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l. INTRODUCTION

PLEASE STATE YOUR NAME, BY WHOM YOU ARE EMPLOYED, AND
IN WHAT CAPACITY.

My name is Lisa M. Barton. | am employed by American Electric Power
Service Corporation (“AEPSC”), one of several subsidiaries of American
Electric Power Company, Inc. (“AEP”). My business address is 700
Morrison Road, Gahanna, Ohio 43230-6642. | am currently Vice
President Transmission Strategy and Business Development for AEPSC,
and am an officer of several AEP affiliates.

CAN YOU PLEASE OUTLINE SOME OF THE AEP AFFILIATES FOR
WHICH YOU ARE AN OFFICER?

Currently, I am Vice President of AEP Transmission Company LLC
(“AEPTCO0”), which is a wholly-owned subsidiary of AEP Transmission
Holding Company, LLC (“AEPHoldco”), and each of the AEPTCo
subsidiary companies. | am President of Electric Transmission America,
LLC (*ETA”) which is a joint venture between AEPHoldco, a wholly-owned
subsidiary of AEP, and MEHC America Transco, LLC, a wholly-owned
subsidiary of MidAmerican Energy Holdings Company (“MEHC”). | am a
member of the Board of Managers of Prairie Wind Transmission, LLC
(“Prairie Wind”) and Tallgrass Transmission, LLC (“Tallgrass”) which are
both joint ventures of ETA.

PLEASE REVIEW YOUR TRAINING, EDUCATIONAL BACKGROUND,

PROFESSIONAL QUALIFICATIONS, AND BUSINESS EXPERIENCE.
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| earned a bachelor's degree in electrical engineering in 1987 from
Worcester Polytechnic Institute in Worcester, MA and a Juris Doctorate
degree in 1993 from Suffolk University Law School in Boston, MA. | am a
member of both the New Hampshire and Massachusetts state bar
associations.

Prior to joining AEP, | was manager of Transmission Regulations
and Compliance for Northeast Utilities Service Corporation. | have over
twenty years experience in the energy field. Throughout my tenure in the
industry, | have held various positions in the areas of engineering, rates
and regulatory affairs, marketing, compliance, and legal and energy
consulting for Northeast Utilities Service Corporation, its subsidiary Public
Service Company of New Hampshire, Ransmeier and Spellman LLC and
Strategic Energy LLC.

WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY?

As Vice President of Transmission Strategy and Business Development
for AEP, | am responsible for transmission planning within the regional
transmission organizations (“RTOs”) of Southwest Power Pool (“SPP”)
and PJM Interconnection LLC (“PJM”); developing and executing
transmission strategy and business plans for AEP’s operating companies;
budgeting and financial analysis over the AEP transmission organization;
extra-high voltage (“EHV”) transmission development; and oversight of

AEP’s transmission joint ventures and the interface with its corporate
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partners.  Prior to my present position, | was Managing Director-
Transmission and Director-Transmission Planning for AEP.

HAVE YOU PREVIOUSLY FILED TESTIMONY BEFORE A
REGULATORY BODY?

Yes, | filed testimony before the Federal Energy Regulatory Commission
(“FERC”) in Tallgrass, Docket ER09-035-000, in Prairie Wind, Docket
ER09-036-000, and in Pioneer Transmission LLC (“Pioneer”), Docket
ER09-75-000, in support of their applications for FERC approval of
transmission formula rates and rate incentives. | filed testimony before the
Kansas Corporation Commission (*KCC”) in Docket No. 08-PWTE-1022-
COC in support of Prairie Wind's application for a certificate of public
convenience to engage in the business of owning and maintaining bulk
electric transmission facilities in the state of Kansas. In addition, | testified
before the KCC on the Stipulation and Agreement submitted to the KCC in
reference to the above mentioned Kansas docket.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

In this proceeding, AEP is proposing formula rates for seven new
transmission-only subsidiaries of AEPTCo which will develop and own
new transmission facilities in AEP’s existing service territories. The
purpose of my testimony is to 1) provide an overview of the filing; 2)
describe AEPTCo’s corporate structure; 3) describe, as background, the
current ownership and organizational structure of the AEP transmission

assets; 4) discuss the business rationale and benefits of AEPTCo and the
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assets that will be owned by the AEPTCo subsidiaries’; and 5) discuss the

impact on customers, existing rates and regulation.

