

Education &nd human nesds &re Key 8ra&s of focus for Glving back to our communities through voluntesr AEP works with Its suppliers to drive continuous
AEP's philenthropic giving. senvics Is ingralned In AEP's cuiturs. Improvemant and sfficlenciss within the suppiy chain.



How We Engage

Our commitment to stakeholder engagement and developing healthy, trusting relpsiasmghportant

to us. Stakeholder engagement at AEP takes many different forms, including written correspondence,
social media, teleconferences and faeéace meetings. In November 2013, we held a multi

stakeholder meetingwith EP 6 s | e a dledrbgChairmpan,tPeesident and CEO Nick Akins

During our meeting with environmental organizations andadlgaiesponsible investors, we emphasized

the importance of these relationships to AEP and encouraged stakeholders to share their ideas and
concerns, including opportunities to collaborat
challenges and oppoinities as we transition toward a more sustainable energy future.

We discussed the operational, social and financial consequences of coal unit retirements; the
diversification of our generation portfolio; our investments in new technology and grid mzadien;

our changing business model; and the growth of our transmission business. We also discussed our focus
on engaging our employees to help us meet these challenges.

We recognize the importance of engaging with our fuel suppliers and conductedrtiuicbal supplier
stakeholder meeting in December 2013. More than a dozen AEP coal suppliers joined AEP leaders,
including Nick Akins, to discuss the results of
addition to the survey results, thediss si on f ocused on the future of
relationships with AEP. Through this survey, we have now collected five years of environmental, safety
and health performance data about our suppliers. Our suppliers continue to exleibdrgoerformance
compared with national averages.

Local Outreach

Stakeholder engagement happens at all levels and in many forms throughout AEP. Our operating
companies, power plants and other business units regularly engage with many differenkdstizkeho

a wide variety of topics. In some cases, our approach includes stakeholder collaborative groups focused
on such topics as energy efficiency or resource

planning. In other cases, it is eoa-one or a broader

outreach to a community, such as anmpeuse at a

power plant. As costs of custorrawvned generation 13- INDIANA

decline, communities have become more active

participants in resource planning discussions. :’“O'\ﬁ/,z,RGAN

This was the case in Indiana last year during A unit of American Electric Power
stakehol der meetings ab: an Pow

Integrated Resource Plan (IRP). Participants helped

shape a plan that includes renewable generation and energy efficiency to meet load growth. An IRP,
which is filed with state regulatory commissions, explains how a utility company will meet projected
capady, or peak demand, and energy requirements of its customers. This type of engagement allows
our stakeholders to be more personally involved with our subject matter experts.
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The Role of Social Media

There is nothing as important or effective as develppelationships face to face, but the pace of

change requires us to use a variety of communication channels to engage with our stakeholders and to
stay in touch more generally. Social media plays a significant role in this evolution, although it will

neve replace the personal connections we value.

'§ We regularly connect with stakeholders using

tools such as emaltacebookTwitter,

YouTube LinkedIn, Yammer, Instagram and
blog postsanongothers We can engage those
who have an interest in our business, and we
can see what people are saying about us, our
activities and our industry. This engagement
helps us understantd perceptions some may
have and gives us the opportunity to respond if
we so choose.

Social media has become an increasingly critical tool in our ability to communicate with customers, and
they with us, especially during major storm restoration eff&tisrm damage can leave customers in the

dark with limited or no access to information resources, such as TV, for hours and sometimes days.
During these outages, smartphone devices and tablets become a lifeline for many customers, allowing us
to connect the with reattime information about restoration efforts. AEP uses Facebook, Twitter and
YouTube to share information such as:

1 Estimated restoration times and maps,
T Public safety messages,
1 Photos and videos of the damage.

In late 2013, AEP developed ndeatures on its website, partly in response to the exponential increase
in website traffic from mobile devices. These new features allow customers to learn the cause of an
outage, if known; estimated times for power restoration for their address, andrtherrof customers
affected.

