BEFORE THE

LOUISIANA PUBLIC SERVICE COMMISSION

ORDER NO. U-23327
SOUTHWESTERN ELECTRIC POWER COMPANY " SWEPCQO",
CENTRAL AND SOUTH WEST CORPORATION " CSW" AND
AMERICAN ELECTRIC POWER COMPANY, INC. " AEP"

EX PARTE.

Docket No. U-23327 - Inre: The applicantsjointly request aletter of non-opposition to a proposed
Business Combination and Merger.
(Decided at Open Session held July 28, 1999)

INTRODUCTION

On May 15, 1998, Central and Southwest Corporation ("CSW"), Southwestern Electric
Power Company ("SWEPCQO"), and American Electric Power Company, Inc. ("AEP") (collectively,
the "Applicants') filed an application with this Commission seeking approval of a merger between
Central and Southwest Corporation and American Electric Power Company. Themerger isproposed
to be accomplished through the exchange of CSW common stock for AEP common stock at aratio
of 0.60 AEP share to one CSW share. Based upon the share price at closing on the last trading day
before announcing the merger, the total value of the 127 million sharesto be issued by AEP is $6.6
billion. If completed, the combined holding company will be the largest holding company in the
United States in terms of total customers, generating capacity, and MW sold, and the fourth largest
in terms of revenues. The Applicants believe that the merger isin the public interest, will provide
savingsto ratepayers by maintaining and improving efficiencies, and will result in acompany with an
improved financia position. I1n responseto thefiling, the Commission opened Docket No. U-23327,
appointed an Administrative Law Judge who established a procedural schedule, and directed its
expert consultants and Special Counsel to analyze the proposed combination.

This merger required the analysis of numerous complex technical and policy issues. Our
consideration of proposed mergersisguided by the standards set forth in Commission General Order
In Re: Commission Approval Required of Sales, Leases, Mergers, Consolidations, Stock Transfers,
and All Other Changes of Ownership or Control of Public Utilities Subject to Commission
Jurisdiction (March 18, 1994). This General Order enumerates eighteen standards that must be
satisfied before the Commission will approve amerger. The planned asset transfer must also comply
with Commission General Order In Re: Commission Approva of Security Issues and Assumptions
of Liability (November 13, 1996).

Often conditions to the merger must be adopted to satisfy the standards in the Commission's
Genera Orders and to ensure both that the merger is in the public interest and that Louisiana
ratepayers are protected from any potential adverse consequences stemming from the merger. Of
particular importance in this proceeding are the standards relating to whether the merger isin the
public interest; whether the merger provides net benefits to ratepayers and a ratemaking method to
ensure that these benefits are actually enjoyed by ratepayers; the ability of the acquiring utility to
provide safeandreliableservice; thefinancia condition of the resulting company; whether thetransfer
adversely affects competition; whether the transfer will improve the quality of management of the
resulting public utility; whether the transfer is fair to the affected public utility employees; whether
the transfer preserves the Commission's jurisdiction and ability to regulate effectively; and, whether
it isnecessary to attach conditionsto prevent adverse consequences that may result from the merger.
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After careful consideration of theseissues, the Commission hasdetermined that it will approve
the merger but only subject to certain conditions required to protect ratepayers. These conditions
are designed to (1) capture for ratepayers the actual savings resulting from the merger; (2) protect
ratepayers from any adverse effect on rates or quality and reliability of service; and (3) ensure that
transactions among the AEP affiliate companies do not result in cost increases to Louisiana
customers. The specific conditions are set forth in the appendix to this Order, entitled " Stipulation
and Settlement,” and arediscussed in moredetail below. Subject to these conditions, the Commission
approves the proposed merger.

A. The Applicants

1. American Electric Power Company, Inc.

AEPisapublic utility holding company registered under the Public Utility Holding Company
Act of 1935, with utility operating subsidiaries engaged primarily in the generation, transmission,
distribution, and sale of eectric energy to over 3 million customersin 7 states. AEP aso owns non-
utility subsidiaries. AEP isaNew York corporation with its principal executive offices located in
Columbus, Ohio. AEP owns al of the outstanding shares of common stock of seven domestic
electric utility operating subsidiaries, Appaachian Power Company, Columbus Southern Power
Company, Indiana Michigan Power Company, Kentucky Power Company, Ohio Power Company,
and Wheeling Power Company.

The AEP operating companies serve nearly three million people in portions of Indiana,
Kentucky, Michigan, Ohio, Tennessee, Virginia, and West Virginia Thegeneration and transmission
facilities of AEP's subsidiaries are physically interconnected, and their operations are coordinated as
a single integrated electric utility system. The transmission networks are interconnected with
extensive distribution facilities in the areas served by AEP's utility operating subsidiaries.

AEP aso owns AEP Service Corporation ("AEPSC"), which primarily provides servicesto
the regulated operating companies, and AEP Generating Company, which sells power and energy at
wholesale to certain AEP operating companies and to unaffiliated purchasers. The AEP operating
subsidiaries own severa coa companies, including Conesville Coal Preparation Co., Southern Ohio
Coa Company, Central Ohio Coal Company, Windsor Coal Company, and Cardinal Operating Co.
(which is jointly owned with Buckeye Power, Inc.). AEP also owns interests in unregulated
enterprises.

AEP owns 38 power plants with an aggregate generating capacity of 23,759 MW. This
capacity is made up of the following generating sources.

Codl/Lignite 20,670 MW (87%)
Nuclear 2,138 MW (9%)
Hydro/QOil 950 MW (4%)

AEP owns roughly 22,000 miles of transmission lines and 119,000 miles of distribution lines.

The retail operations of the AEP operating companies are subject to the jurisdiction of the
public service (or utilities) commissions of Indiana, Kentucky, Michigan, Ohio, Tennessee, Virginia,
and West Virginia. The Federal Energy Regulatory Commission ("FERC") regulates the wholesale
purchases and sales of the operating companies and other AEP subsidiaries as well asthe rates and
serviceofferingsof AEP'sbulk transmissionfacilities. TheNuclear Regulatory Commission ("NRC")
exercises regulatory authority over the operation of the nuclear unit owned by Indiana Michigan
Power Company, one of the AEP operating subsidiaries. The AEP System is also subject to
regulation by the Security and Exchange Commission ("SEC") under the Public Utility Holding
Company Act of 1935.

2. Central and Southwest Corporation

CSW isdso aregistered public utility holding company that owns all of the common stock
of four electric utility operating subsidiaries; SWEPCO, Central Power and Light Company ("CPL"),
Public Service Company of Oklahoma ("PSQO"), and West Texas Utilities Company ("WTU"). CSW
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indirectly owns all of the outstanding stock of Seeboard, aregulated regional electricity company in
England and Wales. CSW aso owns Central and South West Services, Inc. ("CSWS'), which
provides administrative and general and other servicesto the four operating companies. CSW owns
anumber of other subsidiariesthat are engaged in avariety of ventures. The basic structure of CSW
pardlelsthat of AEP, although some differences exist in the business functions of the non-operating
company subsidiaries.

The CSW operating companies provide electric service to approximately 1.7 million
customersinawidely diversified areacovering 152,000 square miles. The CSW operating companies
serve portions of the states of Louisiana, Texas, Oklahoma, and Arkansas. A majority of CSW's
Texas operations take place within the Electric Reliability Council of Texas ("ERCOT") while the
remainder of CSW's operations are within the Southwest Power Pool ("SPP"'). On acombined basis,
the CSW operating companies serve approximately 1,470,000 residential customers (sales of 17.9
billion kwh); approximately 214,000 commercia customers (sales of 14.5 billion kwh); over 22,000
industrial customers (sales of 21.0 billion kwh); and, over 14,000 customersin other categories such
as municipa service and salesfor resale (sales of 1.7 billion kwh). The CSW operating companies
own 13,739 MW of installed generating capacity, fired by the following fuel sources:

Coal 5,358 MW (39%)
Gas and Oil 7,282 MW (53%)
Nuclear 1,099 MW (8%)

As previously mentioned, SWEPCO is one of the CSW operating companies. SWEPCO
provides electric service in a 25,000 square mile territory covering the northwest portion of
Louisiana, aswell asin northwestern Texas and western Arkansas. SWEPCO serves nearly 414,000
customersin these three states, many of whom are located in the cities of Shreveport, Bossier City,
Texarkana, Fayatteville, and Longview. SWEPCO provides service to approximately 169,000
customers in Louisiana.

Theretail operations of SWEPCO-Louisiana("SWEPCO-La.") aresubject to thejurisdiction
of the Louisiana Public Service Commission. SWEPCO's retail operations are also regulated by the
Public Utility Commission of Texas and the Arkansas Public Service Commission. The retail
operations of the other three CSW operating companies are regulated by the public service
commissions of Texas and Oklahoma. The FERC regulates the wholesal e transactions of SWEPCO
and the other CSW operating companiesand CSW subsidiariesaswell astheir bulk transmission rates
and services. The NRC exercisesjurisdiction over the CSW nuclear operations. The CSW System
also is subject to regulation by the SEC under the Public Utility Holding Company Act of 1935.

B. The Application

AEP and CSW filed a joint application with this Commission seeking approval of the
proposed merger of their two systems. CSW seeks permission to exchange al of the common stock
for sharesin AEP. If approved, al of CSW's accounts will be transferred to AEP, and the CSW
electric utility operating companies will become operating subsidiaries of AEP. AEP and CSW also
sought approval of aregulatory plan that contained the following elements:

1. Merger Savings -- Applicants proposed a 50/50 sharing between shareholders and
ratepayers of an estimated amount of non-fuel savings to be realized through the
merger. The amount to be shared would be calculated after all merger costs and
costs to achieve the savings were deducted from the savings. Applicants sought to
include in SWEPCO-La.'s cost of service the shareholders portion of the estimated
savings. Applicants also sought to capture in cost of service the ratepayers share of
savings by accel erating the depreciation rate of SWEPCO-L a.'s distribution plant and
accel erating recovery of the unamortized portion of certain debt and regul atory assets.

2. Fuel Savings -- Applicants proposed to pass al fuel savings to ratepayers through
the fuel adjustment clause.
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3. Rate Cap -- SWEPCO-La. offered to cap itsrates at current levels through January
1, 2002, subject to certain exceptions designed principally to capture large cost
increases.

4. Merger Costs -- Applicants sought to recover all of the merger and transition costs
through deferral and amortization over 5 years.

5. Off-System Sales -- Applicants sought a sharing between customers and
shareholders on a 50/50 basis of all off-system sales margins above recent historical
levels.

