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Rockport Lease (Applies to AEP and 1&M)

AEGCo and &M entered into a sale-and-leaseback transaction in 1989 with Wilmington Trust Company (Owner
Trustee), an unrelated, unconsolidated trustee for Rockport Plant, Unit 2 (the Plant). The Owner Trustee was capitalized
with equity from six owner participants with no relationship to AEP or any of its subsidiaries and debt from a syndicate
of banks and securities in a private placement to certain institutional investors.

The gain from the sale was deferred and is being amortized over the term of the lease, which expires in 2022. The
Owner Trustee owns the Plant and leases it equally to AEGCo and I&M. The lease is accounted for as an operating
lease with the payment obligations included in the future minimum lease payments schedule earlier in this note. The
lease term is for 33 years with potential renewal options. At the end of the lease term, AEGCo and 1&M have the
option to renew the lease or the Owner Trustee can sell the Plant. AEP, AEGCo and 1&M have no ownership interest
in the Owner Trustee and do not guarantee its debt. The future minimum lease payments for this sale-and-leaseback
transaction as of December 31, 2015 are as follows:

Future Minimum Lease Payments AEP (a) 1&M
(in millions)
2016 $ 147.8 § 73.9
2017 147.8 73.9
2018 147.8 73.9
2019 147.8 73.9
2020 147.8 73.9
Later Years 295.0 147.5
Total Future Minimum Lease Payments $ 1,034.0 $ 517.0

(a) AEP’s future minimum lease payments includes equal shares from AEGCo and [&M.

Railcar Lease (Applies to AEP, 1&M and SWEPCo)

In June 2003, AEP Transportation LLC (AEP Transportation), a subsidiary of AEP, entered into an agreement with
BTM Capital Corporation, as lessor, to lease 875 coal-transporting aluminum railcars. The lease is accounted for as
an operating lease. In January 2008, AEP Transportation assigned the remaining 848 railcars under the original lease
agreement to I&M (390 railcars) and SWEPCo (458 railcars). The assignment is accounted for as operating leases for
I1&M and SWEPCo. The initial lease term was five years with three consecutive five-year renewal periods for a
maximum lease term of twenty years. 1&M and SWEPCo intend to renew these leases for the full lease term of twenty
years via the renewal options. The future minimum lease obligations are $10 million and $11 million for I&M and
SWEPCo, respectively, for the remaining railcars as of December 31, 2015. These obligations are included in the
future minimum lease payments schedule earlier in this note.

Under the lease agreement, the lessor is guaranteed that the sale proceeds under a return-and-sale option will equal at
least a lessee obligation amount specified in the lease, which declines from 83% of the projected fair value of the
equipment under the current five-year lease term to 77% at the end of the 20-year term. 1&M and SWEPCo have
assumed the guarantee under the return-and-sale option. The maximum potential losses related to the guarantee are
$9 million and $10 million for I&M and SWEPCo, respectively, as of December 31, 2015, assuming the fair value of
the equipment is zero at the end of the current five-year lease term. However, management believes that the fair value
would produce a sufficient sales price to avoid any loss.

AEPRO Boat and Barge Leases (Applies to AEP)

In October 2015, AEP signed a Purchase and Sale Agreement to sell its commercial barge transportation subsidiary,
AEPRO, to a nonaffiliated party. The sale closed in November 2015. See “AEPRO (Corporate and Other)” section
of Note 7. Certain of the boat and barge leases acquired by the nonaffiliated party are subject to an AEP guarantee in
favor of the lessor, ensuring future payments under such leases with maturities up to 2026. As of December 31, 2015,
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