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. INTRODUCTION AND EXPERIENCE

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION.

My name is Stephan T. Haynes. My business address is 1 Riverside Plaza,
Columbus, Ohio 43215. | am Chief Risk Officer and Vice President
Strategic Initiatives of American Electric Power Service Corporation
(“AEPSC”).

WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY?

As Chief Risk Officer & Vice President Strategic Initiatives, | oversee the
risk functions, the trust and benefit fund investments, and strategic
initiatives of AEPSC. | am also Treasurer of AEP Transmission Company,
LLC (“AEPTC0”) and am responsible for preparing and executing the
financing plans for AEPTCo and its subsidiaries. This includes all debt,
equity, lease and bank facility financings and the maintenance of an
appropriate capital structure.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND,
PROFESSIONAL QUALIFICATIONS, AND BUSINESS EXPERIENCE.

| graduated from Harding University, summa cum laude, in 1983 with a
Bachelor of Science in Business Systems Analysis. | graduated from The
Ohio State University in 1987 with a Masters of Business Administration,
where | was named a Weidler Scholar. While at AEP, | attended the
Darden Executive Program at the University of Virginia and the AEP

Management Program at The Ohio State University.
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I have held my current position since January of 2008. Prior to my
current position, | spent approximately four years as Vice President and
Assistant Treasurer of AEPSC. Prior to my role as Vice President and
Assistant Treasurer, | spent six years in market risk oversight, first as
Managing Director-Risk Oversight, and in January 2002, | was promoted
to Vice President-Market Risk Oversight. In addition, | have held the
positions of Managing Director-Corporate Finance, Manager-Corporate
Finance, and positions in investor relations and information systems within
AEPSC where | was hired in 1984.

HAVE YOU PREVIOUSLY FILED TESTIMONY IN ANY COMMISSION
PROCEEDINGS?

Yes. | have filed testimony with the Public Utility Commission of Texas
(“PUCT”) as a witness in Docket No. 33541, Application of AEP Texas
Central Company (“TCC”) For a Final Accounting of Up-Front Qualified
Costs. | also filed testimony in Docket No. 24195, Application of Central
Power & Light Company to Implement the Fuel Factor Component of Price
to Beat Rates, Docket No. 24335, Application of West Texas Ultilities
Company to Implement the Fuel Factor Component of Price to Beat
Rates, and Docket No. 2449, Application of Southwestern Electric Power
Company to Implement the Fuel Factor Component of Price to Beat
Rates. | filed testimony as the return on equity witness in the Public
Utilities Commission of Ohio Case No. 05-376-EL-UNC for Columbus

Southern Power & Ohio Power seeking approval to recover costs during
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the construction of an IGCC plant in Ohio. In addition, | filed rebuttal
testimony for Appalachian Power Company in Virginia State Corporation
Commission Case No. PUE-2006-00065 on investors’ rationale when
valuing debt securities, the impact and importance of rate relief on credit
rating, cost of funds and ability to raise capital, cost of capital, and capital

structure.

IIl. PURPOSE OF TESTIMONY

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.
In my testimony, | discuss the characteristics of AEPTCo that enable it to
best attract capital. Also, | will describe the capital structure of AEPTCo
and explain how the capital structure will be determined.
PLEASE DESCRIBE THE STRUCTURE OF AEPTCO.
AEPTCo is a limited liability company organized under the laws of the
state of Delaware.

As shown on Table 1, AEPTCo owns seven subsidiary companies
formed to meet utility requirements in the states in which AEPTCo will own

assets.
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American Electric Power Company, Inc.

AEP Transmission
Holding Company, LLC
(“AEPHoldco”)
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AEPT

Company, LLC
(“AEPTC0”)

ransmission

LLC

Pioneer
Transmission,

Potomac
Appalachian
Transmission

Electric
Transmission
America. LLC

AEP Southwestern
Transmission
Company, Inc.

AEP Ohio
Transmission
Company, Inc.

AEP Appalachian
Transmission
Company, Inc.

AEP Indiana
Michigan
Transmission

Company, Inc.

AEP Oklahoma
Transmission
Company, Inc.

AEP West
Virginia
Transmission
Company, Inc.

AEP Kentucky
Transmission
Company, Inc.

