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DONALD ROWLETT

DIRECT TESTIMONY

PLEASE STATE YOUR NAMEBY WHOMYOU ARE EMPLOYED AND BUSINESS ADDRESS

MY NAME IS DONALD ROWLETT AM EMPLOYED BY OKLAHOMA GAS AND ELECTRIC COMPANY

OGE OR COMPANY AND MY BUSINESS ADDRESS IS 321 HARVEY BOX 321

OKLAHOMA CITY OKLAHOMA 73101

WHAT POSITION DO YOU HOLD WITH OGE

HOLD THE POSITION OF DIRECTOR OF REGULATORY POLICY AND COMPLIANCE

PLEASE STATE YOUR EDUCATIONAL QUALIFICATIONS AND EMPLOYMENT HISTORY WITH OGE

10 EARNED BACHELOR OF SCIENCE DEGREE IN BUSINESS WITH AN ACCOUNTING EMPHASIS 1980

11 AND MASTERS IN BUSINESS ADMINISTRATION 1992 FROM OKLAHOMA CITY UNIVERSITY IN

12 1983 BECAME CERTIFIED PUBLIC ACCOUNTANT LICENSED TO PRACTICE IN OKLAHOMA PRIOR TO

13 JOINING OGE WAS EMPLOYED BY ARTHUR ANDERSEN CO AS FINANCIAL CONSULTANT AND

14 AUDIT MANAGER DURING MY EMPLOYMENT PERFORMED AUDITS OF FINANCIAL STATEMENTS IN

15 VARIETY OF INDUSTRIES ADDITIONALLY PARTICIPATED IN THE PREPARATION OF FILINGS WITH THE

16 SECURITIES AND EXCHANGE COMMISSION SEC AND PROVIDED CLIENTS WITH GUIDANCE ON THE

17 FINANCIAL REPORTING REQUIREMENTS OF THE SEC AND GENERALLY ACCEPTED ACCOUNTING

18 PRINCIPLES GAAP

19

20 WHAT ARE YOUR RESPONSIBILITIES AS DIRECTOR OF REGULATORY POLICY AND COMPLIANCE FOR

21 OGE



AM RESPONSIBLE FOR THE ANALYSIS DEVELOPMENT AND COMMUNICATION OF REGULATORY POLICY

FOR OGE THIS INCLUDES ESTABLISHING POLICIES TO BE FOLLOWED BY THE COMPANY IN THE

OKLAHOMA ARKANSAS AND FEDERAL ENERGY REGULATORY COMMISSION FERC JURISDICTIONS

AND MONITORING COMPLIANCE WITH THOSE POLICIES THROUGHOUT THE COMPANY

PLEASE DESCRIBE THE SYSTEM OF ACCOUNTING UTILIZED IN MAINTAINING THE COMPANYS

BOOKS AND RECORDS

OGE MAINTAINS ITS FINANCIAL AND ACCOUNTING RECORDS IN CONFORMANCE WITH THE UNIFORM

SYSTEM OF ACCOUNTS FOR PUBLIC UTILITIES AND LICENSEES CFR TITLE 18 PART 101 REQUIRED

10 BY THE FERC AND ADOPTED BY THE COMMISSION FINANCIAL STATEMENTS ARE PREPARED IN

11 ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES AND AUDITED ANNUALLY BY AN