Contemplating a June, 1999 closing date for the merger, the Applicantsinitially requested a
decision from the Commission by the end of April, 1999. However, after the application wasfiled,
the FERC denied the Applicants request for summary approval of the merger and set the casefor full,
contested hearings, noting that the proposed merger raised serious concerns regarding the potential
adverse effect on competition of the combined companies. [Inre: American Electric Power Co., 85
FERC 1161, 201, pp. 21-22. (Nov. 10, 1998).] Asaresult, the Applicantsfiled arevised plan with
the FERC, including proposed mitigation, addressing the FERC's market power concerns. The plan
calsfor the divestiture of certain generation assets that are part of the CSW System. Generation is
to be divested in both the ERCOT and SPP areas of CSW.* This plan may be revised further by the
FERC and could include the divestiture of additional generating assets.

The proposed plans for asset divestiture, along with the other issues being addressed at the
FERC, are complex and have important potential ramificationsfor Louisianaratepayers. Asaresult,
the Commission believed it advisable to postpone the targeted decision date to alow these and other
issues to be analyzed fully. This brief postponement also provided the parties with an opportunity
to negotiate a settlement of the issues in our Docket. The Commission notes further that the
proceedingsin Texas are still pending, as are proceedings before state public service commissionsin
some of the AEP jurisdictions.

C. Necessary Regulatory Approvals

In addition to the Louisiana Commission, the merger requires approval from at least 8
regul atory agenciesand onefederal government department: the FERC, the Securitiesand Exchange
Commission ("SEC"), the NRC, the Federa Communications Commission, the Federal Trade
Commission, the state public service commissions of Arkansas, Texas, and Oklahoma, aswell asthe
United States Department of Justice. AEP and CSW have made the required filings with each of the
regulators and agencies, but final approval has not been obtained from any regulator other than the
Arkansas Public Service Commission. Additionally, the Dockets pending in jurisdictions served by
the AEP electric utility operating companies will have to be completed.

The status of the major proceedings before the federal and state regulatory agencies is
discussed below.

1. Federal Approvals

a. FERC

On April 30, 1998, Applicants filed for approval of the merger with the FERC. Applicants
contemporaneously requested approval of threerelated filings: (1) a System Integration Agreement,
pursuant to which the combined system will operate on a coordinated basis after the merger; (2) a
System Transmission Integration Agreement governing transmission system coordination; and (3) a
Transmission Reassignment Tariff providing for the sale and reassignment of unused transmission
capacity. Applicants requested approval of the merger and related filings without an evidentiary

1 I n connection with anon-unanimous settlement with the Texas Commission and certain Texas
intervenors, CSW has committed to divest additional CP& L generation assetsin ERCOT.
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hearing. Numerous partiesintervened in the FERC Dockets, including thisCommission. The FERC
consolidated the Dockets addressing the merger and related filings.

The FERC has jurisdiction to determine whether a merger is consistent with the public
interest. 16 U.S.C. §824b(a) (1994). To make this determination, the FERC examines the effect of
the merger on competition, rates, and regulation. [See Inquiry Concerning the Commission's Merger
Policy under the Federal Power Act: Policy Statement, Order No. 592, 61 Fed. Reg. 68, 595 (1996),
FERC Stats. and Regs. 131,044 (1996), order on reconsideration, Order No. 592-A, 62 Fed. Reg.
133,341 (1997), 79 FERC 161,321 (1997) ("Merger Policy Statement)."] Inthiscase, the screening
analysisrevealed an excessive concentration in the region served by CSW. According to Applicants,
this concentration resulted from the need to purchase a 250 MW firm transmission contract path in
order to link the AEP and CSW systems. These systems are not otherwise integrated, which is
required under PUHCA before holding companies may merge.

Applicants proposed to mitigate their enhanced market power by dedicating into the market
250 MW of capacity for two, two-year periods. Applicants subsequently revised this proposal to
require the divestiture of certain generating units located in Oklahoma on the CSW system. This
mitigation plan may be amended further to include additiona divestiture.

On November 10, 1998, the FERC denied Applicants request to approve the merger and
related filings without an evidentiary hearing. [Inre: American Electric Power Co., 85 FERC {61,
201 (Nov. 10, 1998).] The FERC found that the proposed merger failed the screening analysis. [65
FERC 161,201 at p. 21.] The FERC aso rejected the Applicants market power mitigation plan.
[1d.] The FERC set these issues for afull evidentiary hearing. The FERC aso set for hearing the
effect of the merger on retail competition and rates and the need for ratepayer protection provisions.
[Id. a pp. 23-29.] The System Integration Agreement and System Transmission Integration
Agreement were also made subject to afull evidentiary hearing. [Id. at p. 32.]

Theissuesbeing addressed by the FERC, particularly thoserel ating to the proposed mitigation
plan, may have significant impact on Louisianacustomers. Asnoted previoudly, Applicantshavefiled
a revised mitigation plan that calls for divestiture of certain generating assets located in the SPP
portion of the CSW System. The divestiture of generating units in the SPP portion of the CSW
system may diminish the capacity available to satisfy the native load requirements of Louisiana
customers and could cause significant increases in SWEPCO's purchased power costs. Because
SWEPCO is projected to experience a capacity shortage by (or before) the 2001 summer cooling
season, any generation divesture may have a material adverse impact on SWEPCO's costs and,
therefore, the rates charged to Louisiana customers. This is an area of obvious concern to the
Commission. The Commission is also concerned that the proposed system agreements not result in
cost shifting from AEP to SWEPCO or be otherwise unjust or unreasonable.

Hearings on the merger approval application and the related Dockets commenced before a
FERC administrative law judge on June 29, 1999 and concluded on July 19, 1999. The Louisiana
Commission was an active participant in the proceedings and sponsored the testimony of Mr. Steve
Baron of J. Kennedy and Associates, Inc. The Commission'stestimony responded to proposals made
by various intervenors to require CSW immediately to divest in excess of one thousand MW of
generation in the CSW-SPP area. Thisis precisaly the type of proposal that would cause SWEPCO
to be short of capacity to serve its Louisiana native load customers and, at the very least, raise
Louisianaratepayer costs. Theissues are currently being briefed and by order of the full FERC, the
presiding Administrative Law Judge is required to issue hisinitial decision no later than November,
24, 1999.

b. SEC

On April 1, 1998, the SEC approved Applicants' Joint Proxy Statement, which requested
authority to solicit proxies for shareholder approval of the proposed merger.

On October 1, 1998, Applicantsfiled for SEC approval of themerger. Applicants expect that
the SEC will approve the merger thirty to sixty days after the FERC issuesits decision. The October
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1, 1999 filing aso included cost alocation factors for the combined company. The SEC has not yet
responded to this filing, and there is no determined date when action is expected.

Applicants also plan to file a proposed new service company agreement, which includes
changesto the alocation methodol ogiesfor affiliate transactions. Applicants have agreed to provide
this filing to the Commission, which will review the filing and determine whether to intervene and
take action before the SEC. The alocation methodologies for affiliate transactions affect the level
of costs charged by AEP to the electric utility operating companies, including SWEPCO. It isthe
Commission's position that these all ocation factors do not determine the ratemaking treatment of the
AEPSC or any other affiliate transaction costs. Applicants disagree with this position, athough they
have agreed that the Commission may disalow such costs if it finds the costs imprudent,
unreasonable, or excessive.

C. NRC
Applicants filed a request with the Nuclear Regulatory Commission to obtain approval to
transfer control of the South Texas Project nuclear facilities to AEP, Central Power & Light Co.,
which owns a portion of the unit isasubsidiary of CSW. These proceedings are still pending before
the NRC, and no definitive date has been set for action.

d. Other Approvals

In addition to these regulatory approvals, both AEP and CSW were required to obtain
shareholder approval for the merger. On May 28, 1998, CSW shareholders gave their approval. On
May 27, 1998, AEP sharehol ders approved theissuance of the additional sharesof AEP stock needed
to consummeate the merger.

2. State Commission Approvals

CSW serves retail customers in Louisiana, Arkansas, Texas, and Oklahoma, and the state
public service commission of each of these states must approve the merger. AEP and CSW have
therefore applied to each state commission for merger approval. The Arkansas Public Service
Commission has approved the merger, subject to certain conditions. The proceedingsin Texas are
still pending.

a. Arkansas

Inaseriesof orders, the Arkansas Public Service Commission approved the proposed merger,
subject to anumber of conditions. Initsinitial order, the Arkansas Commission found "no persuasive
evidence that the proposed merger would adversely affect SWEPCO's Arkansas customers or the
overall publicinterest if consummated subject to the express conditions set forth hereinafter.” [Inthe
Matter of the Joint Application of American Electric Power Co., Inc., Docket No. 98-172-U, Order
No.5at p. 7 (Aug. 13, 1998).] However, itsapproval is conditioned upon satisfactory resolution of
the FERC proceedings. The Arkansas Commission remains an active participant in the FERC
proceedings involving the Applicants market power mitigation plan and proposed divestiture of
generation assets.

TheArkansas Commissionimposed conditionsonthemerger concerning quality andreliability
of service, cost of capital protection, stranded cost recovery, Ohio Power issues, notice and filing
requirements, and most favored nations protection. It also adopted aregulatory plan governing the
treatment of and the manner in which the costs and benefits of the merger would be reflected in
SWEPCO'sArkansasretail rates. [Inthe matter of the Joint Application of American Electric Power
Co., Docket No. 98-172-U, Order No. 9 (December 17, 1998).] The regulatory plan provides for
arate cap through 2002, the reflection of merger savings and costs in retail rates over 5 years, the
flow through of fuel savings through the fuel adjustment clause; and, a hold harmless provision
regarding the effects of any market power mitigation plan approved by the FERC. The Arkansas
Commission aso required most favored nations protection; notice requirements for certain filings,
and, awaiver of any requirement under the Ohio Power decision that the Arkansas Commission lacks
authority to determinethe reasonabl eness of non-power affiliate costsfor retail ratemaking purposes.

-6- Order No. U-23327



b. Oklahoma

The Oklahoma Public Service Commission regulates the retail rates and service of Public
Service Company of Oklahoma. In July, 1999, the Oklahoma Public Service Commission approved
the proposed merger. The Order includes conditions similar to those imposed by the Arkansas
Commission. The Order has been appealed by one customer group. However, in testimony before
the Commission, AEP stated that it was prepared to proceed with the merger regardless of the
pendency of the appeal. [07/07/99 Test., R. Munczinski.]