WILL YOU BE SPONSORING ANY EXHIBITS?

Yes. | am sponsoring the following exhibits with my direct testimony.

Table 1 - Sponsored Exhibits

Exhibit

Description

Exhibit AEP-101

AEP Transmission System Map

Exhibit AEP-102

Eastern AEP Transmission System facilities = or > 345 kV

Exhibit AEP-103

Western AEP Transmission System facilities at 345 kV

Exhibit AEP-104

Project Selection Guidelines

. OVERVIEW OF FILING

PLEASE DESCRIBE THE AEPTCO FILING.

In this filing, AEPSC requests the FERC’s approval of a formula rate
applicable to the AEPTCo subsidiaries. The requested formula rate,
which is similar to the PJM and SPP formula rates on file for the
respective AEP operating companies, will allow AEPTCo to recover the
costs of investments in transmission facilities owned by subsidiaries of
AEPTCo.

WHAT WITNESSES ARE TESTIFYING IN SUPPORT OF THE
APPLICATION?

AEP presents five witnesses in support of its application. In addition to my
testimony, the witnesses and the topics they discuss are:

e Dennis W. Bethel, Managing Director of Regulated Tariffs for AEPSC,

who discusses development of AEPTCo’s rates and tariffs to
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implement the Company’s revenue requirement, including the
Company’s proposed transmission rate design and tariff.

e Donald E. Hayes, Manager of Regulatory Accounting Services for
AEPSC, who discusses AEPTCo’s current and proposed accounting
for construction costs of its projects, accounting for other transaction
costs, depreciation and accounting for the allocation of revenues
collected under the requested formula rate.

e Stephan T. Haynes, Chief Risk Officer and Vice President Strategic
Initiatives for AEPSC and Treasurer for AEPTCo, testifies about the
proposed capital structure and cost of debt for AEPTCo. Mr. Haynes
also addresses the AEPTCo’s ownership structure.

e William E. Avera, President of FINCAP, Inc., discusses AEPTCo and

its subsidiaries’ return on equity (“ROE”).

Il OVERVIEW OF THE AEPTCO STRUCTURE

PLEASE DESCRIBE THE CORPORATE STRUCTURE OF AEPTCO.

As represented above, AEP Transmission Holding Company LLC or
AEPHoldco, is a wholly-owned subsidiary of AEP. AEP Transmission
Company LLC or AEPTCo is a wholly-owned transmission subsidiary of
AEPHoldco. In addition to AEPTCo, AEPHoldco also holds AEP’s non-
Texas transmission joint ventures including Potomac-Appalachian

Transmission Highline, LLC (“PATH"), Pioneer, and ETA. AEPTCo in turn
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serves as a holding company for seven new transmission-only public
utilities: AEP Southwestern Transmission Company, Inc., AEP Oklahoma
Transmission Company, Inc., AEP Indiana Michigan Transmission
Company, Inc., AEP Ohio Transmission Company, Inc., AEP West
Virginia Transmission Company, Inc., AEP Appalachian Transmission
Company, Inc., and AEP Kentucky Transmission Company, Inc. Table 2
below illustrates the legal corporate structure of the AEPTCo entities

explained above:

Table 2 - AEPTCO CORPORATE STRUCTURE

American Electric Power Company, Inc.

AEP Transmission
Holding Company, LLC
(“AEPHoldco”)

AEP Transmission
Company, LLC
(“AEPTCO0")

Electric
Transmission
America, LLC

Potomac
Appalachian
Transmission

Pioneer
Transmission,
LLC

AEP Southwestern
Transmission
Company, Inc.

AEP Ohio
Transmission
Company, Inc.

AEP Appalachian
Transmission
Company, Inc.

AEP Indiana
Michigan
Transmission

Company, Inc.

AEP West
Virginia
Transmission
Company, Inc.

AEP Oklahoma
Transmission
Company, Inc.

AEP Kentucky
Transmission
Company, Inc.

*Highlighted companies represent AEPTCo and the AEPTCo subsidiary companies
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PLEASE EXPLAIN THE NEED FOR THE SEVERAL AEPTCO
SUBSIDIARIES.

It is contemplated that each AEPTCo subsidiary will request to become a
public utility within the state or states in which it operates. In general, the
AEPTCo subsidiaries align with the AEP operating companies and were
formulated to accommodate state law requirements. There is no AEPTCo
subsidiary in Texas because AEP, in a 50-50 joint venture with Mid
American Holding Company, Inc., already has a transmission-only
company, Electric Transmission Texas LLC (“ETT”) in Texas. ETT

operates within the Electric Reliability Council of Texas (‘ERCOT”) region.