12 INDEPENDENT PUBLIC ACCOUNTING FIRM TO ASSURE THESE PRINCIPLES ARE APPLIED ON CONSISTENT

13 BASIS AND IN KEEPING WITH THE PRESCRIBED SYSTEM OF ACCOUNTS IN ADDITION THE COMMISSION

14 0CC FERC THE INTERNAL REVENUE SERVICE AND OTHER GOVERNMENTAL AND REGULATORY

15 AGENCIES PERFORM PERIODIC AUDITS TO ASSURE COMPLIANCE WITH THEIR RESPECTIVE REQUIREMENTS

16

17 PLEASE STATE YOUR ROLE IN THIS PROCEEDING AND IDENTIFY OGES OTHER WITNESSES

18 SERVE AS THE OVERALL POLICY WITNESS IN THIS PROCEEDING PARTICULARLY WITH RESPECT TO THE

19 COMPANYS NEED FOR RATE INCREASE IN ADDITION SEVERAL OTHER WITNESSES ARE SPONSORING

20 TESTIMONY IN SUPPORT OF THE COMPANYSAPPLICATION OGES WITNESSES ALONG WITH THEIR

21 RESPECTIVE ROLES IN THIS PROCEEDING ARE SUMMARIZED IN CHART ON THE FOLLOWING PAGE



CHART

WITNESS PURPOSE OF TESTIMONY

DONALD ROWLETT CASE POLICY WITNESS AND ACCOUNTING PRO FORMA ADJUSTMENTS

DONALD MURRY PHD RETURN ON EQUITY AND CAPITAL STRUCTURE

JESSE LANGSTON REDBUD ACQUISITION USED AND USEFUL JUSTIFICATION CUSTOMER BENEFITS

BRYAN SCOTT RATE DESIGN AND REVENUE PRO FORMA ADJUSTMENTS

GREG VEITCH COST OF SERVICE

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN DOCKET NO 08103U

THE PURPOSE OF MY TESTIMONY IS TO SUMMARIZE THE CALCULATION OF THE 26391288

REQUESTED GENERAL RATE CHANGE AND EXPLAIN WHY THE INCREASE IS NECESSARY WILL ALSO

GENERALLY DISCUSS OGES ACQUISITION OF THE REDBUD GENERATING FACILITY FINALLY

SPONSOR THE COMPANYS FINANCIAL STATEMENTS AND SCHEDULES INCLUDED IN VOLUME

SECTIONS AND OF THE COMPANYS APPLICATION AND THE MAJORITY OF THE

COMPANYSPRO FORMA ADJUSTMENTS

10

11 WHYIS THE RATE INCREASE NECESSARY

12 OGE HAS INVESTED OVER 700 MILLION IN ELECTRIC INFRASTRUCTURE SINCE 2006 THE UPDATE

13 PERIOD USED IN THE COMPANYS MOST RECENT ARKANSAS RATE CASE ADDITIONALLY OGE HAS

14 ENTERED INTO AN AGREEMENT TO PURCHASE 51 PERCENT OF 1230 MWCOMBINED CYCLE

15 GENERATING PLANT KNOWN AS THE REDBUD PLANT FOR APPROXIMATELY 441 MILLION DURING THE

16 PRO FORMA TEST YEAR LASTLY LIKE OTHER BUSINESSES OGE IS FACED WITH RISING COSTS

17 INCLUDING LABOR MEDICAL COSTS GASOLINE AND DIESEL AND OTHER OPERATING COSTS



HAS THE COMPANY TAKEN STEPS TO HOLD DOWN COSTS

THROUGHOUT ITS HISTORY AND ESPECIALLY FOR THE PAST 20 YEARS OGE HAS WORKED HARD TO

STREAMLINE ITS OPERATIONS LIKE MANY CORPORATIONS IT HAS LEARNED TO DO MORE WITH LESS BY

IMPLEMENTING NEW TECHNOLOGY AND IMPROVING OUR PROCESSES THE COMPANY HAS BEEN ABLE

TO REDUCE ITS WORKFORCE TO APPROXIMATELY HALF ITS 1987 SIZE OGE HAS ELIMINATED

FACILITIES ACROSS ITS SERVICE TERRITORY WITHOUT AFFECTING SERVICE QUALITY THESE EFFICIENCIES

HAVE ALLOWED THE COMPANY TO MAINTAIN RELIABLE LOW COST SERVICE TO OUR CUSTOMERS MORE

ECONOMICALLY WHILE THE AVERAGE OGE CUSTOMERS USAGE HAS INCREASED BY MORE THAN

27 IN THIS 20YEAR PERIOD THE AVERAGE NONFUEL COST OF RESIDENTIAL KILOWATT HOUR IN

10 2008 IS LESS THAN IT WAS IN 1987