C. Texas

The Public Utility Commission of Texas ("PUCT") also regulates the retail operations of
SWEPCO aswell asthose of West Texas Utilities Company and Central Power and Light Company,
which are also CSW operating companies. On April 30, 1998, AEP and CSW filed an application
with the PUCT requesting approva of the merger. Numerous parties intervened in the proceeding,
including customers, competitors, and other regulatory authorities.

The parties have engaged in settlement negotiations and reached a settlement with the Staff
of the Texas PUCT aswell asthe mgjority of the partiesinvolved in the PUCT merger proceeding.
Applicants filed anon-unanimous " Stipulation and Agreement,” reflecting the terms of the proposed
settlement. A number of parties objected to this agreement.

Thenon-unanimous Sti pul ation and Agreement contains provisionssimilar to those approved
by the Arkansas Commission. Theagreement also includesadditiona elementsto theregulatory plan
and provisions addressing off-system sales margins, affiliate transactions, and other issues. The
Applicants have reached agreement with the Staff of the Texas Commission in which they have
committed to divest additional generation assets (over and above those they committed to divest in
the FERC proceeds) within ERCOT.

Hearings on the Applicants petition in Texas were conducted before an administrative law
judge appointed by the PUCT. Those hearings were concluded in August, 1999, and the parties are
awaiting the ALJs initial decision.

. PROCEDURAL HISTORY BEFORE THISCOMMISSION

After receiving the merger application, the Commission docketed thismatter and assigned the
Honorable Vaerie Meiners, Chief Administrative Law Judge, as the Presiding Administrative Law
Judge. The Commission engaged J. Kennedy and Associates, Inc. and Stone, Pigman, Walther,
Wittmann & Hutchinson, L.L.P. to assist the Commission's in-house Economics and Rate Analysis
Division and in-house Staff legal counsel in representing the Commission inthismatter. Interventions
werefiled on behaf of Entergy Gulf States, Inc., Entergy Louisiana, Inc., the LouisianaEnergy Users
Group ("LEUG"), Koch Refining Company, L .P., the Association of L ouisianaElectric Cooperatives,
Inc., Dixie Electric Membership Corporation, Beauregard Electric Cooperative, Inc., Claiborne
Electric Cooperative, Inc., Valley Electric Cooperative, Inc., and the International Brotherhood of
Electrical Workers ("IBEW").

On July 30, 1998, a status conference was conducted by Judge Meiners. A procedural
schedule was established which included deadlinesfor discovery, thefiling of testimony and exhibits,
aswell as hearing dates.

The Commission Staff engaged in extensive discovery fromthe Applicants, including multiple
rounds of data requests and depositions of numerous Applicant witnesses who submitted pre-filed
testimony. The IBEW also issued data requests to the Applicants. On November 20, 1998, the
Commission Staff and IBEW submitted prefiled testimony in response to the direct testimony
previoudly filed by the Applicants. The Applicants propounded discovery to the Staff and deposed
the Commission's expert witnesses, Rick Baudino and Lane Kollen. On January 19, 1999, the
Applicants filed rebuttal testimony to respond to the issues raised by the Staff and the IBEW.
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During the course of discovery, the Applicants and the Commission Staff engaged in lengthy
negotiations in an attempt to resolve the outstanding issues related to the merger. Ultimately, the
Commission Staff and the Applicants reached agreement on a proposal to present to the Commission
to resolve the mattersin this Docket. A hearing was held before Chief Administrative Law Judge
Meinerson July 7, 1999. The Commission Staff offered into evidence the "Proposed Stipulation and
Settlement” that had been negotiated between the Applicants and the Staff. Commission Staff
witnesses Richard A. Baudino and Lane Kollen offered testimony in support of the Proposed
Stipulation and Settlement and were made available for cross-examination by al parties. The
Applicants, SWEPCO, CSW, and AEP presented two witnesses, Richard E. Munczinski and David
G. Carpenter, who also testified in support of the proposed settlement. Messrs. Munczinski and
Carpenter were made available for cross-examination by al parties and were in fact cross-examined
by the Commission Staff.

Counsel for several of the Intervenors, namely, the Association of Louisiana Electric
Cooperatives, the Louisiana Energy Users Group, Dixie Electric Membership Corporation,
Beauregard Electric Cooperative, Inc., Claiborne Electric Cooperative, Inc. and Valley Electric
Cooperétive, Inc., entered appearances at the hearing. However, none of the Intervenors presented
evidence or testimony at the hearing. Following the testimony of the Commission Staff's and
Applicants witnesses, an opportunity was provided for other parties to state objections to the
proposed settlement. There were no objections.?

Following the July 7, 1999 hearing, Chief Judge Meiners issued a Report of Proceedings.
After outlining the history of the Docket and the participation of the parties at the hearing, the Report
stated:

In light of the proposed settlement, there are no disputed issues to be
considered and addressed by the administrative law judge in the form of a
Recommendation. Instead, the administrative law judge herewith submits a copy of
the Proposed Stipulation and Settlement, together with a copy of a cover letter from
Staff Counsel to all counsel of record, providing an overview of the terms of the
Proposed Stipulation and Settlement.

All parties are advised that the Proposed Stipulation and Settlement will be
considered and voted on by the Commissioners at an upcoming monthly Commission
meeting.

Report of Proceedings, Docket No. U-23327 (July 13,
1999) at p. 3).

1. DISCUSSION OF THE ISSUES

A. Overview

In recent years, this Commission has considered a number of mergers involving electric
utilities, including the Entergy/Gulf States Utilities merger (Order No. U-19904), the
BREMCO/SWEPCO merger (Order No. U-20315) and the TECHE/CLECO merger (Order
No. U-21128). Our experiencewith the earliest of these mergersinfluenced the Commission to adopt
its March 18, 1994 General Order codifying the standards that all mergers must meet. In addition,
however, the post-merger experience with these combinations has demonstrated some of the
problems mergers may cause.

Many of the conditionsthat we impose on this merger are designed to avoid past mistakesin
other transactions. The plan for capturing merger-related savings coupled with the conditions we
require, as set forth in the Stipulation and Settlement attached hereto as Appendix A, will result in
amerger that satisfies the eighteen standards contained in our March 18, 1994 Genera Order while

2 Prior to the hearing, two of the Intervenors, Koch Industries, Inc. and the International
Brotherhood of Electrical Workers, had filed into the record statements of no opposition to
the proposed merger of AEP and CSW.
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ensuring that ratepayers will not be harmed, either financialy or regarding service quality and
reliability, as a result of the merger. In addition, this Commission will retain its jurisdiction and
authority over SWEPCO and the transactions in which it engages.

B.

General Order Standards

Our March 18, 1994 General Order, Inre: Commission Approval Required of Sales, Leases,
Mergers, Consolidations, Stock Transfers, and All Other Changes of Owner ship or Control of Public
Utilities Subject to Commission Jurisdiction, sets forth the eighteen factors to be considered by the
Commission in analyzing proposed mergers.

1.

2.

10.

11.

12.

13.

14.

15.

16.

Whether the transfer isin the public interest.

Whether the purchaser is ready, willing and able to continue providing safe, reliable
and adequate service to the utility's ratepayers.

Whether the transfer will maintain or improve the financia condition of the resulting
public utility.

Whether the proposed transfer will maintain or improve the quality of service to
public utility ratepayers.

Whether the transfer will provide net benefitsto ratepayersin both the short term and
the long term and provide a ratemaking method that will ensure, to the fullest extent
possible, that ratepayers will receive the forecasted short and long term benefit.

Whether the transfer will adversely affect competition.

Whether the transfer will maintain or improve the quality of management of the
resulting public utility doing businessin the State.

Whether the transfer will be fair and reasonable to the affected public utility
employees.

Whether the transfer will be fair and reasonable to the majority of all affected public
utility shareholders.

Whether thetransfer will be beneficia on an overdll basisto Stateand local economies
and to the communities in the area served by the public utility.

Whether the transfer will preserve the jurisdiction of the Commission and the ability
of the Commission to regulate and audit effectively the resulting public utility's
operations in the State.

Whether conditions are necessary to prevent adverse consegquences which may result
from the transfer.

The history of compliance or noncompliance of the proposed acquiring entity or
principals or affiliates have had with regulatory authorities in this State or other
jurisdictions.

Whether the acquiring entity, persons, or corporations have the financia ability to
operate the system and maintain or upgrade the quality of the physical system.

Whether any repairsand/or improvementsare required and the ability of the acquiring
entity to make those repairs and/or improvements.

The ability of the acquiring entity to obtain all necessary health, safety and other
permits.
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17.  The manner of financing the transfer and any impact that may have on encumbering
the assets of the entity and the potential impact on rates.

18.  Whether there are any conditions which should be attached to the proposed
acquisition.

Witnesses Dr. E. Linn Draper, Chairman, President, and CEO of AEP, and Mark D.
Roberson, VicePresident - Regulatory Affairsof CSW, presented the A pplicants view regarding how
thetermsand conditions of the merger satisfy the criteriaset forth in our General Order. Commission
Staff witness Rick Baudino specifically addressed the criteria set forth in the General Order, and
Commission Staff witness Lane Kollen discussed the issue when proposing certain conditions to the
proposed merger. Both Mr. Baudino and Mr. Kollen concluded that the proposed combination could
satisfy our merger criteria if changes were made to the proposed regulatory plan to ensure that
ratepayers enjoy the actual savings produced by the merger and a series of conditions and ratepayer
protection mechanisms were attached to the merger. For the reasons more fully explained below, we
believe that this merger should be approved, but only subject to the conditions contained in the
Stipulation and Settlement. The Applicants have agreed to abide by all of these conditions.
[07/07/99 Test., R. Munczinski and D. Carpenter.]

C. Terms of the Merger

This merger presents several unique problems for the Commission. In previous mergers
considered by the Commission, thereexisted alikely prospect of significant ratepayer savings, making
these mergers inherently attractive for ratepayers. Others mergersinvolved the takeover of a utility
with major service problems by a more reliable company. The prospect of a significant upgrade in
service quality is also desirable for ratepayers. This merger is somewhat different.

For the past severa years, SWEPCO has been, on average, the lowest cost investor-owned
electric utility providing service to retail ratepayersin Louisiana. Additionaly, while the Company
suffered some significant service quality problems in recent years, SWEPCO has generadly been a
relatively well-run, low cost provider of utility service. As such, we were concerned that the
proposed merger not result in any increase in rates or degradation in service quality or reliability.
Finally, the Commission is concerned that the proceedings at the FERC not result either in the
absence of sufficient capacity to serve SWEPCO customersor increased costsresulting from theneed
to purchase power on the open market rather than obtaining it through native generation.