*HIGHLIGHTED COMPANIES REPRESENT AEPTCO AND THE AEPTCO SUBSIDIARY COMPANIES

Q. PLEASE SUMMARIZE YOUR OVERALL CONCLUSIONS.

| have several conclusions. First, | recommend the cost of debt and the

cost of equity for AEPTCo, Second, AEPTCo will have characteristics that

enable it to be attractive to investors and in turn, have greater access to

capital. Third, the target capital structure of 50% equity and 50% debt for

AEPTCo is in the median range for utility capital structures, and is within

the range expected by the rating agencies and by the capital markets.
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WHAT DO YOU RECOMMEND FOR THE COST OF EQUITY AND THE
COST OF DEBT FOR AEPTCO?

| am recommending that the cost of equity be 11.9% and 12.1% for the
AEPTCo subsidiaries in PJIM and the AEPTCo subsidiaries in SPP
formula rates, respectively. While witness Avera supported a cost of equity
of 13.6%, my proposals for cost of equity are the same as those requested
in Docket Nos. ER-07-1069 and ER-08-1329 of 11.9% and 12.1%, for
AEP-SPP and AEP-East Operating Companies, respectively. The cost of

equity I am proposing includes 50 bps for RTO membership.

| am recommending that the initial cost of debt to be used in AEPTCo's
formula rates be 6.00% until AEPTCo has its first long-term debt issuance.
This rate is reasonable because it is consistent with the rates on the 2009

long-term debt offerings of AEP's operating companies.

CAN YOU PLEASE SUMMARIZE WHAT YOU SEE AS THE PRIMARY
BENEFITS, FROM A FINANCING PERSPECTIVE, OF CREATING
AEPTCO?

As discussed by witness Barton, AEPTCo will be solely in the business of
planning, constructing, owning, operating and maintaining transmission
assets. This transmission-only business will be a straightforward,

transparent business meaning that investors will be able to understand
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and assess it for investment purposes. The transparency comes from
operating a business with one type of asset and with a single regulator
controlling its revenues including the formula rates being requested in this
filing.

In the last two years, financing costs have been high and very volatile,
and it has often been difficult to raise capital, especially in the large
volumes needed by utility companies. Downgrades and defaults,
especially among financial institutions, bond insurers and certain types of
securities, have resulted in flight-to-quality investments in securities,
companies and industries where the business drivers are less volatile and
more clearly understood. While the financial market environment has
recently improved, AEPTCo’s benefits stated above will make a strong
case for raising capital in markets in which investors are selective about
where to invest.

WILL AEPTCO PROVIDE AEP WITH GREATER ACCESS TO CAPITAL
TO SUPPORT INVESTMENT IN TRANSMISSION INFRASTRUCTURE?
Access to capital is relatively greater for businesses with stronger credit
profiles and ratings and straightforward risk profiles. AEPTCo will need to
establish itself as a stand-alone business with the necessary credit ratios
and strong, stable cash flows. Over a period of time as a single-line
business, it should develop a strong credit profile, resulting in the benefits

discussed above. AEPTCo will have the characteristics of companies
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which are able to raise capital in both open and difficult markets, as well
as the flexibility to access more sources of debt and equity capital.
WHY WILL A TRANSMISSION-ONLY COMPANY BE VIEWED MORE
FAVORABLY BY THE INVESTMENT COMMUNITY THAN THE
EXISTING AEP OPERATING COMPANIES?

AEPTCo is going to have one line of business and associated costs, with
its rates set by FERC and revenues collected by the RTOs. The cost
recovery and revenue collection is very predictable and transparent.
AEP’s operating companies by comparison have more complex
businesses involving generation, transmission and distribution and
regulation by multiple entities.

The AEP operating companies have multiple cost components, varying
degrees of regulatory lag in recovery of those costs, and multiple sets of
utility projects to include in rate base across multiple jurisdictions.
AEPTCo will be planning, building and managing only transmission
assets. Therefore, AEPTCo investors will have an easier time
understanding the risk profile they are financing. In addition, investors can
see the benefits of and demand for additional transmission investment,
including supporting renewables, increasing reliability, and reducing
congestion. This business will be a straightforward, transparent business
and one that investors will be able to understand and assess for

investment purposes.
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WILL THE CREATION OF THE AEPTCO LOWER THE OVERALL COST
OF CAPITAL SUPPORTING AEP’S TRANSMISSION INVESTMENT?
AEPTCo’s cost of capital will be dependent on a number of factors
including its capital structure, regulatory framework, business risk
including project and operational risk, cash flow profile including
construction spend, capital markets supply and demand, and investor
preferences. As AEPTCo grows its business, it will manage these factors
and build a strong credit profile to achieve the lowest possible cost of debt.
The initial cost of debt is expected to be similar to the AEP operating
companies.