Our Customers

Customers jugde their experience with any company in terms of cost, quality and service. They also
measure value by how well a company responds when something goes wrong. Demonstrating that we
care about our customers in every interaction we have with them is thathkatlfra positive customer
experience. Providing reliable, quality, affordable service is just the beginning. We have to understand
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what our customers want, sometimes before they do, and be ready to meet those expectations. If we do i
right, the paybackdr AEP is brand loyalty and a high degree of satisfaction for our customers.

The customer experience encompasses every touch point we have with our customers, whether on the
phone, with a line crew in the field, through billing and online transactiornisr@mrgh the interactions
our employees have while serving in the community.

Because the customer experience is a high priority at AEP, we hanengized our efforts to improve
customer satisfaction. In 2014, we reintroduced customer satisfactiasvumittcentive compensation

plans for employees through actioriented, measurable customer experience work plans that are being
implemented by our operating companies. These plans include new and enhanced technology solutions,
targeted communication andweation efforts, and improved product offerings, such as energy

efficiency and home warranty programs where
applicable.

We are also building a new baseline of
customer satisfaction survey data from all
customer classes (residential, industrial,
commercial to benchmark against national and
regional peers. Our goal is to ultimately
incorporate the overall customer satisfaction
measure itself into incentive compensation for
employees, similar to current metrics associated
with environmental and safety penfeance.

AEP's line crews are a front line point of contact for
our customers. The customer experience is a high
priority for AEP.

We also know that, increasingly, technology is playing a critical role in how we communicate with our
customers. We know elgonic engagement is important to them because about 43 percent of customers
have already shared their email addresses and about 18 percent are enrolled in paperless billing, a slight
increase from 2012.

In 2013, customers conducted approximately 15 omlbnline transactions with us, a nearly 19 percent
increase from 2012. Web traffic also increased for both desktop and mobile users. We experienced an 82
percent increase in overall transactions compared with 2012. Approximately 735,541 residential,
commecial and industrial customers receive their bills electronically. At the end of 2013, 44 percent of
customer bill payments were being processed online and electronically. Online bill pay and electronic
billing is a winwin for us and our customers; itnsore efficient and ectriendly and enhances

customer satisfaction.

AEP prides itself on quick, responsive and consistent customer service. In 2013, the number of calls that
came into our call centers from customers slightly increased from 2012. Ouhézchsen to provide
customers with a variety of channels for service, including online andes®ite options over the
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phone. Enhanced sead&rvice options empower customers to access and update account information,
make payment arrangements and receivage restoration information.

Customer acceptance of the ssdfvice options aided in reducing our average speed of answer, or how

l ong it takes to answer a call, by 15 seconds i
phone with a custoer increased by three seconds. This increase is attributed to the amount of time our
associates are speaking with customers to resolve their requests. While more customers are opting for
self-service, the more complex calls must still bej,;mber of AEP Customers in 2013

handled by our dbcenters. The complexity of the
call and length of time on the phone with a
customer are directly correlated, which explains
the increase in time spent on the phone.

27%

AEP Ohio

AEP continues to be a leader in customer service
with respect to our large commercialca

industrial customers. The AEP National Key
Accounts program continues to be recognized by
customers as one of the top national account
programs in the industry. The team was recently
recognized by the nation in and
multi-site businesses fexceptional customer

serviceinth&&di son El ectric | nst -4

National Key Accounts progranthis is the third

consecutive year the AEP National Key Accounts

team has beerecognized for its sustained efforts ) Number

to deliver excellent customer service. The team__ (%) Operating Company of Customers
represents AEP and its operating companies by 27,
managing corporate energy and real estate

AEP Ohio 1,464,000

relationships with key national retail and 209% Appalachian Power Company 1,048,000
industrial customers, providing thenitiva single  19% AEP Texas 994,000
point of contact. This is important to these 11% Indiana Michigan Power 587,000

customers who operate mudite, multistate
operations. Our team helps manage their complex

accounts prOVIdes economlc and bUSIness 100/0 Southwestern Electric Power Company 526,000
development services and serves as a technology3% Kentucky Power Company 172,000
resource.