The need to ensure that rates do not rise and service does not deteriorate isreinforced by the
apparent absence of significant merger savings as estimated by the Applicants. The non-fuel savings
for SWEPCO's L ouisianaoperations are projected by the Applicantsto be $50 million, over 10 years.
These savings are in nominal dollars. The projected fuel savings over 10 years for
SWEPCO-Louisiana are only $2.6 million, once again, in nominal dollars. (For comparison
purposes, SWEPCO L ouisiana's 1998 non-fuel revenueswere $179 million, and fue revenuesfor the
same year were $96 million.) Because of the relatively modest non-fuel savings, the virtual absence
of fuel savings, the planned divestiture of capacity, and the enhanced level of affiliate transactions,
the Commission must adopt a variety of merger conditions, affiliate transaction conditions, and
ratepayer protection mechanisms ("hold harmless’ provisions) to ensure that SWEPCO's Louisiana
ratepayers are no worse off as a result of the merger than they would have been had no merger
occurred. These conditions and the ratepayer protection mechanisms are described below.

1. Merger Conditions

a. The Costs Of The Merger To Be Borne By Shareholders

The Applicants initially proposed to have ratepayers bear 100% of the costs to accomplish
the merger. (Thiswasto be accomplished through a sharing of merger savings after the costs of the
merger and the costs to achieve the savings were netted out of the merger savings). However, we
believe that AEP and CSW have agreed to merge, first and foremost, because those two companies
believe that the merger isin the best interest of their shareholders. Consequently, the owners of the
Company, not their customers, should bear the cost to achieve the merger. As the Staff
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recommended, the Applicants may not seek recovery of merger-related costs from ratepayers. Even
if the FERC permits the costs of the merger to be assigned to the books of operating companies for
accounting purposes, SWEPCO commits that it will not seek recovery of those costs from retail
ratepayers, whether in traditional rate case proceedings or through any rider or automatic adjustment
clause mechanism. The Applicants agreed to thiscondition. The Applicantsshall be allowed to defer
merger costs associated with transaction costs and other costs to achieve net of associated savings
prior to the operation of the SSM. Ratemaking recovery of the deferred costs will not be permitted
other than through SWEPCO's retained savings computed through the SSM. Wefind this treatment
appropriate, and it will be adopted.

b. The Costs To Achieve The Projected Merger Savings Should be
Borne By Shareholders

The Applicants proposed that ratepayers bear 100% of the costs to achieve the projected
merger savings before sharing any of those savings with customers. The Staff recommended that
these costs be treated in the same manner as the costs to achieve the merger, that is, they should be
borne by shareholders, and any recovery will be out of the Company's retained savings computed
pursuant to the SSM. The Applicants have agreed not to seek recovery of these costsfrom Louisiana
retail ratepayers. Thistreatment isfair and consistent with our treatment of the costs of the merger
and will be adopted.

C. All Fuel SavingsWill BeFlowed Through Directly ToOSWEPCO's
L ouisiana Ratepayers

TheApplicantshave offered to flow through to L ouisianaratepayersall fuel savingsgenerated
by the merger. We agree that 100% of the fuel savings produced by the merger should be enjoyed
by SWEPCO customers. Thistreatment is consistent with the Commission'sdirectivesin Order No.
U-19904 requiring all fuel savings resulting from the merger of Entergy, Inc. ("Entergy") and Gulf
States Utilities Company ("Gulf States") be flowed through to ratepayers.

d. Actual Non-Fuel Savings Will Be Flowed Through To

As previoudy discussed, the Applicants assert that non-fuel savings will result from cost
reductions and other efficiencies associated with the merger. The Applicants offered to provide to
Louisiana ratepayers, as merger savings, a predetermined dollar amount for a period of five years
regardless of the level of actual savings. This pre-determined amount is obvioudy an estimate. The
offered savings represented approximately one-half of the projected savings calculated after al
merger related costs and all costs to achieve the savings were deducted. Stated otherwise, the
Applicants proposed to split projected savings, with about 50% of savings benefitting ratepayersand
50% being retained by shareholders. This sharing would take place, however, only after ratepayers
paid all merger-related costsand all coststo achievethe merger. If merger-related savings exceeded
those projected by the Applicants, shareholders would enjoy 100% of those excess savings.
Moreover, the Company sought to use the ratepayers portion of the projected savings to fund
accelerated depreciation of SWEPCO's distribution plant and the accelerated recovery of certain
regulatory assets.

The Commission has previoudy addressed the appropriate treatment of merger savings. In
the Entergy/Gulf States merger, the Commission required that actual, not projected, savings be
refunded to ratepayers. Inthat case, we adopted atracking mechanism designed to capture the actual
savings resulting from the merger and required the ratepayer portion of those savings to be flowed
through directly to consumers.

We find that the pass through of actual rather than projected savings is both fair and
consistent with prior Commission precedent. To accomplish this pass through, the Applicants will
implement a mechanism similar to that utilized in the Entergy merger to capture actual savings. The
mechanism is known as the Savings Sharing Mechanism ("SSM"). The SSM will track the actua
savings generated by the merger as well as any other cost of service reductions generated by
productivity improvements implemented by SWEPCO. Fifty percent of al actua savings will be
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flowed through directly to Louisiana ratepayers via annua filings by SWEPCO. Unlike the
Applicants proposal, however, savings to be enjoyed by ratepayers will be calculated before any
deduction of merger costs or costs to achieve the savings. Additionally, also unlike the Applicants
proposal, the savings will not be offset by any accelerated cost recovery but rather will be credited
to ratepayer bills. The Company will be authorized to defer its merger costs, costs to achieve,
transaction costs and change in control payments and to utilize its retained share of the SSM savings
to amortize these costs. The SSM will be implemented 15 months after the merger is consummated.

In connection with the operation of the SSM, SWEPCO shall submit to and pay for an audit
by the Commission which shall include an examination of affiliate transactions. The cost of the audit
shall be reflected in SWEPCO's cost-of-service in the appropriate test year. The audit shall be
conducted no less than six months and no more than eighteen months after the merger is
consummated.

e SWEPCO Ratepayers Shall Benefit From Any Increased Off-
System Sales Margins

From time to time, CSW engages in off-system sales when it does not need its full capacity
to serveits native load customers. Currently, 100% of the SWEPCO portion of the margins (profit)
from the off-systems sales are credited to Louisiana ratepayers through the fuel adjustment clause.
AEP aso engages in off-system sales on behalf of its operating companies, but on a far more
extensivebasis. AEP hascommitted to increase significantly the off-system salesand marginsfor the
former CSW operating companies.

To provide the Applicants with an incentive to pursue off-system sales (when profitable),
while at the same time ensuring that L ouisianaratepayers continue to benefit from such sales, we will
adopt to atiered approach to sharing the benefit of the off-system sales margins. The proposal isas
follows. (1) 100% of Louisiana jurisdictiona off-system sales margins up to $874,000 shall be
credited to customers. This figure is approximately 130% of current off-system sales margins.
(2) 85% of off-system sales margins between $874,000 and $1,314,000 shall be flowed through to
customers, with the remaining 15% to be retained by shareholders. (3) SWEPCO off-system sales
margins above $1,314,000 shall be shared equally between ratepayers and shareholders. Asaresult,
only if salesmarginsincrease by over 30% of current levelswill shareholdersreceive any benefit, and
the 50/50 sharing mechanism is triggered only if off-system sales margins approximately double.
Ratepayersthus continue to receive the principal benefit of any off-system saleswhile the Applicants
have asignificant incentive to increase margins. The Staff recommendsthat off-system salesmargins
shall continue to be flowed back to ratepayers through the fuel adjustment clause.

f. Any Stranded Costs That SWEPCO Seeks To Recover Must Be
On A Stand Alone Basis

In commentsfiled inthe Commission's Generic Restructuring Docket (Docket No. U-21453),
SWEPCO indicated that it could not identify any generation-related stranded costs that would result
if the Commission implemented retail competition. However, it is possible that some of the AEP
operating companies may have stranded costs in the event of competition. In addition, at least one
of SWEPCQO's sister CSW operating companies has nuclear exposure and may have stranded costs.
To ensure that Louisiana ratepayers are not allocated stranded costs incurred by the AEP (or other
CSW) operating companies, the Staff has proposed, and we will require, that any stranded costs
SWEPCO seeks to recover must be on a stand-alone basis and will be limited to ownership and
contractual interests of SWEPCO in its own assets and obligations. Applicants have agreed to this
requirement and further that they will not seek to recover from Louisiana customers any stranded
costs associated with the existing AEP system.

g. SWEPCO Shall Submit To A Full Cost Of Service Ratemaking
Examination By The Commission

To ensurethat the AEP Savings Sharing M echanism isworking properly and that SWEPCO's
ratepayers are only bearing their fair share of system costs, the Company agrees that twenty-eight
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months after the consummation of the merger, it shall submit to the Commission a full cost of
service/revenue requirement filing. The Commission will then conduct a full rate examination of
SWEPCO to recalibrate rates for the future operation of the Savings Sharing Mechanism.

2. Affiliate Transaction Conditions

Asprevioudly discussed, post-merger, AEP will own eleven operating company subsidiaries.
In addition, AEP is the parent company of numerous unregulated subsidiaries and is al so the parent
of American Electric Power Service Company, which provides goods and services to the operating
companies. The Applicants have testified that one of the principal methods of obtaining merger
savings will be through consolidation and centralization of operations for various functions. Asa
consequence, post-merger, as compared to today, ahigher level of costswill be assigned or allocated
to SWEPCO rather than being incurred by SWEPCO itself. The typesand magnitude of costs being
assigned and allocated will become increasingly difficult to track when SWEPCO is one of eleven
regulated operating subsidiaries with numerous other unregulated AEP companies.

In the Entergy/Gulf States merger, we established, as a condition of the merger, a series of
afiliate interest conditions governing the types, levels and appropriate regulatory treatment of costs
that could be assigned and all ocated to the Entergy operating companies subject to thisCommission's
jurisdiction. In addition, the conditions guaranteed the Commission full access to relevant data as
well as audit rights. The Staff is recommending that a similar set of conditions be adopted in this
case.

