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 American Electric Power Service Corporation (“AEPSC”), on behalf of the AEP 

Companies (“AEP”), submits this report on the actions taken by AEP with respect to its 

internal processes for reporting trading data to the trade press, as required by the 

Commission’s Order in this docket issued April 30, 2003.1 

AEP is an investor-owned public utility holding company serving over 4.9 million 

retail customers in eleven states through its electric utility operating companies.2  AEP 

also sells bulk power at wholesale, and the activity of its subsidiary AEP Energy 

Services Company (“AEPES”) includes gas marketing, processing, storage and 

transportation operations.  AEPES also is responsible for all trading of natural gas 

relating to AEP’s non-electric natural gas assets. 

In its Order, the Commission adopted the recommendations of its Staff and 

directed AEP and the other companies to show that: 

                                            
1 103 FERC ¶ 61,089 (2003). 
 
2 The AEP Utility Operating Companies are: AEP Texas Central Company (“TCC”), formerly Central 
Power and Light Company; AEP Texas North Company (“TNC”), formerly West Texas Utilities Company; 
Appalachian Power Company (“APCo”), Columbus Southern Power Company (“CSP”), Indiana Michigan 
Power Company (“I&M”), Kentucky Power Company (“KPCo”), Kingsport Power Company (“KgPCo”), 
Ohio Power Company (“OPCo”), Public Service Company of Oklahoma (“PSO”), Southwestern Electric 
Power Company (“SWEPCO”), and Wheeling Power Company (“WPCo”). 



 2

• Any employees, including trading desk head and manager, 
who participated in manipulations or attempted 
manipulations of the published price indices have been 
disciplined. 

• The company has a clear code of conduct in place for 
reporting price information.  

• All trade data reporting is done by an entity within the 
company that does not have a financial interest in the 
published index (preferably the Chief Risk Officer).  

• The company is cooperating fully with any government 
agency investigating its past price reporting practices.3  

 In October 2002, AEP responded swiftly to concerns regarding possible 

misreporting of trade data and implemented corrective measures to ensure the 

accuracy of all future reporting of data to the trade press. 

More specifically, upon learning that five of its employees had acknowledged 

misreporting to the trade press, AEP: (1) changed the procedures for reporting natural 

gas trades to ensure that price information for use in market indexes is verified and 

reported by the office of AEP’s Chief Risk Officer; (2) required all of its natural gas 

traders to certify in writing that they had neither engaged in misreporting nor been 

directed to do so by others or, alternatively, to explain why they could not make such a 

certification; (3) dismissed the five traders who could not make the above certification 

and who acknowledged misreporting for violating the Company’s principles of business 

conduct; and (4) reported the problem to federal agencies and publicly disclosed it. 

 Employee Discipline 

 In late September 2002, upon learning that traders at another company had 

misreported natural gas trades to publishers of natural gas price indices, AEP inquired 

                                            
3 Final Report on Price Manipulations in West Coast Markets, Fact-Finding of Potential Manipulation of 
Electric and Natural Gas Prices,  Docket No. PA02-2-000, March 2003, Final Report, p. III-54. 
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into whether any of its employees had engaged in inaccurate reporting.  That inquiry 

revealed that five natural gas traders then employed by AEP had in the past been 

involved in intentionally providing inaccurate reports to the trade press.  On October 8, 

2002, AEP dismissed the five traders for violating the Company’s principles of business 

conduct.  AEP immediately notified regulatory authorities of the situation and publicly 

disclosed the terminations and the reasons for them.  As a result of those actions, AEP 

disciplined, by termination of employment, all five employees who were identified as 

having engaged in misreporting to the trade press. 

 Following the termination of employment of those five employees, AEP had an 

outside law firm further investigate the facts relating to misreporting to the trade press.  

Its investigation has found no basis for concluding that any current AEP employees 

intentionally reported inaccurate information to the trade press.  Accordingly, there is no 

further disciplinary action that AEP can take based on information now available to it.  

AEP stands ready to take further actions if additional information indicates that  any 

current employees were involved in misreporting or other related misconduct. 

 Code of Conduct 

  AEP has from its inception stressed to its employees and in its basic 

company documents the need for all employees to maintain high ethical standards.  In 

1994, AEP’s board of directors formalized and enhanced this company policy through 

the adoption of a formal Code of Conduct and the establishment of an Office of the 

Chief Compliance Officer.  The Code of Conduct has been amended from time to time 

since 1994.   The principles of business conduct established by the Code and its 

provisions are summarized in Appendix A.   The essential ethical and legal principles of 
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the Code are set out in the employee handbook which each employee receives, and 

AEP provides all employees with training regarding the Code of Conduct. 

 As part of its review of possible inaccurate reporting, on October 15, 2002, the 

Risk Executive Committee approved the following addition to AEP’s Code of Conduct, 

making a prohibition on inaccurate reporting explicit: 

“Price and transaction information provided to external parties will be 
complete and factual.  Reporting to external parties must be approved by 
SVP Trading and Marketing and MRO.” 