00/ Public Service Company of Oklahoma 540,000

Custaner delinquency rates can be a barometer of the general health of the economy. The positive
trends from previous years of reduced bill delinquencies did not continue into 2013. Total AEP active
account balances that were delinquent increased 14 percemicilre was bleaker in the residential

and nonresidential delinquency levels for those who were behind on their bills 60 days or longer, which
was 36 percent higher than in 2012. In addition, more and more customers are entering into deferred
payment aggements. The inconsistent growth of the economy affects these statistics and will likely
continue to do so. We continuously work with our customers to create payment arrangements to prevent
service disruption. We also offer energy efficiency programs dadation to help lower customer bills
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that may be a result of hightranaverage consumption. We will continue to closely monitor these
statistics and our collection efforts.

The slowefthanexpected improvement in the economy continues to take antsthme of our

residential and business customers. Through grants, we provided approximately $45 million in federal
and private energy assistance in 2013, almost 32 percent less than in 2012. Funding in 2Q4&wof the
Income Home Energy Assistance ProgramLIHEAP, was lower because funding levels vary from

year to year based on congressional action. The LIHEAP program hehosclanve families pay their
heating and electricilks through cash grants that are paid directly to the utility company.

We also provide other types of aid to assist customers.
Our seltserve agency website provides a convenient
way for social services agencies to make their pledges

N E I G H B@ R via the Internet. 112013, more than 11,000 pledges
were recorded, totaling $2 million. In addition, AEP has
fo E I( ; H B@ R Neighbor to Neighbor programs in the majority of its
states that help customers who are behind on their bills
Ohio Utility Assistance Program but whose incomes disqualify them for government

assistane. The funds for this program come from
customer contributions as well as AEP grants.

AEP Ohio residential customers can also participate iRHR® Plus ProgranThe program allows
incomeeligible customers to make reduced payments on their utility service bills based on a percentage
of the household income and heating source. Customers whose hdusebwoile is at or below 150

percent of the federal poverty income guidelines are eligible for PIPP Plus. Regulated electric and gas
companies in Ohio offer the program to their
customers. Customers whose homes are all
electric pay 10 percent of the houskehd 6 s
monthly income year round, while customers
who do not heat with electricity pay 6 percent dfperating Company 2011 2012 2013

t he househol doés monthl;(_lncgme y eg,rn Qupd
each with a minimum $10 payment. AEP OhioAlop achian Power Company i b U 3

Energy Assistance Provided Through AEP to
Help Customers Pay Their Electric Bills
(in millions)

had 130,576 customers participating in the ~ Kentucky Power Company 349 830 $19
program at the end of 2013. Indiana Michigan Power Company $9.6 $8.9 $7.0

_ . AEP Ohio $129  $165  $O1
PUb|IC.SeI’VICG Company of Oquhon”_la (PS.O) Public Service Company $10.5 $9.5 $9.7
helps its customers who are facing financial . o.anoma

hardship to heat and cool their homes through ,

their Light A Life Program. Light ALifeis a  gomam oo " %09 867 956
yearround program allowing customers to pay-a
little extra each month to supp@ustomers in ~ Total $73.9 s67.7 $45.6
need. PSO customers have generously given to the Light A Life program since 1986. In 2013,
approximately 2,100 pledges were recorded, totaling $48,413.
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Measures of Success

In 2013, AEP placed third in the Top 100 Call Center awards fromatBearkingPortal. The

competition compares the performance of customer contact centers throughout North America by
evaluating their key metrics against industry peers. This objective process identifies who is achieving
superior results both in financial agdalitative terms, and AEP ranked among the best in the industry.

Once again, AEP ranked as the-taged utility website in thé.D. Power 2014 Uity Website

Evaluation Study” (UWES). Among the 75 utility companies included in the study, AEP performed
particularly well in the Desktop/Laptop computer category. The UWES is based on website evaluations
from more than 13,000 electric and/or gas resiihl customers. Companies are ranked on a scale of 1

to 500; AEP scored a 451.

Strong Communities

Being a responsible corporate citizen goes beyond the fence line of our property to the heart of the
communities and economies in which we operate omtbaterve. Our investments range from the
thousands of hours our employees volunteer locally, to corporate financial support for important
community programs and initiatives, to economic training and development efforts. The need for our
support is greateghan ever as many areas continue to struggle economically while several of our coal
units prepare to retire, eliminating jobs and

other economic support as a large employer.