This Commission will adopt a set of affiliate transaction conditions applicable to SWEPCO
and the AEP system. The need for these guidelines is even greater today than it was when we
approved the Entergy Gulf States merger some 6 years ago. An increasing number of transactions
are being billed to operating companies, the number of non-operating company subsidiaries is
growing exponentialy and these affiliate transactions are increasingly difficult to track. These
requirements will help to ensure that costs associated with unregulated activities are not assigned to
the regulated customer; that SWEPCO only bears its fair share of the costs of the regulated
subsidiaries; and, that the Commission will continue to have accessto all documents associated with
afiliatetransactions, asit would if SWEPCO had procured al of those goods and servicesonitsown.
The Applicants have agreed to these conditions, which are outlined below. A full set of the
conditions is contained in the Stipulation and Settlement attached hereto.

I CSW'soperating companies, including SWEPCO, will continueto be core businesses
for the post-merger AEP. Applicants commit to continue to meet the needs of its
domestic regulated customers, including all appropriate capital requirements.

AEP and SWEPCO will provide the Commission access to their books and records
and to any records of their subsidiaries and affiliates that reasonably relate to
regulatory concerns and that affect SWEPCO's cost of service and/or revenue
requirement.

AEP will cooperate with audits ordered by the Commission of affiliate transactions
between SWEPCO and other AEP affiliates, including timely access to books and
records and persons knowledgeable regarding those affiliate transactions.

Assets with a net book value in excess of $1 million per transaction, purchased by
SWEPCO from an unregulated affiliate, will be included in rate base at the lesser of
the cost to the affiliate or its fair market value.

For goodsand servicespurchased by SWEPCO from unregul ated affiliates, SWEPCO
will reflect thelower of cost or fair market valuein operating expensesfor ratemaking
purposes.

Assetswith anet book valuein excess of $1 million per transaction sold by SWEPCO
to an unregulated affiliate, will be valued for purposes of Louisianaretail rate base at
the greater of the cost to SWEPCO or the fair market value.
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For goods and services sold by SWEPCO to unregulated affiliates, for ratemaking
purposes, SWEPCO will reflect the higher of the cost or fair market value in
operating income.

The Company shall comply with al requirements contained in the Commission's
March, 1994 General Order (and any superseding General Order) regarding mergers,
acquisitions and transfers of ownership and control regarding regulated utilities and
their assets.

SWEPCO shdl notify the Commission in writing at least 90 days in advance of any
proposed purchase, sale or transfer of assets with a net book value in excess of $1
million. With this notice, the Company shall identify the assets to be transferred, the
proposed transferor and transferee, the value at which the assets will be transferred,
the net book value of the assets, and the anticipated affect on Louisiana retail
customers.

SWEPCO shall have the burden of proof in any subsequent ratemaking proceeding
to demonstrate that such purchase, sale or transfer of assets satisfies the requirements
of applicable Commission and legal precedent and Commission Genera Orders, and
will not harm ratepayers.

The Commission reserves the right, in accordance with Commission and lega
precedent and Commission General Orders, to determine the ratemaking treatment
of any gains or losses from the sale or transfer of assets to affiliates.

For ratemaking and regulatory reporting purposes, SWEPCO shall reflect the costs
assigned or dlocated from affiliate service companies on the same basis as if
SWEPCO had incurred the costs directly.

At least 30 days prior to the filing, and 90 days prior to the proposed effective date
of any changes contained in those filings, the Company shal submit to the
Commission any changes it proposes to the System Agreement, the System
Integration Agreement (or successor agreements) and any other affiliate cost
allocation agreements or methodologies that affect the alocation or assignment of
coststo SWEPCO. Thefiling with the Commission shall include a description of the
changes, thereason for the changes, and an estimate of theimpact, on an annual basis,
of such changes on SWEPCO's regul ated costs.

SWEPCQO, or any entity on behaf of SWEPCO, may not make any non-emergency
or scheduled maintenance procurement other than from American Electric Power
Service Company inexcessof $1 million from anon-regulated affiliate except through
a competitive bidding process or as otherwise authorized by the Commission.

To the extent that SWEPCO develops or pays for any product or service, al profits
from the sale of the product or service shall be shared between SWEPCO and the
non-regulated entity responsible for marketing and selling the product or service.

Because of a decision of the United States Court of Appeals for the District of
Columbia Circuit, Ohio Power Co. v. FERC, 954 F.2d 779 (D.C. Cir.) cert. denied,
498 U.S. 73 (1992), an issue has arisen as to whether authority of the Securitiesand
Exchange Commission impairs the ability of state public service commissions to
examine and determine the prudence, reasonableness and necessity of non-power
affiliate transaction costs of public utilities subject to the state commissions
jurisdiction. A secondissueiswhether state public service commissions can challenge
Securities and Exchange Commission-approved cost allocations. Astothefirstissue,
the Applicants have agreed not to assert that the authority of the SEC impairs the
ability of the Louisana Commission to examine and determine the prudence,
reasonableness and necessity of non-power affiliate transaction costs of SWEPCO.
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Regarding the second issue concerning cost alocations, the parties have smply
agreed to disagree and litigate that issue if and when it arises.

3. Hold Har mless/Ratepayer Protection M echanisms

In addition to the specific provisions described above, and because of the possibility that
significant savings may not materialize asaresult of the merger, we will adopt several provisionsthat
are in the nature of "hold harmless' or ratepayer protection mechanisms. Fundamentally, these are
designed to ensure that ratepayers will not be worse off after the merger than they would have been
had CSW not been acquired by AEP. The specific hold harmless conditions that we require, which
have already been agreed to by the Applicants are as follows:

a. SWEPCO's Rates Shall Be Capped For 5 Years After The
Merger

SWEPCO shall function under abaserate ceiling, set at thelevel of current rates, for aperiod
of 5 years after the merger closes. This ceiling will protect ratepayers from base rate increases
resulting from the merger or other causes. Thelevel of the proposed cap isthelevel of current rates.
Thisisarate cap and not arate freeze. Rates can be reduced below current levels, but they cannot
rise. The rate cap is subject to certain limited force majeure type provisions described in the
Stipulation and Settlement (Appendix A).

b. SWEPCO's Fuel Charges Shall Not Rise As A Result Of The
Merger

Aswith baserates, it isimportant to ensure that SWEPCO's fuel charges are no higher after
the merger than they would have been absent the merger. Thisis particularly important because as
we previously discussed, SWEPCO isprojecting only $2.5 millionin merger-rel ated fuel savings, over
10years, innominal dollarsfor itsLouisianajurisdictional operations. Thisindicatesthat fuel savings
may not materialize and that fuel costs may increase as aresult of the merger. Absent some action
by the Commission, these increased fuel costs would be flowed through to ratepayers via the fuel
adjustment clause.

To protect SWEPCO customers, we will require that ratepayers be held harmless from any
increasesin fuel costs resulting from the merger for aperiod of 10 years. This 10-year commitment
captures the effective period of the Shared Savings Mechanism and is similar to the 10-year fuel
protection mechanism we required in the Entergy/Gulf States merger. To ensure that fuel costs do
not increase as a result of the merger, the Applicants have agreed to continue in place the current
CSW System Operating Agreement and to make only economic exchanges of power between the
AEP and CSW systems (that is, power will be exchanged only when the exchange will lower fuel or
purchased power costs for the entire system). The Applicants have agreed to provide detailed data
and calculations to verify compliance with the hold harmless commitment for fuel costs.

C. Cost Of Capital Protection Mechanism

In many respects, the cost of capital of a regulated operating subsidiary is determined (and
viewed by the financial community) by the risk of the parent company. It ispossible that AEP's risk
would be greater than either CSW or SWEPCO as a stand-alone company. Any increased risk could
trangdlate into a higher cost of capita (or lower debt rating) for SWEPCO. The Commission seeks
to ensure that the merger would not adversely affect SWEPCO's cost of capital, thereby causing
higher rates to Louisiana customers. The Applicants are in agreement and have committed that the
cost of capital as reflected in SWEPCO's rates shall not be adversely affected as a result of AEP's
acquisition of CSW. We adopt that proposition and will require that subsequent to the completion
of the merger, the cost of capital for SWEPCO will be set commensurate with the risk of SWEPCO,
and the determination of the cost of capital will be based on the risk attendant to the regulated
operations of SWEPCO and not to AEP's total operations.

-15- Order No. U-23327



d. SVVEPCOS Ratepayers Shall Be Held Harmless From Any

In connection with the application filed with the FERC seeking approval of the merger, the
Applicants proposed (and subsequently amended) a mitigation plan to allay any market power
concerns that might result from the merger. Under the current mitigation plan, a portion of a Public
Service Company of Oklahoma coal-fired generating unit will be sold to third parties, along with the
divestiture of additional CSW generating assets|ocated within ERCOT. The sale of PSO generating
capacity could cause SWEPCO's fuel and/or purchased power coststo increase. Therefore, we will
require, and the Applicants have agreed to, a commitment that Louisiana ratepayers shall be held
harmless from any net cost increases resulting from the Applicants mitigation plan, measured on a
calendar year basis. The specific formulafor this hold harmless requirement will be developed after
the final mitigation plan is ordered by the FERC. The Commission Staff and the Applicants are
directed to work together to develop the hold harmless formula.

4. Additional Conditions

a. Commission Approval Of The Merger Will Not Be Final Until
: . I I I

If the Commission accepts the Staff's recommendation to approve the AEP/CSW merger
subject to the conditions outlined in this letter, that approval will occur prior to the time that the
proceedings are complete at the FERC. It is possible that the FERC may include certain conditions
(particularly by way of mitigation) that would be unacceptable to the Louisiana Public Service
Commission. For that reason, the LouisianaCommission's approval shall not becomefinal until after
we have had an opportunity to review any action by the Federal Energy Regulatory Commission and
determined that such action will not be harmful to Louisiana ratepayers.

b. The L ouisiana Commission Has M ost Favor ed Nations Status

Consistent with the Entergy/Gulf States merger, the Commission will require amost favored
nations provision as a condition to the merger. Thus, if any other regulator is able to negotiate an
overal "better deal" for its ratepayers, Louisiana consumers will get the benefit of that better deal.
The most favored nations clause is as follows:

Applicants and the merged Company commit and agree that upon issuance of any fina
and non-appealable order from the FERC, SEC, or any state or federa commission
addressing the merger, through stipulation or otherwise, providing any benefits to
ratepayersof any jurisdiction or imposing any conditionson Applicantsor the merged
Company that would benefit the ratepayers of any jurisdiction, such benefits and
conditions will be extended to Louisianaretail customers to the extent necessary to
achieve equivalent net benefitsand conditionsto L ouisianaretail customers, provided
the proposed merger is ultimately consummated.
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V. CONCLUSION

Upon the unanimous vote of the Commission taken at its July 28, 1998 Open Session,

ITISHEREBY DETERMINED AND ORDERED that the merger between AEP
and CSW isin the publicinterest and complieswith all of the provisions of the Commission's Generd
Orders regarding transfers of ownership and control, subject to the conditions set forth in the
Stipulation and Settlement attached as Appendix A to this Order, which are incorporated herein by
reference, and subject to the Commission's approva of the capacity mitigation plan and the
development of an appropriate methodology to hold SWEPCO's ratepayers harmless from any
increased costs relating to the mitigation plan.