While AEP policy clearly prohibited intentional misreporting of data even before October 

2002, the above addition to the AEP Code of Conduct made that prohibition explicit. 

 Trade Data Reporting 

 To prevent future inaccurate reports, in early October 2002 AEP transferred 

responsibility and authority for reporting trade data to the trade press to AEP’s 

independent Market Risk Oversight group and required all reports to be generated 

directly from its own internal Zai-net system for recording trades.  That change 

effectively eliminated the potential for future misreporting by traders. 

 On October 3, 2002, even before AEP had learned that five traders had 

misreported trade data, the head of the Market Risk Oversight group and the head of 

the Energy Trading group agreed that Market Risk Oversight in the future would report 

all trading data to third parties.  Market Risk Oversight is a corporate function which 

reports to the Chief Risk Officer who reports to the Chief Financial Officer.  By October 

8, 2002, all responsibility for reporting trade data to third parties was transferred to 

Market Risk Oversight. Since October 10, 2002, only the Market Risk Oversight group 

has compiled and transmitted AEP’s trading data to the trade press. 
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 Government Agency Cooperation 

 AEP has cooperated fully with the ongoing investigations of trade press 

misreporting by the Department of Justice (“DOJ”), the Federal Energy Regulatory 

Commission (“FERC”) and the Commodity Futures Trading Commission (“CFTC”).  

AEP’s cooperation with the agencies has included, among other things, voluntarily 

providing extensive information and analysis, producing over 55,000 pages of 

documents and extensive data as requested by the agencies, and producing witnesses 

for interviews.  With the exception of certain recently received requests, for which AEP 

and its counsel are currently compiling responses, AEP has responded affirmatively to 

every request for information or document and every other form of request for 

assistance directed to it by a government agency in connection with this matter. 

 Other Steps 

 AEP has reduced its trading activity.   On October 10, 2002, Dr. E. Linn 

Draper, Jr., AEP’s Chairman, President and Chief Executive Officer, announced AEP’s 

intention to reduce its exposure to energy trading by downsizing its trading and 

marketing organization.  Dr. Draper said, “We are painfully aware that current market 

conditions won’t reward the scope and scale of our trading and marketing business that 

we’ve built over the last several years.  We are therefore undertaking a significant 

downsizing of our trading and marketing operation so our future will be limited to risk 

management around our power and gas assets.  That means over the coming weeks 

we will be reducing our exposure in speculative trading markets and restructuring our 

commercial organization to support our assets.”   
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 AEP is an active participant in CCRO.  The Committee of Chief Risk Officers 

has formed a Market Price Index Working Group that is working towards rebuilding 

confidence in reported price data.  The Working Group has provided guidance on 

market price indices with respect to the data submission process by industry 

participants and the index derivation process managed by the index providers.  

Discussion of the data submission process includes recommendations on the 

appropriate data to provide, as well as the manner in which companies should provide 

this data, so as to ensure that it is timely, accurate, complete, and auditable.  The 

Working Group has made recommendations on the required attributes of an index 

derivation methodology to ensure that it is transparent and robust, and that it maintains 

data integrity and confidentiality of all parties.  AEP has been actively involved in 

CCRO’s efforts in this area and fully supports those efforts. 

 AEP has started a new financial controls initiative.  The Sarbanes-Oxley Act 

was signed into law in July 2002 to strengthen corporate fiscal accountability.  This 

legislation established a number of new requirements for publicly traded companies 

such as AEP.  Two of the primary requirements are: 

• The CEO and CFO must certify quarterly and annually the effectiveness of their 

disclosure controls and procedures, which include financial reporting controls.  

This requirement was effective last fall. 

• Management must document and evaluate the effectiveness of the internal 

control structure for financial reporting, and the external auditor must attest to 

management’s assertions in the annual report.  
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An AEP project team is working to assure these requirements are met on a 

timely basis.  Financial reporting controls go beyond the accounting systems.  They 

include controls over all systems and processes that provide information that ends up in 

the financial statements and related footnotes and management’s discussion and 

analysis.  This includes controls throughout the company that help assure transactions 

are properly safeguarded.  Sarbanes-Oxley requires that the nation’s businesses take 

steps to restore public trust.  AEP is committed to conducting its business in a manner 

that maintains that trust. 

 

      Respectfully submitted, 

 

      ___________________________________ 
      Steven J. Routh 
      Hogan & Hartson L.L.P. 
      555 13th Street, N.W. 
      Washington, D.C. 20004-1109 
      202.637.5600 
      202.637.5910 (fax) 
      sjrouth@hhlaw.com  
 
      Charles R. Mills  

Kirkpatrick & Lockhart LLP  
1800 Massachusetts Avenue, NW  
Washington, DC 20036  
202.778.9096 
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      cmills@kl.com 
 
    Counsel for  
    American Electric Power Service Corporation 
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