V. BACKGROUND-THE AEP TRANSMISSION SYSTEM

PLEASE DESCRIBE THE AEP TRANSMISSION SYSTEM AS IT IS
PRESENTLY STRUCTURED.

The AEP transmission system, illustrated in Exhibit AEP-101, is a highly
integrated grid that delivers electric energy from generation sources to the
retail and wholesale consumers served by AEP. AEP’s transmission
system serves AEP’s own distribution systems and large retail and
wholesale loads, as well as the distribution systems of other utilities,
mainly electric cooperatives, and municipal utilities. It is also used for
regional transmission service under RTO tariffs. The AEP transmission
system delivers energy to more than 1,300 transmission and 2,200

distribution stations that provide the necessary voltage transformation to
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serve AEP’s customers. Currently, there are approximately 39,000 circuit
miles of total transmission lines within AEP.
WHO OWNS THE AEP TRANSMISSION FACILITIES?
AEP’s transmission facilities are primarily owned by AEP’s operating
companies, which provide electric service across AEP’s eleven state
territory. The AEP operating companies and the states in which they
operate are: Appalachian Power Company (“APCQO”) in West Virginia and
Virginia, Columbus Southern Power Company (“CSP”) and Ohio Power
Company (“OPCQO”) in Ohio, Indiana Michigan Power Company (“I&M”) in
Indiana and Michigan, Kentucky Power Company (“KPCQO”) in Kentucky,
Kingsport Power Company (“KgPCQO”) in Tennessee, Wheeling Power
Company (*“WPCO”) in West Virginia, Southwestern Electric Power
Company (“SWEPCOQO”) in Arkansas, Louisiana, and Texas, Public Service
Company of Oklahoma (“PSO”) in Oklahoma, AEP Texas Central
Company (“TCC”) and AEP Texas North Company (“TNC”) in Texas.
HOW IS THE AEP TRANSMISSION SYSTEM PLANNED AND
OPERATED TODAY?
Although the facilities are owned by the individual AEP operating
companies, the system is planned and operated on an integrated basis
through the coordinated efforts of the AEP Transmission Department
(“AEP Transmission”).

Because AEP is interconnected with other transmission-owning

entities in its eleven state service territory and surrounding states, AEP
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Transmission works closely with neighboring companies and the RTOs to
plan and operate the transmission grid. Much of the coordination is
handled with and through the respective RTOs to align to their
transmission planning and operational requirements set out in each RTO’s
protocols and operating criteria, and further defined through North
American Electric Reliability Corporation (“NERC”) requirements. AEP
Transmission is ultimately responsible for managing the entire AEP
transmission  system. To accomplish its responsibilities, AEP
Transmission utilizes a combination of services provided by AEP
operating company employees, AEPSC employees, and contractors.
Administratively, the AEP transmission system is divided into two zones:
The East Zone and the West Zone.

PLEASE DESCRIBE THE AEP EAST ZONE TRANSMISSION SYSTEM.
The East Zone transmission system consists of the facilities owned by the
seven eastern AEP operating companies: APCO, CSP, 1&M, KgPCO,
KPCO, OPCO and WPCO. The East Zone is comprised of nearly 15,000
miles of transmission circuitry operating at or above 138 kV, including
3,800 miles of 345 kV transmission lines, and over 2,100 miles of 765 kV
transmission lines within the states of Indiana, Kentucky, Michigan, Ohio,
Tennessee, Virginia, and West Virginia, which allows AEP operating
companies to economically and reliably deliver electric power to serve

approximately 24,000 MW of customer demand.
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The East Zone operating companies are members of ReliabilityFirst
Corporation (“RFC”), a regional reliability organization of NERC, and the
PJM RTO. PJM coordinates the movement of wholesale electricity in all
or parts of 13 states® and the District of Columbia. The East Zone is
centrally located within the Eastern Interconnection and is surrounded by
heavily populated, developed areas, including Indianapolis, Chicago,
Detroit, Columbus, Cleveland, Pittsburgh, Cincinnati, and others. Exhibit
AEP-102 shows the eastern AEP Transmission System facilities at 345 kV
and above.