DOES AEP PLAN TO UTILIZE DIFFERENT ACTUAL AND
RATEMAKING CAPITAL STRUCTURES?

No. The AEPTCo will be constructing multiple projects, some with
relatively short project timeframes and others with longer time frames.
With the approval of the formula rate, AEPTCo will be receiving timely rate
treatment. AEPTCo rates will be based on the actual capital structure,
which will be targeted at 50% equity and 50% debt.

DOES AEP ANTICIPATE SELLING DIRECT INTERESTS IN THE
AEPTCO, EITHER THROUGH EQUITY INVESTMENT OR OTHER

STRUCTURES?
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AEP has no current plans to bring in other equity investors, but AEPTCo’s
structure gives AEP the ability to bring in other equity capital in the future.
Equity investors may be interested in investing for all the reasons stated
above.

PLEASE EXPLAIN WHY A 50% EQUITY AND 50% DEBT CAPITAL
STRUCTURE IS REASONABLE FOR AEPTCO.

AEPTCo needs to have ready access to the capital markets. Since the
recent turmoil in financial markets, it has been critical to have an
investment grade credit rating (BBB- and higher) to maintain adequate
market access to raise capital in sufficient quantities to support capital
spending. AEP wants each of its operating companies to have investment
grade credit ratings supported by strong cash flows and capital structures.

The integrated and distribution utility companies’ average equity/debt
capitalization is about 50/50 for investment grade companies®. This
establishes the market expectation for investment grade companies.

In addition, AEPTCo is expected to have a high ratio of capital
expenditures relative to its cash flow for several years and will need a
strong equity layer to achieve an investment grade rating.

Moreover, both Moody'’s Investors Service and Standard and Poor’s
Rating Services credit ratio guidelines indicate that a capital structure in
the range of 50% debt and 50% equity is in the range targeted for a “BBB”

utility credit rating. “BBB” is the lowest investment grade rating category.

! Average Equity/Debt Of 49%51% In Fitch U.S. Electric And Gas Financial Peer Study June 2009.
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Being rated investment grade is necessary to maintain continuous access
to the capital markets. Thus, access to the capital markets for raising
sufficient capital on favorable terms will be facilitated by this capital
structure. AEPTCo will target a capitalization of approximately 50% debt
and 50% equity.

DESCRIBE HOW AEPTCO WILL OBTAIN EQUITY FUNDING.

AEP’s approach is to use equity infusions contributed by AEP
Transmission Holding Company, as well as retained earnings generated
from net income to provide the necessary equity capital to AEPTCo for its
50% targeted equity.

HOW WILL AEPTCO OBTAIN DEBT FUNDING?

Our expectation is that AEPTCo and its subsidiaries will borrow money
from the AEP Corporate Borrowing Program as short-term

borrowings. The AEP Corporate Borrowing Program is the funding
mechanism AEP and its subsidiaries use to meet the short-term cash
requirements of the system. The operation of the Corporate Borrowing
Program is designed to match, on a daily basis, the available cash and
borrowing requirements of each of the participants, thereby minimizing the
need for AEP to borrow from external sources. There are many benefits of
the program, but the primary benefit is that it allows each participant to
minimize the cost of its short-term borrowings and maximize the returns
from its short-term investments. All short-term borrowings will be paid

down using funds from long-term debt financings and equity infusions.
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Long-term debt will be financed using bank loans or the public or private
bank markets.

DO YOU HAVE ANY FINAL OBSERVATIONS?

Facilitating the construction of needed transmission enhancements is a
clear priority of the FERC, and also of Congress as evidenced by the
Energy Policy Act of 2005. It is essential, therefore, both for AEPTCo and
for future transmission investments that will be required to induce the
capital markets to participate in AEPTCo financing and to do so on terms
that will be most beneficial to those assigned cost responsibility for the
project. Approval of the capital structure requested in this application is
necessary and proper to achieve that goal.

DOES THAT CONCLUDE YOUR TESTIMONY?

Yes.
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AFFIDAVIT OF WITNESS

I, the undersigned, being duly sworn, depose and say, under penalty of perjury, that the
Prepared Direct Testimony of Stephan T, Haynes is the testimony of the undersigned, and

that the exhibits sponsored by me to the best of my knowledge, information and belief;

are true, correct, accurate and complete, and I hereby adopt said testimony as if given by

' égaﬁm—'

Stephan I. Haynes

me in formal hearing, under oath
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