This Order will be effective upon its issuance.

BY ORDER OF THE COMMISSION
BATON ROUGE, LOUISIANA
September 16, 1999
[SIC. DALE SITTIG
DISTRICT IV
CHAIRMAN C. DALE SITTIG

IS/ JACK “JAY” A. BLOSSMAN, JR.
DISTRICT |
VICE CHAIRMAN JACK “JAY” A. BLOSSMAN, JR.

/S DON OWEN
DISTRICT V
COMMISSIONER DON OWEN

IS IRMA MUSE DIXON
DISTRICT 111
COMMISSIONER IRMA MUSE DIXON

/S LAWRENCE C. ST. BLANC
SECRETARY [S'JAMES M. FIELD
LAWRENCE C. ST. BLANC DISTRICT Il
COMMISSIONER JAMES M. FIELD
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PROPOSED STIPULATION AND SETTLEMENT

MERGER CONDITIONSREGULATORY PLAN

SWEPCO shall function under a base rate ceiling set at the level of current rates for
aperiod of 5 years after the merger closes. This base rate ceiling is not applicable
solely under the following conditions:

a Changesin statutory federal income tax provisions that result in more than a
$16,000,000 net impact on the earnings (income) of SWEPCO;

b. A catastrophic "act of God" that has an extreme and long-term impact on the
earnings and operations of SWEPCO-La,;

C. An increase in the Consumer Price Index - Urban of 10% or more for 2
consecutive years,

d. Applicants may file a request with the Commission for changes to the base
rates of SWEPCO-La. upon the mandated restructuring or unbundling of
electric utility services,

e This condition does not preclude the implementation of asurcharge
authorized by statute, Commission decision or asaresult of any remand to the
Commission from a court proceeding.

f. If the purchased power costs incurred by SWEPCO-La. to serve its native
load customersduring or after the 2001 summer cooling season would, absent
this celling, cause SWEPCO-L a. to seek anincrease in its base rates, then the
Company may seek relief from this rate ceiling. The Commission's analysis
of such arequest shall include consideration of all offsetsto therequested rate
increase, whether such offsets are in the form of lower revenue requirements
or cost of capital needs, and these offsets may be used to reduce the need for
rate relief.

SWEPCO shall implement anonfuel savings sharing mechanism ("SSM") that assures
ratepayers will receive timely rate reduction benefits from merger-related cost
reductions. See attached, Exhibit A.

In connection with the operation of the SSM, SWEPCO shall submit to and pay for
an audit by the Commission which shal include an examination of &ffiliate
transactions. The cost of the audit shall be reflected in SWEPCO's cost of servicein
the appropriate test year. The audit shall be conducted no less than 6 months and no
more than 18 months after the merger is consummated.

The Applicants shall be allowed to defer merger costs associated with transaction
costs and other coststo achieve net of associated savings prior to the operation of the
SSM. Ratemaking recovery of the deferred costs will not be allowed other than
through SWEPCO's retained savings computed through the SSM.

SWEPCO shall flow through all Louisiana jurisdictional fuel savings from the
combined operation of the AEP/CSW systems.

SWEPCO ratepayers shall be held harmlessfrom any increasesin fuel coststhat result
from the merger for a period of 10 years. To ensure that fuel and purchase power
costs shall not increase as a result of the merger, the Applicants commit that the
current CSW System Operating Agreement shall be continued by the Applicants,
subject to theright to seek FERC-approved modification and subject totheprovisions
of paragraph 12 of the Affiliate Transaction Conditions. The West Zone (CSW) shall
be economically dispatched, and the Applicant's proposed System Integration

Appendix-A - Order No. U-23327
Page -1-



Agreement shall operateto allow for economic exchanges between the East and West
Zonesto lower fuel and purchased power costs for the West Zone. Applicants agree
that they will not dispatch their system in amanner that will causeincreased fuel costs
to SWEPCO retail ratepayers as a result of the merger.

This provision shall function in connection with the hold harmless provision related
to any mitigation sale as described in Paragraph 9 of the Merger Conditions/
Regulatory Plan of this Stipulation and Settlement. If AEP changes its System
Integration Agreement, the notice provisions contained in Paragraph 12 of the
Affiliate Transaction Conditions of this Stipulation and Settlement shall apply.

To alow the Commission to monitor the fuel costs of SWEPCO-La. to ensure that
ratepayers do not pay higher fuel costs asaresult of the merger and/or any mitigation
measures undertaken by the Applicants, the Applicants agree that for a period of 10
years following consummation of the merger, SWEPCO shal file yearly fuel and
purchase power cost reports with the Commission. These reports shall provide the
following information:

a Caendar year fuel and purchase power cost for SWEPCO and SWEPCO-La

b. A detailed explanation (including detailed workpapers) of how the annual fuel
and purchase power costs were derived.

C. A detailed explanation with supporting calculations showing how the
Applicantsincorporated the two hold-harmless merger conditions relating to
any mitigation sale. The hold-harmless conditionsinclude (1) the effect of any
call-back provision; and (2) the effect on fuel and purchased power costsfrom
any change in system dispatch from the operation of the mitigation sale.

d. The annual savings attributable to power interchanges with the East Zone,
including detailed workpapers supporting the savings calculation. If fuel and
purchase power costs increased due to power interchanges with the East
Zone, this calculation shal be shown along with detailed supporting
workpapers.

e A sworn statement, consistent with current Commission requirements, with
asupporting explanation, by aqualified representative of AEP stating that the
fuel and purchase power costs of SWEPCO-La. did not increase as a result
of the merger during the calendar year being reported.

SWEPCO shall continue to flow through the Louisiana jurisdictional portion of
off-system sales margins to ratepayers in accordance with the following terms and
conditions:

a 100% of Louisiana-jurisdictional off-system sales margins up to $874,000
shdl be credited to customers. 85% of off-system sales margins between
$874,000 and $1,314,000 shall be flowed through to customers, with the
remaining 15% to be retained by shareholders. The off-system sales margins
of SWEPCO-La. above $1,314,000 shal be shared equally between
ratepayers and shareholders. These dollar figures shall apply on a
calendar-year basisand shall include margins associated with mitigation sales.

b. All off-system sales marginsto be credited to the ratepayers of SWEPCO-La
under this subsection shall be made in the form of credits to the fuel
adjustment clause of SWEPCO-La.

C. AEP shall report annually to the Commission the capital and operating costs
alocable or assigned (directly or indirectly) to SWEPCO-La. of the AEP
energy trading organization or operations, based upon the most recent
composite allocation factor calculated. This report shall include, without
limitation, the total AEP operating and capital costs for the energy trading
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10.

11.

12.

13.

14.

organization and operations, allocation factors, and all supporting
documentation and workpapers. To the extent that the Applicants deem any
of thisinformation to be confidential and/or proprietary, they shall so mark the
information and those documents shall be treated as such in accordance with
the Commission's General Orders, and Rules of Practice and Procedure. The
Commission reserves the right to disallow for ratemaking purposes the costs
associated with AEP's energy trading function, if the Commission findsthese
costs excessive in relation to the benefit received by ratepayers.

The Applicants commit and agree that the cost of capital asreflected in SWEPCO's
rates shall not be adversely affected as a result of AEP's acquisition of CSW. The
Applicants also agree that subsequent to the completion of the merger, the cost of
capital for SWEPCO should be set commensurate with the risk of SWEPCO and
should not be affected by the merger. Applicants agree that they will not oppose, in
either aregulatory proceeding or an appeal of adecision by the LPSC, the application
of the principle that the determination of the cost of capital can be based on the risk
attendant to the regulated operations of SWEPCO.

SWEPCO's Louisiana ratepayers shall be held harmless from any net cost increases
resulting from the Applicants' mitigation plan (as approved or ordered by the FERC)
as measured on a calendar year basis.

SWEPCO and AEP shal commit to maintaining and improving service quality in the
Louisianajurisdiction in accordance with the Commission's April 30, 1998 General
Order In re: Ensuring Reliable Electric Service Quality and as required by the
Commission in the Service Quality Improvement Program resulting from the
Commission's previoudly established investigation into SWEPCO's service quality.

SWEPCO and the merged company commit and agree that any stranded cost that
SWEPCO may seek to recover will be on a stand-alone basis, and will be limited to
ownership and contractual interests of SWEPCO in its respective assets and
obligations. The Applicants and merged company agree not to seek or recover any
stranded costs associated with the existing AEP system from Louisiana customers.
The Commission will not proposethe allocation of any stranded costs associated with
the CSW system to customers of the existing AEP operating companies.

Applicants agree not to assert in proceedings before the LPSC or in appeals of LPSC
orders, that the authority of the SEC, asinterpreted in Ohio Power Co. v. FERC, 954
F.2d 779 (D.C. Cir. 1992) cert. denied, 498 U.S. 73 (1992) impairs the ability of the
LPSC to examine and determine the prudence, reasonableness and necessity of
non-power affiliate transaction costs of SWEPCO. The parties agree that this
Agreement does not include awaiver of any argumentsthat Applicants may havewith
respect to the reasonableness of SEC approved cost allocations, as opposed to the
reasonableness of the costs themselves.

Commission merger approva shall be fina, unless the Commission rules, within 45
days of the receipt by the Commission of an order of the FERC approving the merger,
that Commission approval of the merger is rescinded, modified or will be
reconsidered. If the Commission does not have a B& E meeting within 45 days of
receipt of the FERC order approving the merger, then the 45 day time period will
begin to run on the day following the first B& E meeting after the Commission
receivesthe FERC'smerger order. The applicabletime periodsfor seeking rehearing
and/or review of the Commission order will begin to run upon the earlier of the
expiration of the 45 day time period or the issuance of afinal Commission order.