PLEASE DESCRIBE THE AEP WEST ZONE TRANSMISSION SYSTEM.
The West Zone transmission system consists of the transmission facilities
owned by the four western AEP operating companies: SWEPCO, PSO,
TCC, and TNC. In addition, the West Zone includes AEP’s joint venture
ETT which was described above and is located in the ERCOT region in
the state of Texas. Collectively, the West Zone companies are members
of two transmission organizations and two regional reliability organizations
in NERC. TCC, TNC, and ETT are members of both the Texas Regional
Entity (“TRE”) and ERCOT, which coordinates the movement of wholesale
electricity in parts of Texas and functions as the equivalent of an RTO.
The remaining West Zone companies are members of the SPP Regional

Entity and the SPP RTO, which coordinates the movement of wholesale

! Delaware, lllinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North
Carolina, Ohio, Pennsylvania, Tennessee, Virginia, and West Virginia.
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electricity in all or parts of eight states?. Within the West Zone, AEP has
transmission assets in both the SPP-West Zone and the ERCOT-West
Zone. The SPP-West Zone system extends across the states of
Arkansas, Louisiana, Oklahoma, and a portion of Texas and includes
more than 7,000 miles of circuitry operating at or above 69 kV, including
over 1,200 miles of 345 kV transmission lines. Both the SPP-West Zone
and ERCOT-West Zone provide an electric pathway to provide access to
off-system resources as well as a delivery mechanism to neighboring
systems.

SPP is located in the southwest area of the Eastern Interconnection
and includes major cities such as Fort Smith and Fayetteville in Arkansas;
Shreveport in Louisiana; Saint Joseph and Kansas City in Missouri;
Topeka and Wichita in Kansas; Lincoln in Nebraska; Tulsa, Lawton and
Oklahoma City in Oklahoma; and Amarillo and Lubbock in Texas.
ERCOT, located in the Texas Interconnection, includes major cities such
as Abilene, San Angelo, Austin, Dallas, San Antonio, Victoria, Corpus
Christi, Houston and Galveston. Exhibit AEP-103 shows the western AEP
transmission facilities at 345 kV.

HOW WILL AEP’'S CREATION OF AEPTCO AFFECT THE OWNERSHIP
AND OPERATION OF THE AEP TRANSMISSION SYSTEM AS YOU

DESCRIBED ABOVE?

2 Arkansas, Kansas, Louisiana, Missouri, Nebraska, New Mexico, Oklahoma, and
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The AEPTCo subsidiaries will develop, construct, own and operate
transmission facilities interconnected to existing AEP operating company
facilities within AEP’s territories in SPP and PJM. The only change will be
that the new transmission facilities, as described later, will be owned by
the AEPTCo subsidiaries instead of by the traditional AEP operating
companies. There will be no change in the planning, operation and
maintenance of the transmission system using services provided to the
AEPTCo subsidiaries through AEP Transmission. Services will be
managed and operated seamlessly through service agreements between
the AEPTCo subsidiaries and either AEPSC or the AEP operating

companies, as appropriate.

V. AEPTCO RATIONALE, BENEFITS AND ASSET OWNERSHIP

WHAT IS THE BUSINESS PURPOSE OF AEPTCO OWNERSHIP OF
NEW FACILITIES?

Vertically-integrated investor-owned utilities are facing a challenging and
uncertain environment. AEP’s operating companies are facing significant
pressure to maintain their credit ratings while, on the other hand, capital
spending needs are significant across all areas of the business and are
projected to extend over the next decade. In particular, over the next
several years, AEP’s transmission system requires a sustained level of
investment to meet our customers’ needs and continue infrastructure

investment mandated by RTOs. AEP and its operating companies need a
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way to limit the impact of this substantial investment requirement in
transmission on the financial condition of the AEP operating companies.
AEPTCo ownership of new transmission facilities meets this need by
providing an alternative financial vehicle for a portion of this spending
requirement. This will strengthen the financial condition of the operating
companies by relieving some of the pressure on AEP operating company
credit metrics.

AEPTCo ownership of new facilities also provides the transparency
demanded by certain investors for transmission-only businesses.
AEPTCo will be solely in the business of planning, constructing, owning,
operating and maintaining new transmission assets. This transmission-
only business will be a straightforward, transparent business, meaning
that investors should be able to easily understand and assess it for
investment purposes. The transparency comes from managing a
business under FERC with one type of electrical asset as opposed to
operating three types of major electrical assets under multiple state
regulators. AEP witness Haynes will discuss in detail the financing
benefits associated with this transmission-only business.