Eastern Kentucky is one of the regions that has

been negatively affected by theoeomic

downturn and is bracing for the retirement of
AEPG6s Big Sandy Plant Un
1 is expected to be converted from a eoal

burning unit to a natural gdeeled unit,

effectively ending the use of coal at the plant.

AEP's Economic and Bimess Development group

has

been making inroads across our service territory,
working with local communities to attract and retain
business.

The end of coal operations at Big Sandy Unit 2 will result in the loss of some local tax revenues and

jobs. In esponse, Kentucky Power Company hired InSite Consulting, LLC, a nationally known
economic development consulting firm, to analyz
development opportunities. The results of this study were a catalyst for the bggiohanmultistate

effort called the Kentucky Central Appalachian Economic Recovery Region. In addition, the study was a
catalyst for a joint effort by Kentucky Governor Steve Beshear and Congressman Hal Rogers called
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Shaping Our Appalachian Region. Baththese efforts are regional collaborations between public and
private entities to create jobs and other investments in the eastern Kentucky region.

The analysis found that Eastern Kentucky has much to offer potential businesses, including a skilled
work force, easily accessible roads and a robust inventory of potential development sites. However,

these selling points are not w&thown or AEP Economic Impact 2013

promoted. With the goal of creating a

successful regional economic development Employees (year-end) 18,5211
organization and bringing jobs backER and .65 (bilions) $2.22

Kentucky Power will lead the effort by

. i 3
providing consulting and other resources to “°"t"etion Expenses (bilions) bee
advance these two initiatives, as well as  Local Taxes (millions) $587.9
assisting local economic development State Taxes (millions) $350.2
organizations. Federal Taxes (millions) $124.2

AEPO6s Economic and B®ksiStiess Devel opmenid2
(E&BD) group has been makingr'mads (billions, does not include fuel)

across our service territory, working with ~ Goods & Services from Diverse $689+
local communities to attract and retain Suppliers (millions)

business to help soften the impact of the  Remaining Value of all Gontracts $1.35
economic downturn. This group works (billions)

strategically with businesses, communities, coel Delivered (thousands of tons) 53,748

and state and local officials through our Goal Average Purchase Price $51.38
operating companies to identify potential sitgg,, 1, '

for business relocation and expansion.
Natural Gas Delivered 158.3

. . . (billion cubic feet)
Multiple local and regional economic

development initiatives also took place
throughout 2013. Two of our operating
companies, AEP Texas and Public Service Philanthropic Giving (millions) $21.1¢
Company of Oklahma (PSO), teamed up  Economic Development Contributions (millions) $1.57
with regional and local banks to raise capitat
via senior unsecured term loans to finance ' cludes subsidiaries of AEP

Capitai investments that Support efforts to 2 Includes wages, incentives and fringe benefits (expensed and capitalized)
meet our customerso6 FEEFYIHPYY>S ndi ana
Michigan Power Company iS also engaged fifonstruction expenditures, not investments in subsidiary companies. Ex-
this type of financig. Allowing local banks ~ ¢es discontinued operations.

to provide financing fOf |argecaie Capital 4 Diverse suppliers are classified as Small Business, Small Disadvantaged
eXpenditheS eXpandS more traditional Business, Women Owned Small Business, HUBZone Small Business, Vet-
financing strategies used by AEP.

Natural Gas Average Purchase $4.01
Price (per MMBtu)

eran Owned Small Business, and Service Disabled Veteran Owned Small
Business

5 Supply chain purchased contracts and inventory system

Historically, the opportunity to finance assetg
Includes Corporate and AEP Foundation grants
was limited to large national financial
inStitUtionS Wlth global prth”OS and 7 Includes all grants and contributions by utility units to support
- . .. . ic devel t
traditional capital markets. Raising capital ~ """ “VFPTe
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within our service territory allows us to build liquidity and diversify our lender base. It also allows us to
do business with local banks, promoting stronger local ties and strengthening theiesandhe
communities we serve.

