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AEP Background

Generation 35 GW capacity

Transmission 39,000 miles

Distribution 201,000 miles

Customers 5 million

* Located in 11 States — AR, OK, TX, LA, VA, WV, OH, KY, IN, Ml and TN

» Vast majority of coal-fired generation is in Ohio, West Virginia and Indiana

 About 70% of AEP generating capacity is coal-fired, with the remainder
nuclear, gas, hydro or wind




AEP Climate Change
Position and Strategy

AEP does not support mandatory US greenhouse gas
requirements unless they are part of a new international
agreement that limits GHGs in the long term including

developing countries such as China and India.
AEP GHG strategy includes:

Proactive on GHG policy (IETA, EPRI, Pew, e7, Business
Roundtable etc.)

Active engagement in science and technology R&D (e.g. Carbon
sequestration, EPRI Climate Change Roadmap, MIT, etc.)

Taking voluntary action (CCX, EPA Climate Leaders, EPA SF-6
Program, e7, DOE Climate Challenge and1605B, BRT Climate
Resolve and EEI). Centerpiece CCX. Awards/Recognition—(1)
Climate Leadership Index (CDP-2, CDP-3 and CDP-4); (2) EPA
2005 Climate Protection Award
Long-term planning (post-2010) to reduce or limit GHGs:

* IGCC and FutureGen

* Retirement of less efficient capacity

* New wind and possibly other renewables

» Off-system reductions (e.g., forestry. Methane capture)



CCX Overview

 An unprecedented voluntary greenhouse gas
emission reduction and trading pilot program
administered by 100+ companies and

organizations

 Total member emissions= About 240 MM metric
tons CO2 equivalent (~4% US CO, emissions)

e Member commitment to reduce GHG emissions
below a “baseline” (average 1998-2001 levels):

* 1% in 2003
2% in 2004

* 3% in 2005

* 4% in 2006

* 4.25% in 2007*
 45% in 2008*
e 5% in 2009*

* 6% in 2010*

*Extension Period

AEP Info:

» Current Baseline = 155 MM metric
tons (adjusted for divestitures)

* Reduction or offset of about 46 MM
metric tons of CO2 during 2003-10

 AEP One of 14 founding members

e AEP first company to commit to
extension period




AEP Objectives in Participating in CCX

 Opportunity to set public policy precedents (e.g. market
approach with all greenhouse gases and all reduction types
counted)

 Central part of overall climate change strategy to meet the
President's voluntary plan

* Learning opportunity from market & competitors
« Value as socially-responsible investment
 Opportunity to do so at arelatively low cost

 Incorporates greenhouse gas risks in capital and O&M
decisions (through CO2 price), promoting cost-effective
reductions (examples in past several years):

— Plant efficiency improvements

— Retirements/mothballing old gas steam & coal units
— Nuclear availability improvements

— Forest management and forestry projects

— SF-6 leakage reductions

— Wind plant development and purchases



|GCC Overview
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Integrated Gasification
Combined Cycle’s Promise

Lowest capital cost (when mature) among coal-based
technologies

Feedstock & product flexibility (with added cost)

— Coal, petcoke, or biomass feedstocks
— Electricity, steam, syngas, liquid fuels, or chemical products

Highest efficiency among coal-based technologies
(when mature)

Best emission characteristics among coal-based
technologies

Most carbon-friendly fossil-fuel technology
The technology of choice to KEEP COAL IN THE MIX

— Strategically important to energy security and economy



AEP’'s IGCC Investment

AEP moving forward with plans to build two 619 MW
plants over the next several years. Possible
additional plants longer term

Sites being considered include:

— Meigs County, OH

— Lewis County, KY

— Mason County, WV (adjacent to Mountaineer Plant)

Regulatory status

— Ohio--Filed cost recovery plan with PUCO; Received approval
and recovery for Phase | expenditures for the plant

— West Virginia — filed Certificate of Public Convenience and
Necessity in early 2006.

R&D Activities:

— Mountaineer Sequestration Demonstration
— FutureGen participation



State Actions Can Encourage
Environmental Investments

Regulatory Incentives—

* Provide advanced approvals for completely recovering investments in
new cleaner generation (e.g. IGCC, renewables etc.)

* Longer-term view of generation not solely relying upon least-cost tests

« Extra return on shareholder equity

Tax Incentives—

« State tax incentives, in addition to federal ones, for new technologies
e.g., clean coal, renewables

* Production tax credits

Renewable Incentives
» Green Power Tariffs (e.g. AEP recent filing)
Energy Efficiency Incentives
« Tighten Appliance and Lighting Standards
» State Building Codes