WHAT BENEFITS ARE ASSOCIATED WITH AEPTCO OWNERSHIP OF
NEW TRANSMISSION FACILITIES?

As discussed above, AEP and its customers will benefit from the reduced
financial pressure on the AEP operating companies. Helping to preserve

the credit quality of the AEP operating companies is an essential part of
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ensuring AEP’s ability to meet the needs of customers in the most timely
and cost-effective manner possible. In addition, AEP and its customers
will benefit from certain financing benefits that will be detailed by AEP
witness Haynes.

WILL AEPTCO OWN ASSETS THAT ARE CURRENTLY OWNED BY
THE EXISTING AEP OPERATING COMPANIES?

At this time, AEP’s intention is that the AEPTCo subsidiaries will develop
and own only new transmission assets and not assets currently in-service
at the AEP operating companies. Should AEP decide, at some time in the
future, to transfer in-service AEP operating company transmission assets
to the AEPTCo, AEP will seek appropriate state and FERC approvals.
SPECIFICALLY, WHAT TYPES OF ASSETS WILL AEPTCO AND ITS
SUBSIDIARIES OWN?

New transmission assets (regardless of voltage class) could be developed
and owned by the AEPTCo subsidiaries. However, in order to ensure that
the assets managed by AEPTCo are of sufficient scope, value and are
sufficiently physically discernable for AEP to manage from an accounting
and maintenance standpoint, AEP has developed AEPTCo Project
Selection Guidelines (“PSG”) that distinguish AEPTCo projects from AEP
operating company projects. In general, the PSG will designate projects
that include a clear physical demarcation between potential AEPTCo and
AEP operating company assets. Projects that qualify to be included in the

AEPTCo model will be subject to case-by-case evaluation and approval by
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AEP management. In addition, the PSG may be reviewed and amended

from time to time. Please see Exhibit AEP-104 for a copy of the PSG.

V. RTO PARTICIPATION

WILL AEPTCO SUBSIDIARIES BECOME MEMBERS OF THE PJM
AND SPP RTOS?

Yes. Each of the following AEPTCo subsidiaries will become members of
PJM: AEP Appalachian Transmission Company, Inc., AEP Indiana
Michigan Transmission Company, Inc., AEP Kentucky Transmission
Company, Inc., AEP Ohio Transmission Company, Inc., and AEP West
Virginia Transmission Company, Inc. The AEPTCo subsidiaries AEP
Southwestern Transmission Company, Inc. and AEP Oklahoma
Transmission Company, Inc. will each become members of SPP. Each of
the new companies will enter into consistent agreements and have the
same responsibilities with respect to adherence to NERC reliability
requirements and RTO member obligations as the AEP operating
companies do today.

PLEASE DESCRIBE HOW AEPTCO WILL PLAN AND CONSTRUCT
ITS TRANSMISSION SYSTEM IN CONJUNCTION WITH THE RTOS.
The AEP transmission system will continue to be planned consistent with
the approved planning processes within the RTOs to which the AEPTCo

subsidiary is a member. Consistent with such RTO processes and
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procedures, AEP Transmission, on behalf of the AEPTCo subsidiaries, will
develop, propose and construct system expansion and modification plans,
and conduct system studies in order to reliably serve the needs of our
customers. Since AEP internal transmission planning and monitoring will
continue much the same as is in existence today, the external interactions
and established communication forums with the RTOs will also continue
much the same as what is in existence today.

WILL AEPTCO AND THE AEP OPERATING COMPANIES INTERACT
DIFFERENTLY WITH RESPECT TO TRANSMISSION PLANNING IN
THE RTO REGIONS?

No. Since AEPTCo will participate in the RTOs’ open, transparent
planning processes, just as the AEP operating companies do today, the
AEPTCo will not have advantages over any participant within either RTO,
including non-AEP members of the RTOs. The goal of the single AEP
internal planning process is to meet the specific, long-term needs of the
AEP system while maintaining the reliability of both the PIJM and SPP
systems. Furthermore, the RTO planning process, encompassing both
the AEPTCo and AEP operating companies, ensures transparency and
coordination through existing stakeholder processes. Generator
interconnection, facility planning, transmission service needs, and impacts
on the transmission system of AEP will be reviewed and evaluated the

same as they are today under the RTO requirements and processes.
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VI. OPERATING COMPANY RATES AND REGULATION

PLEASE EXPLAIN HOW AEPTCO WILL RECOVER ITS COSTS IN
RATES.