Philanthropy

Corporate philanthropy is also important to our communities because it helps enhance quality of life,
advances education and other worthy endeavors, and enriches communities. In 2013, AEP and the
American Eletric Power Foundation donated more than $21 million to support more than 2,200
community organizations.

In 2013, the AEP Foundation introduced Credits C3{jrat dual p
enrollment program to help students pursue STEM (Science, >
Technology, Engineering, Matmatics) education and careers CRE D ITS
while completing a high school diploma. Through a $5 million,

five-year grant to Columbus State Community College Foundat COU NT
in Ohio, the program will be launched in the Columbus City

Schools in the fall of 2014.

The progranwill help students fill in _ R
|earning gaps so they are ready to take 2013 Total Philanth ropic GlVlng (Corporate

collegelevel courses while still in high and AEP Foundation)
school. By graduation, students will have  ga1e Total
earned credits that count toward a career
ready certificate in a STEMElated field or  Arkansas $130,356
toward a collegelegree in fields that may | giana $1,454,509
include energy, the environment or
information technology. Students who Kentucky $438,024
achieve a grade point average of at least 3.Qouisiana $352,180
are also eligible for college scholarships to Michigan $822 421
continue their possecondary education at

Ohio $11,571,193

Columbus State. Togethehe accumulation
of college credits at no cost while in high  Oklahoma $1,263,086
school and the potential award of college

) Tennessee $8,099
scholarships addresses two of the largest
barriers to attaining a college degree, Texas $1,554,269
especially bydisadvantagegiouthi college  virginia $517,878
preparedness and affotuikty. West Virginia $1.337760
Major components of the program include ©ther” $1,678,277
middle school STEM experiences, college Total $21,128,060

readiness assessments, tutoring, and a
summer brldge program to enhance Engllsh Giving to organizations outside AEP’s Service area or those that benefit
and math skills. The program is designed to ™"l states

119



be replicated in other locations in the A&#tvice territory.

The use of corporate jets is critical to our ability to conduct business in our 11 states. But these assets
can also be used to help those in need. In 2013, AEP Aviation joined more than 550 other corporations
that transport cancer patits to lifeprolonging treatment as part of the Corporate Angel Network

(CAN). According to CAN, flying on corporate aircrafts allows patients to save the expense of
commercial tickets and avoid large

crowds, which can pose a health risk t “'7 4" thariabie Guing

patients withmmune system S
deficiencies. All arrangements are

handled by CAN and there is no

additional cost to the company to

accommodate a patient and his/her

family member or companion. CAN is i

public charity supported entirely by

contributions from individuals,

23.5"'« Education
8.9% Safety & Health
8.7’?’9 Economic Development
7.9% unitied Way
7. 2% Hunger & Housing
5.9% Arts & Culture

foundations and corporations. Althoug! 5.3% Environment
there were no matches between our 4.85% voutn
fli g h t S C h e d u | e a 5 Disaster Rellof

2013, we are ready to support this
initiative in 2014.

Volunteerism

Corporate philanthropy is one way we support our local communities. Ansttieough our work
force, many of whom selflessly serve on local boards and commissions, coach Little League teams, lead
ParentTeacher Associations or volunteer at local homeless shelters and food banks.

AEP and the International Brotherhood of Eleetié/orkers Union, Local 1466, donated a reeord
breaking 405,000 meals to the Mzhio Foodbank during our annual Operation Feed Campaign in

2013. The MidOhio Foodbank works with grocers, food companies, Ohio farmers, the U.S. Department
of Agriculture, al community partners to obtain and distribute food to more than 550 food pantries,
soup kitchens, shelters, aftsrhool programs, and senior housing sites across central and eastern Ohio.
AEP has patrticipated in the Operation Feed Campaign since 1982.

When America celebrated the spirit of

volunteerism on Make a Difference Day, active

and retired AEP employees participated in 26
community projects in nine states. This
Anational day of doing g
USA WEEKEND Magazine in partnership with

Points of Light/HandsOn Network.




Among their projects included sprucing up a playground for children with special needs; a pancake
breakfast to support a | ocal high school s band
Thanksgiving food baskets teedy families; and donating clothing, food and blankets to the homeless.