The Applicants and the merged company commit and agree that upon issuance of any
find and non-appealable order from the FERC, SEC, or any state or federa
commission addressing the merger, through stipulation or otherwise, providing any
benefitsto ratepayers of any jurisdiction or imposing any conditions on Applicantsor
the merged Company that would benefit the ratepayers of any jurisdiction, such net
benefits and conditions will be extended to Louisiana retail customers to the extent
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necessary to achieve equivaent net benefits and conditions to Louisiana retail
customers, provided the proposed merger is ultimately consummated.

AFFILIATE TRANSACTION CONDITIONS

CONFIDENTIAL DATA: Whenthefollowingobligationsrequirethe Company to produce
competitively sensitive information, upon request of the
Company, that information shall be maintained as confidential
in accordance with the Commission's Rules of Practice and
Procedure and applicable General Orders.

1. CSW's domestic el ectric companies, including SWEPCO, will be core businesses for
AEP. The Applicants commit, as part of their obligation to serve, to continue to meet
the needs of SWEPCO's domestic regulated customers, including capita
requirements, aslong as SWEPCO is provided an opportunity to earn afair return on
itsregulated investment in assetsto provide service to customers, in accordance with
regulatory precedent and applicable law.

2. AEP and SWEPCO will provide the L ouisiana Commission accessto their booksand
records, and to any records of their subsidiaries and affiliates that reasonably relate
to regulatory concerns and that affect SWEPCO's cost of service and/or revenue
requirement.

3. AEP will cooperate with audits ordered by the Louisana Commission of affiliate
transactions between SWEPCO and other AEP affiliates, including timely access to
books and records and to persons knowledgeabl e regarding affiliate transactions, and
will authorize and utilizeitsbest effortsto obtain cooperation fromitsexternal auditor
to make availablethe audit workpapers covering areasthat affect the costsand pricing
of affiliate transactions.

4. a Assets with a net book value in excess of $1 million per transaction,
purchased by or transferred to the regulated electric utility (SWEPCO) from
an unregulated affiliate either directly or indirectly (through another effiliate),
must be valued for purposes of the Louisiana retail rate base (but not
necessarily for book accounting purposes) at the lesser of the cost to the
originating entity and the affiliated group (CSW or AEP) or the fair market
value, unless otherwise authorized by applicable Commission rules, Orders,
or other Commission requirements.

b. Assets with a net book value in excess of $1 million per transaction, sold by
or transferred from theregul ated el ectric utility (SWEPCO) to an unregul ated
affiliate either directly or indirectly (through another affiliate), with the
exception of accounts receivable sold by SWEPCO to CSW Credit, must be
valued for purposes of the Louisiana retail rate base (but not necessarily for
book accounting purposes) at the greater of the cost to SWEPCO or the fair
market value, unless otherwise authorized by applicable Commission rules,
Orders, or other Commission requirements.

5. The Company shall comply with al requirements contained in the Commission's
March, 1994 General Order (and any superseding General Order) regarding mergers,
acquisitions and transfers of ownership and control regarding regulated utilities and
thelr assets.

6. The Company shall notify the Commission in writing at least 90 days in advance of
aproposed purchase, sale or transfer of assets with a net book value in excess of $1
million if such proposed purchase, sale or transfer is expected at least 90 days before
the anticipated effective date of the transaction. With the notice, the Company shall
provide such information as may be necessary to enable the Commission Staff to
review the proposed transaction, including, without limitation, theidentity of the asset
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10.

11.

12.

13.

to be transferred, the proposed transferor and transferee, the value at which the asset
will be transferred, the net book value of the asset, and the anticipated effect on
Louisianaretail customers. When such a transaction requires approval of a federa
agency, under no circumstances shall such notification belessthan 60 daysin advance
or such longer advance period as the applicable federa agency may fromtimetotime
prescribe. If not provided with the initial notice, the Company will provide the
Commission with a copy of its federd filing at the same time it is submitted to the
federal agency.

Consi stent with applicable Commissionand legal precedentsand Commission General
Orders, the Company shall have the burden of proof in any subsequent ratemaking
proceeding to demonstrate that such purchase, sale or transfer of assets satisfies the
requirements of applicable Commission and legal precedent and Commission General
Orders, and will not harm retail ratepayers.

The Commission reserves the right, in accordance with Commission and lega
precedents and Commission Genera Orders, to determine the ratemaking treatment
of any gains or losses from the sale or transfer of assets to affiliates.

For goods and services, including lease costs, sold by SWEPCO to unregulated
affiliates either directly or indirectly (through another affiliate), SWEPCO agrees that
it will reflect the higher of cost or fair market value in operating income (or as an
offset to operating expenses) for ratemaking purposes, unless otherwise authorized
by applicable Commission rules, Orders, or other Commission requirements (e.g.,
Commission-approved tariffed rates).

With the exception of transactions between SWEPCO and CSW Credit, Inc. and
AEPSC, for goods and services, including lease costs, purchased by SWEPCO from
unregul ated affiliateseither directly or indirectly (through another effiliate), SWEPCO
agreesthat it will reflect the lower of cost or fair market value in operating expenses
for ratemaking purposes, unlessotherwise authorized by applicable Commissionrules,
Orders, or other Commission requirements.

For ratemaking and regulatory reporting purposes, SWEPCO shall reflect the costs
assigned or alocated from affiliate service companies on the same basis as if
SWEPCO had incurred the costs directly. This condition shall not apply to book
accounting for affiliate transactions.

The Company shall submit in writing to the Commission any changes it proposes to
the System Agreement, the System I ntegration Agreement and any other affiliate cost
allocation agreements or methodologies that affect the alocation or assignment of
costs to SWEPCO. The written submission to the Commission shall include a
description of the changes, the reasons for such changes, and an estimate of the
impact, on an annual basis, of such changes on SWEPCO's regulated costs. To the
extent any such changes are filed with the SEC or FERC, the Company agrees to
utilize its best efforts to notify the Commission at least 30 days prior to those filings,
and at least 90 days prior to the proposed effective date of those changes or as early
as reasonably practicable, to allow the Commission atimely opportunity to respond
to such filings. If the documents to be filed with the SEC or the FERC are not
finalized 30 days prior to the filing, the information required above may be provided
by letter to the Commission with acopy of the SEC or FERC filing to be provided as
soon as it is prepared. The filing by the Company of this information with the
Commission shall not constitute acceptance of the proposed changes, the allocation
or assignment methodologies, or the quantifications for ratemaking purposes.

SWEPCO or AEPSC on behalf of SWEPCO may not make any non-emergency
procurement in excess of $1 million per transaction from an unregul ated affiliate other
than from AEPSC except through a competitive bidding process or as otherwise
authorized by this Commission. Transactions involving the Company and CSW
Credit, Inc. (or its successor) for the financing of accounts receivables are exempt
fromthiscondition. Recordsof all such affiliate transactions must be maintained until
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14.

15.

16.

17.

the Company's next comprehensive retail rate review. In addition, at the time of the
next comprehensive rate review, al such affiliate transactions that were not
competitively bid shall be separately identified for the Commission by the Company.
Thisidentification shal include al transactions between the Company and AEPSC in
which AEPSC acquired the goods or services from another unregulated affiliate.

If an unregulated business markets a product or service that was developed by
SWEPCO or paid for by SWEPCO directly or through an affiliate, and the product
or service is actualy used by SWEPCO, al profits on the sale of such product or
service (based on Louisiana retail jurisdiction) shall be split evenly between
SWEPCO, which was responsible for or shared the cost of developing the product,
and the unregulated business responsible for marketing the product or serviceto third
parties, after deducting al incremental costs associated with making such product or
service available for sale, including the direct cost of marketing such product or
service. However, inthe event that such aproduct or service devel oped by SWEPCO
to beused inits utility businessis not actually so used, and subsequently is marketed
by the unregulated business to third parties, SWEPCO shall be entitled to recover all
of its costs to develop such product or service before any such net profits derived
from its marketing shall be so divided. If SWEPCO jointly devel ops such product or
service and shares the development with other entities, then the profits to be so
divided shall be SWEPCO's pro rata share of such net profits based on SWEPCO's
contribution to the development costs.

Subject to the provisions of Paragraph 6 of the Merger Conditions (fuel hold
harmless), SWEPCO shall continue to purchase, treat, and allocate its fuel costs
consistently with the Commission General Order dated November 6, 1997, In re:
Development of Standards Governing the Treatment and Allocation of Fuel Costs
by Electric Utility Companies, including any future amendments to this Order.

In the event of the implementation of electric generation open access for
Commission-jurisdictional electric utilities, any rules, regulations or orders of genera
applicability adopted by the Commission regarding generati on assetsin an open access
environment will apply to the company and, to the extent inconsistent with provisions
of this Order, will govern. No later than six months prior to the mandated open
access date, the company shdl file with the Commission any proposed modifications
to this Order to address any such inconsistencies.

If retail access for SWEPCO-La. is mandated by the Commission, or through action
by the Federad Energy Regulatory Commission or federa legidation, then
SWEPCO-La. shall havetheright to petition the Commission for modificationsto the
terms of this settlement, including the affiliate transaction conditions, that are made
necessary by the mandating of retail access and its likely impact on the retail rates at
SWEPCO-La. Any such petition must establish the necessity of the proposed
modifications and provide appropriate protections to ensure that the benefits of this
merger are preserved for SWEPCO-La regulated customers, including merger
savings and the hold harmless provisions set forth herein. The Commission will act
upon the petition in accordance with its normal rulesand procedures. This paragraph
is not intended to limit SWEPCO's right to petition the Commission in the event that
electric utility unbundling or retail accessis ordered by a state commission regulating
SWEPCO'sretall rates, provided that SWEPCO must comply with the requirements
set forth above in any such petition.

SAVINGS SHARING MECHANISM (SSM)

The savingsin nonfuel operation and maintenance (O& M) expense resulting from the merger
between CSW and AEP will be quantified in accordance with aformulabased methodology,
the SSM, and shared equally between customers and shareholders. The Louisiana retail
jurisdictiona share of nonfuel O&M savings quantified in accordance with the SSM will be
flowed through to customers through an annual surcredit effectiveinitialy and for the period
beginning on thefirst day of the fifteenth month after the consummation of the merger. The
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nonfuel savings quantification through the SSM and the surcredit will be updated for current
information on each twelve month anniversary for atotal of eight filings. The surcredit in
effect after the eighth filing will remain in effect unless and until the Commission issues an
order in a base rate proceeding. The annual surcredit will be computed and applied as a
uniform percentage of base revenues.