AEPTCo will recover its costs through the formula rates proposed in this
proceeding. Each AEPTCo’s subsidiary will join PIM and SPP RTOs,
respectively, and the AEPTCo subsidiaries’ revenue requirements will be
included in PIJM’'s and SPP’s respective FERC-approved Open Access
Transmission Tariffs (“*OATTs”). PJM and SPP will bill wholesale load-
serving entities (“LSEs”) (including the AEP operating companies,
municipalities, electric cooperatives and other LSES) for transmission
service. Currently, the PIJM and SPP OATTs each contain rates for an
“AEP Zone” designed to recover the collective cost of service of the AEP
operating companies in that zone. Similarly, the rates being filed by the
AEPTCo subsidiaries in this case are designed to recover their collective
cost of service associated with the facilities they own in the AEP Zone
within each RTO.

HOW WILL THE AEP OPERATING COMPANIES RECOVER THE
AMOUNTS THEY ARE CHARGED BY THE RTOS?

In the states where the transmission component of retail rates tracks the
OATT payments, the amounts will be treated similarly to the other OATT
charges paid by the AEP operating companies. In other states, the cost of

transmission service incurred by the AEP operating companies will be
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included as expenses in the AEP operating companies’ cost of service for
retail ratemaking purposes. These expenses will take the place of the
ownership (return, depreciation and taxes) and other costs the AEP
operating companies would have incurred and included in their cost of
service if they, instead of the AEPTCo subsidiary, had owned the new
transmission facilities.

WILL RETAIL ELECTRICITY RATES BE SIGNIFICANTLY AFFECTED
IF THE AEPTCO OWNS TRASMISSION FACILITIES INSTEAD OF THE
AEP OPERATING COMPANIES?

No, there should not be significant differences in retail electricity rates.
The FERC and states establish rates for utility service in essentially the
same way. That is, rates are designed to allow the utility to recover its
cost of providing service including a reasonable return on investment. The
rate design paradigm will not change under the AEPTCo model.

WILL CREATION OF THE AEPTCO AFFECT NON-RATE REGULATION
BY THE STATES?

No. The state commissions within the existing AEP operating company
service territory will retain the same jurisdiction over the siting of new
transmission facilities and other non-rate regulation of public utilities as is
currently in existence today.

DO THE AEPTCO SUBSIDIARIES INTEND TO SEEK FERC ROE

INCENTIVES FOR AEPTCO?
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In this filing, AEPTCo is seeking a reasonable ROE as more fully
explained by AEP witness Dr. Avera. AEPTCo is not proposing any ROE
incentive other than the 50-basis point adder for RTO membership. If, in
the future, AEPTCo were to develop one or more projects that qualify for
ROE incentives, such incentives would be requested in a separate filing.
This formula template accommodates such incentives, if allowed.

ARE THE COSTS OF BUILDING AND MAINTAINING TRANSMISSION
UNDER THE AEPTCO COMPARABLE TO THE COSTS OF THE
PROJECTS IF BUILT AND MAINTAINED BY THE AEP OPERATING
COMPANIES?

Yes. The AEPTCo costs will be comparable to AEP operating company
costs for building and maintaining transmission facilities. Since AEPTCo
will draw upon the same resources for planning, building, and operating
and maintaining transmission assets, as are currently available to the AEP
operating companies today, the actual capital and O&M costs of the
projects will be comparable. Thus, the cost of building and maintaining
transmission projects within AEPTCo subsidiaries is expected to be
comparable to the costs if those projects were built and maintained by the
AEP operating companies.

WILL AEPTCO HAVE ANY EMPLOYEES DEDICATED TO ITS
OPERATION?

AEPTCo and its’ subsidiaries will not have direct employees. All services

provided to AEPTCo will be provided in the same way that AEP
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Transmission provides service to AEP operating companies. Such
services will be provided pursuant to service agreements with AEPSC
(and to the extent necessary or desirable, with the existing AEP operating
companies) for the provision of ongoing administrative, operational and
technical services. The form of each service agreement will be modeled
on the existing long-standing agreements that currently exist in the AEP
system. Billings under the service agreements will be at cost as required
by the FERC regulations and subject to the existing regulatory review and
audit procedures.