Nearly 315 Appalachian Power employees and retirees
fanned out across three states to read to schoolchildren
on Read to Me Day 2013.

Other commitments made in 2013:

T A$lmilionAEP Foundation grant to fund the Center
Explorers exhibit in Columbus, Ohio, over the next two years enables guests to explore how
energy is produced and delivered to our homes and businesses, and why the choices we make are
significant.

T A $100,000 AEP Foundation grant to the Armed Services YMCA (ASYMCA) Lawtan Sill,
in Lawton, Okla., will support construction and renovation of facilities to bring current programs
under one roof and provide space for new programmingABMMCA Lawton-Fort Sill was
established in 1942 to meet the needs of military members and their families by providing very
low-cost licensed, quality child care and free household items, clothing and food; assisting
traveling military and family; and prading direct financial aid to military families in need.

1 Recognizing that autism affects thousands of families, including many in our service territory,
the AEP Foundation provided a $50,000 grant to the Highlands Foundation, Inc., located in
PrestonsburgKy., for the Highlands Center for Autism (HCA) financial aid program. HCA is
the only Kentuckybased center that uses the evidemased applied behavior analysis method to
treat children with autism. The grant will be used by HCA to help underwritenieedexpenses
and help fund enhancements that will aid in treatment.

Sustainable Procurement

We work with fuel and nonfuel suppliers to drive continuous improvement and efficiencies within the
supply chain while improving environmental and safety peréonre. We ask suppllers about their
sustainability strategy and activities throug
our procurement process, and we advise
them of opportunities to help them reduce
mitigate their impacts on natural resources

AEPO6s Supply Chai n,
Fleet (perations underwent a significant
transformation in 2013. Through continuou
improvement initiatives, the group has
significantly reduced costs, streamlined
sourcing practices and established a Cent
of Excellence to provide benchmarks and
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analytics, estalish best practices, and measure our progress in achieving cost and efficiency
improvements.

One example of rooting out waste and i mproving
sheeting, 0 where we br ok epridte averheadltasts tmbutldeamewdaigh, | a
voltage transformer. This allowed AEP to negotiate from a more informed position that resulted in
significant savings. We also developed a loegn business plan for procurement called the

ATransf or mataitgmalwiRIhaad he goal of being an i ndu:
2018. The Placemat serves as a priority list that includes goals, initiatives to help us reach those goals,
and metrics to measure the results.

The Economic and Business Developin@&&BD) group is also focusing on AEP suppliers as part of
its relocation efforts. Through their comprehensive location advisory services, they can help our
suppliers increase profitability, lower operating costs and maximize supply chain efficiencies.

AEP also works directly with its fuel suppliers and surveys its
= coal suppliers on their environmental, safety and health
2013 o8 performance. We have conducted feurveys of our coal
A Y supplers, a commitment we made to stakeholders to better
AEP Sustainability understand the lifecycle of coal, its impacts on the environment
Survey of and how our suppliers are addressing those impacts, and to share

Coal Suppliers leading practices.

The AEP Sustainability Survey of Coal Suppliershis only

known survey of the coal industry. It reflects an assessment of
approximately ondnalf of the coal mined in the United States

and nearly every coal basin in the country. The 2013 report

mar ked AEP6s fourth year conduc
based on 2011 and 2012 data.

The 2013 report also marks a major milestone for AEP and the

3" onorgyecoramyekonmon ——— coal industry as we now have collected five years of data, giving

j ~= % us important industry insights. Key findings include a

consistently high level of safety, health amvironmental performance, with our suppliers performing

better than the national average. We also have seen an increased commitment to sustainability reporting,
with 45 percent of our respondents now publishing social responsibility reports compargéd with

percent in 2009.

This survey gives us important insights into the environmental, safety and health performance of the
coal industryi validating that we share common values and strive for excellence in managing our
impacts to the environment and keapamployees safe. We have learned much about our suppliers, and
they have learned about their own industry through this process. For example, a majority of respondents
have programs that include training, job safety analysis programs, risk assessmeainaisd

programs.
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