After the base rate cap expires, the Company will be alowed to file a clam for a base rate
revenue deficiency as an offset to the SSM savings surcredit, which will be subject to an
expedited six month review by the Commission. However, the surcredit may only be reduced
prospectively after the Commission determines and approves a revenue requirement offset.
After the Company's base rate cap expires, but only through the effective dates of the
Company'slast required SSM filing, or in abase rate proceeding initiated by this Commission
after the effective date of the merger, the Company may include its retained savings,
computed pursuant to the SSM, as a cost of service expensein its revenue requirement filed
in conjunction with a comprehensive base rate proceeding. The Company may not include
its retained share of savings, computed pursuant to the SSM, as a cost of service item in any
revenue requirement filing to offset the SSM. 1n any base revenue requirement filing through
the effective date of the Company's last required SSM filing, the Company will exclude the
test year amount of the SSM surcredit from its per books and pro forma revenues.

Merger Costs To Achieve, Transaction Costs, And Change In Control Payments.

The Company isauthorized to defer itsmerger coststo achieve, transaction costs, and change
in control payments as these terms have been defined in the testimony of the Applicants
witnesses in this proceeding. The Commission will allow the Company to retain its share of
the SSM savingsin order to amortize its deferred costs.

During the first fourteen months following the consummation of the merger, the Company
will retain 100% of the merger savings and may utilize these savings to reduce the deferrals
of its merger costs. Commencing in the fifteenth month following the consummation of the
merger, the Company will retain 50% of the merger savings, computed pursuant to the SSM,
and may utilize these savings or any portion of these savings to reduce the deferrals of its
merger costs.

Savings Sharing M echanism For mula.

The SSM surcredit and the Company's retained share of merger savings will be computed in
accordance with the SSM formula. The SSM formula compares the Company's future year
normalized O& M expense (FY NE) to the 1998 base year normalized O& M expense (BY NE)
escalated for inflation and reduced for productivity improvements. The 1998 base year
normalized O&M expense, prior to the inflation and productivity adjustments, is based upon
theactual pre-merger level of the Company'snonfuel O& M expenseadjusted to reflect certain
ratemaking adjustments, to remove operating lease costs, and to remove certain nonrecurring
expenses (specifically identifiableand in excess of $1 million during thetwel ve-month period),
including all merger costs. The derivation of the 1998 base year normalized O& M expense
is detailed on Attachment A.

For each year subsequent to 1998, the base year normalized O&M will be escalated by an
inflation factor reflecting the annual increase in the Consumer Price Index - Urban (CPI-U)
lessa1l.1% annual productivity adjustment. For each subsequent year, the CY CPI-U will be
for the month representing the mid-point of the twelve month future year period as published
on the Consumer Price Indexes home page (http://stats.bls.gov/cpihome.htm).

The future year normalized O& M expense will be based upon the actual post merger level of
the Company's nonfuel O& M expenses adjusted to reflect certain ratemaking adjustments, to
remove operating lease costs, and to remove certain nonrecurring expenses (specificaly
identifiable and in excess of $1 million during the twelve-month period), including all merger
related costs and amortizations, in amanner similar to that of the base year normalized O& M.
The formulafor the future year normalized O&M is detailed on Attachment B.
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Merger savingswill be computed asthe difference between the future year normalized O& M
and the base year normalized O& M, adjusted for inflation and productivity improvements as
previoudly described. The merger savings then will be allocated to the Louisiana retail
jurisdiction (LJA).

The merger savings for the Louisianaretail jurisdiction under the SSM will be computed in
accordance with the following formula, consistent with the preceding description.

Merger Savings = (FYNE - BYNE) * LJA

where:

FYNE = Future Y ear Normalized O& M, Computed According to Attachment
B

BYNE= Base Y ear Normalized O& M, Computed Accordingto Attachment A,
escalated for inflation and reduced for productivity improvement in
accordance with the following formula:

BYNE = 1998 BYNE O&M * (CYCPI-U/BYCPI-U) - ((1 +.011)"n - 1)

where:

CYCPI-U = Current Year CPI-U (as of the month representing the mid-point of
12-month future year period)

BYCPI-U = 1998 Base Y ear CPI-U (as of June 1998)

n= number of years (stated asadecimal to reflect partial years) computed
as mid-point of current year less the mid-point of 1998

LJA = Louisianaretail jurisdiction allocation percentage based upon the most recent
calendar year cost of service

Savings computed pursuant to the SSM formula beginning with the fifteenth month after the
effective date of the merger will be allocated 50% to customers through the SSM surcredit
mechanism and retained 50% by the Company.

Attachment C provides an example of the cal culation of the SSM and the allocation of savings
to customers through the surcredit and the savings retained by the Company.

Timing of SSM Sur credit Reductions to Customer s and Commission Review.

The first twelve month (year) period for the computation of SSM savings will begin on the
first day of the first caendar month after the consummation of the merger. Subsequent
periods for the computation of SSM savings will follow the same twelve month cycle asthe
first period. SWEPCO will makethefirst SSM filing within the Merger Docket U-23327 and
pursuant to the Merger Order in Docket U-23327 within 60 days after the completion of the
first twelve month period (within fourteen months of the consummation of the merger). The
first surcredit rate reductions will commence on thefirst day of the fifteenth month following
the consummation of the merger, subject to the Commission's subsequent review and
approval. Likewise, the subsequent surcredit rate reductions will commence on the twelve
month anniversaries of the first surcredit rate reductions, subject to the Commission's
subsequent review and approval. To implement the surcredit rate reductions, the Company's
annua filings will include a tariff that will go into effect with no further action by the
Commission, subject to the Commission's subsequent review and approval. Copies of the
SSM filings will be provided to the Commission and, if directed, its consultants and Special
Counsdl for review, analysis, and recommendations to the Commission. Inthe event that the
Commission ultimately determines that alarger surcredit rate reduction than the onefiled by
the Company isrequired, that additional reduction shall be effective as of the date the original
filing became effective. The Company shall make such additional refunds or credit customer
billsto reflect this effective date.
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In conjunction with the second SSM filing, but within 120 days of the end of the second SSM
period, the Company aso will file detailed financia information typically utilized in arevenue
requirement filing, including ajurisdictional cost of service study. Thefiling of this detailed
financia information also will be within the Merger Docket U-23327 and pursuant to the
Merger Order in Docket U-23327. The detailed financial information will be for the most
recent twelve months ending concurrent with the second SSM savings period. The detailed
financia information will be provided in the format specified in Attachment D. However, the
Company and other parties agree that the schedules filed pursuant to this provision will not
be determinative for ratemaking purposes. Copies of the detailed financial information will
be provided to the Commission's consultants and Special Counsdl for review, analysis, and
recommendations to the Commission. The Company agrees to cooperate with the
Commission's Staff and/or its consultants and Special Counsel and to provide timely,
accurate, and comprehensive responses to discovery.

Attachment A

BASE YEAR NORMAL |ZED (BYNE)
OPERATION AND MAINTENANCE EXPENSE
SWEPCO SAVINGS SHARING MECHANISM

(000)

Twelve Months
Ended
December 31, 1998

Total Actual 1998 Non-Fuel O&M Expense

(Excluding Account Nos. 501, 518, 536, 547 and 555) $191,833
Less:
A. Transmission Fees (Account 565) (7,292)
B. Merger Costs (Coststo Achieve,

Transaction Costs, Separation Payments) 0
C. Costs of Early Retirement or

Other Cost Reductions 0
D. Operating Lease Expense™ (1,770)

Other: Add/(Subtract)

A. SFAS 106 Expense

in Excess of Cash Pay-As-Y ou-Go (194)
B. Other Non-Recurring Adjustments (13,870)
Total Base Y ear Normalized $168,707

*k*

FERC Accounts 507, 525, 540, 550, 567, 589, and 931.
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Attachment B

FUTURE YEAR NORMALIZED (FYNE)
OPERATION & MAINTENANCE EXPENSE
SWEPCO SAVINGS SHARING MECHANISM

(000)
Twelve Months
Ended
MM, DD, YY
Total Actual Future Year Non-Fuel O&M Expense
(Excluding Account Nos. 501, 518, 536, 546 and 555) $
Il. Less:
A. Transmission Fees (Account 565)
B. Merger Costs (Costs to Achieve, Transaction Costs,
Separation Payments) and Amortizations
C. Costs of Early Retirement or
Other Cost Reductions
D. Operating Lease Expense™
1. Other: (Add/(Subtract)
A. SFAS No. 106 Expense in Excess of Cash Pay-As-Y ou-Go
B. Other Non-Recurring Adjustments
V.  Tota Future Year Normalized $

* FERC Accounts 501, 525, 540, 550, 567, 589, and 931
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ILLUSTRATION OF OPERATION OF SWEPCO MERGER SAVINGS SHARING MECHANISM

@50%

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8

Description
Base Year O& M Expenses $100,000 | $100,000 | $100,000 | $100,000 | $100,000 | $100,000 [ $100,000 | $100,000
Future Year CPI-U 103,000 106,090 109,273 112,551 115,927 119,405 122,987 126,677
Base Year CPI-U 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000
Future Year CPI-U/Base Y ear CPI- 1.030 1.061 1.093 1.126 1.159 1.194 1.230 1.267
U
Productivity Factor Offset -0.011 -0.022 -0.033 -0.045 -0.056 -0.068 -0.080 -0.091
SSM Base Y ear Escalation Factor 1.019 1.039 1.059 1.081 1.103 1.126 1.150 1.175
Base Y ear Normalized Expense, Esc $101,900 | $103,878 | $105,938 | $108,078 | $110,305 | $112,621 | $115,029 | $117,531
& Prod Offset
Future Y ear Normalized Expenses $101,000 | $102,010 | $103,080 | $104,060 | $105,101 | $106,152 | $107,214 | $108,286
Total Company Savings (FY NE- ($900) | ($1,868) | ($2,906) [ ($4,017) | ($5,204) | ($6,469) | ($7,815) | ($9,245)
BYNE)
Louisiana Jurisdictional Factor 40.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%
Louisiana Jurisdictional Merger ($360) ($747) | ($1,162) | ($1,607) | ($2,082) | ($2,588) | ($3,126) | ($3,698)
Savings
Customers Allocation of Savings ($180) ($374) ($581) ($803) ($1,041) ($1,294) (%$1,563) ($1,849)

Attachment C

NOTE: Years in the column headings refers to the twelve month implementation periods commencing on the first day of the fifteenth month following consummation of the merger.
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PLEASE CALL 225-342-1418
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