WILL THE CREATION OF THE AEPTCO INCREASE THE
ADMINISTRATIVE COSTS ASSOCIATED WITH THE MANAGEMENT
OF AEP TRANSMISSION?

There will be some incremental administrative costs associated with
additional FERC Form 1 filings, SEC Compliance reports, financial audits,
etc. However, these costs are expected to be minimal.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes it does.
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1.0 PURPOSE

This document provides guidance to AEP Transmission personnel in determining how capital will be
allocated between the AEP operating companies (“OPCO”) and AEP Transmission Company
subsidiaries (“AEPTCo subsidiaries™) regarding the construction of new transmission assets. These
guidelines are to be used by employees within the AEP Transmission business unit in determining
what Projects or Project Components should be developed by the AEPTCo subsidiaries. All personnel
participating in the planning, identification and approvals of new AEP Transmission assets must be
familiar with and utilize these guidelines.

20 ROLES & RESPONSIBILITIES

There are several groups involved with identifying AEP Transmission system needs. The following
highlights the roles and responsibilities of the Transmission departments responsible for evaluating
system needs:

2.1 Transmission Planning (TP)

e Identify transmission system needs.

e Propose projects and system upgrades.

e Provide recommendations to TAP with respect to development of project or system upgrade.

e Provide detailed information with respect to the need for the given project or system upgrade
including Regional Transmission Organization identified projects.

2.2 Transmission Asset Engineering (TAE)

= |dentify asset replacement / rehab needs for transmission assets.

= Propose projects and system upgrades.

= Provide recommendations to TAP with respect to development of project or system upgrade.
= Provide detailed information with respect to the need for the given project or system upgrade.

2.3 Transmission Asset Performance (TAP)

= Collect lists of project and system upgrade information from TP and TAE groups.

= Review the detail provided by TP and TAE, and determines whether the project or upgrade
meets the requirements of this guideline.

= Prepare documentation necessary for financial approvals and prepare budget projections as
requested by Transmission Budgeting Planning &Analysis (TBP&A) group.

E AEPTCo Project Selection Guideline
AMERICAN® Rev. 0
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30 PROJECT SELECTION PROCESS
For the purposes of this document the following definitions apply:

“Assets” are defined as electric equipment, lines, stations that are designated as Transmission pursuant
to FERC Form 1 general ledger account.

“Upgrades” are defined as modifications to existing Transmission Assets.
“Facility” is defined as an entire station or line between two stations.

“Component” refers to a section or sections of line between two stations and new equipment within a
station.

“Project” is defined as a combination of Facilities and Components needed to meet a given system
need and included together for financial approval. A Project may include both OPCO and/or AEPTCo
assets.

This document has been developed to assist AEP Transmission personnel in determining what
Facilities and/or Components should be developed by an AEPTCo subsidiary. Any Facilities or
Components that do not meet these guidelines would be developed to the respective AEP Operating
Company.

This process recognizes that there may be a need for variances between states, due to state statutory
requirements or regulatory precedents. Accordingly, discretion must be exercised by TAP in making
such determinations. Known state specific considerations are identified in Appendix A.

3.1 AEPTCo Ownership Eligibility
The following general principles would apply for eligibility as AEPTCo assets:

e Assets that provide a Transmission function (assigned to a Transmission FERC Form 1
general ledger account number) may be eligible for inclusion in an AEPTCo subsidiary if
such assets meet the criteria specified in these PSG. No facilities that are classified as
Distribution or Generation can be developed by AEPTCo.

o0 Transmission Assets designed and operated at voltages of 23 kV or higher in the PJIM
region and 69 kV or higher in the SPP region are considered Transmission assets.
(Currently AEPTCo has no plan to own Texas SPP transmission assets).

o For a power transformer to qualify as an AEPTCo asset, both primary and secondary
transformer voltages must meet the above voltage criteria and the transformer must
provide a Transmission function. This restriction does not apply to auxiliary or station
service transformers in a station.

0 AEPTCo will build/own only those facilities (Transmission Facilities) that may be
recovered from Transmission Service Customers through the RTO's FERC-approved

E AEPTCo Project Selection Guideline
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OATT, either through a rate of general applicability or by direct assignment to
transmission customers.

o Transmission Assets within a Distribution station that are part of a network qualify as
AEPTCo assets.

3.2 AEPTCo Project Categories

Projects and components that may be developed by an AEPTCo subsidiaries are categorized as
follows:

3.2.1 Greenfield

Greenfield facilities are defined as new transmission assets that do not require
replacement or modification of existing facilities or components.

0 Development of new transmission Facilities.
o Transmission assets within a new Distribution or Generation station that is part of

the transmission network. This would require a clear demarcation between
Transmission and Distribution or Generation assets at the facility.

0 New property or rights-of-way acquired for new transmission facilities.

3.2.2 Facility Additions

Facility additions are defined as new transmission components installed at existing AEP
Operating Company-owned Transmission or Distribution facilities.

o New Transmission equipment additions such as circuit breakers, transformers, shunt
or series reactors, capacitor banks, etc. and ancillary equipment directly related to
the new Transmission equipment additions.

o0 May include the retirement of certain existing AEP Operating Company
Transmission components, as necessary, to allow for the installation of the new
AEPTCo facilities.

0 The addition of new AEPTCo line facilities on existing AEP Operating Company
towers/poles (e.g. conductors/insulators being installed on vacant tower position).

3.2.3 Facility Replacement

Facility Upgrades are defined as the replacement of an entire existing AEP Operating
Company-owned facilities with new AEPTCo-owned facilities.

o0 Complete replacement of an AEP Operating Company-owned transmission line
facility or transmission station facility with a new AEPTCo-owned station or line
facility. Retirement of the AEP Operating Company facility is required.

E AEPTCo Project Selection Guideline
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0 AEPTCo at cost may lease or purchase the rights-of-way and property easements
from the affected AEP Operating Company (consistent with state legal/regulatory
requirements).

3.2.4 Component Replacement

Component replacement is defined as an apportioned replacement of an existing AEP
Operating Company-owned Transmission facility or replacement of component(s) within
a Transmission facility.

0 Major Extra High Voltage (EHV) equipment replacements may be included in
AEPTCo.

o All component replacement projects must be evaluated on a case-by-case basis.

3.2.5 Spare/Mobile Equipment

Spare/mobile equipment is defined as purchases of major Transmission equipment as
capitalized spares or mobiles.

0 Mobile transformers must have Transmission operating voltages at the high and low
side for this category.

0 Major spare equipment such as transformers and circuit breakers may be purchased
to support existing AEPTCo assets.

3.3 Other Considerations

o

All assets owned by AEPTCo subsidiaries must be clearly distinguishable from assets
owned by AEP Operating Companies.

Components developed by AEPTCo are intended to be large projects that are readily
identifiable and discernable to AEP Service Company employees and personnel.

A project should be greater than $500,000 to be considered for development by an
AEPTCo subsidiary. Exceptions to this assumption must be approved by TAP.

Reimbursable projects or projects involving contributions in aid of construction (CIAC)
should follow the guideline for determination of AEPTCo versus AEP Operating
Company ownership.

Projects that have not yet been place in service but have been previously approved
through the AEP financial approval process may be considered for AEPTCo on a case-by-
case basis. This provision is transitional and shall self terminate after January 01, 2011.

Projects or components that require upgrades to AEPTCo facilities or are directly
interconnected to AEPTCo facilities shall be developed by AEPTCo.

E AEPTCo Project Selection Guideline
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3.4 Records Management

0]

Accounting procedures will comply with all regulatory, GAAP, and FERC Uniform
System of Accounts standards.

Internal controls will be designed to meet AEP standards.

Assets owned by applicable AEPTCo subsidiary or AEP Operating Company do not
change the applicable RTO definition of Transmission or Distribution.

FERC accounting designations distinguishing Transmission and Distribution equipment
must be adhered to in all situations.

3.5 Financial Authorization & Documentation

0]

Authorization for funding must utilize the same process for both AEPTCo and Operating
Company assets.

TAP shall prepare and route all projects for financial approval, clearly specifying which
assets will be owned and operated by AEPTCo. Individual project approvals may include
approvals of both Operating Company and AEPTCo assets, as long as all work associated
with the project is clearly discernable between the Operating Company and AEPTCo.

3.6 Related Procedures & Guidelines

0]

Not applicable.
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AFFIDAVIT OF WITNESS
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Prepared Direct Testimony of Lisa M. Barton is the testimony of the undersigned, and
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