11

12 WHAT HAS CREATED THIS SURGE IN OGES CAPITAL INVESTMENT

13 CUSTOMER DEMAND FOR ELECTRICITY CONTINUES TO GROW REQUIRING NEW INVESTMENT IN UTILITY

14 PLANT ADDITIONALLY OGES INFRASTRUCTURE CONTINUES TO AGE MUCH OF THE EXISTING

15 TRANSMISSION AND DISTRIBUTION INFRASTRUCTURE IS AT OR EXCEEDS ITS DESIGN LIFE AND HAS TO BE

16 REPLACED THE COMBINATION OF GROWING DEMAND AND REPLACEMENT OF OLD FACILITIES HAS

17 RESULTED IN GREATER CAPITAL INVESTMENT IN RECENT YEARS

18

19 WHY IS IT IMPORTANT TO ADDRESS THIS INFRASTRUCTURE CHALLENGE NOW

20 THE NUMBER OF FACILITIES EXCEEDING THEIR OPERATING LIFE WILL INCREASE UNLESS MORE CAPITAL IS

21 INVESTED IN THE INFRASTRUCTURE IN ORDER FOR OGE TO MAINTAIN DEPENDABLE AND RELIABLE

22 SERVICE LARGE INVESTMENTS MUST BE MADE SO THAT ELECTRIC SERVICE IS AVAILABLE WHEN NEEDED

23 BY CUSTOMERS



WHAT IS OGE DOING TO ADDRESS THIS ISSUE

AS IS SHOWN IN THE CHART BELOW OGL PLANS TO INVEST APPROXIMATELY 29 BILLION IN

UTILITY PLANT TO SERVE CUSTOMERS AND MEET INCREASING ENVIRONMENTAL QUALITY REQUIREMENTS

THROUGH THE YEAR 13

CHART

PLANNED 200820I3 OGE CAPITAL EXPENDITURES

29 BILLION
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IS OGEALONE IN FACING THE AGING INFRASTRUCTURE CHALLENGE

NO HE AGE OF OGL EQUIPMENT IS COMPARABLE TO THE NATIONAL AVERAGE HE INDUSTIY

WHOLE IS WORKING TO UNDERSTAND THE DRIVERS OF THE ECONOMIC LIVES OF EACH PIECE OF

EQUIPMENT AND PREDICTING FAILUR RATES OG IS GATHERING QUANTITATIVE DATA TO ASSIST IN

MAKING 3EC THAT WILL MIMMIIE THE COST OF MAINTAINING RELIABLE ELECTRIC SYSTEM

OVER THE IONG HC OMPANY IS PROACTIVELY WORKING TO REDUCE THE FAILURE RATE OF ITS

12 AGING EQUIPMENT AND IS FOCUSING ON HOW BEST TO ECONOMICALLY INVEST RESOURCES TO MEET



THIS ISSUE GOING FORWARD HOWEVER IN SPITE OF OGES BEST EFFORTS ADDRESSING THE AGING

INFRASTRUCTURE ISSUE WILL REQUIRE INVESTMENTS HIGHER THAN HISTORIC LEVELS FOR SEVERAL YEARS TO

COME

PLEASE DESCRIBE THE INCREASED OPERATING COSTS THAT CONTRIBUTE TO THE NEED FOR RATE

INCREASE

THE COMPANY HAS EXPERIENCED SUBSTANTIAL INCREASES IN OPERATIONS AND MAINTENANCE

OMEXPENSES DUE TO THE NATIONAL TREND OF HIGHER MEDICAL COSTS LABOR COSTS AND THE

OVERALL HIGHER OPERATING COSTS LEVELS DRIVEN BY INCREASING COMMODITY PRICE THE OPERATING

10 COSTS INCLUDED IN THE COMPANYS RATES PROVIDE THE FUNDS NECESSARY TO OPERATE AND MAINTAIN

11 ITS GENERATION TRANSMISSION AND DISTRIBUTION FACILITIES THE COMPANY CANNOT ABSORB

12 CONTINUED RISING OPERATING COSTS WITHOUT ADEQUATE COMPENSATION AND MAINTAIN THE QUALITY

13 AND RELIABILITY OF ELECTRIC SERVICE

14

15 HOW IS THE REMAINDER OF YOUR TESTIMONY ORGANIZED

16 THE FOLLOWING TESTIMONY IS ORGANIZED INTO SIX SECTIONS

17 SECTION COMMISSION PROCEDURES

18 SECTION II GENERAL RATE CHANGE

19 SECTION III REDBUD PLANT ACQUISITION

20 SECTION IV RATE BASE PRO FORMA ADJUSTMENTS

21 SECTION OPERATING INCOME PRO FORMA ADJUSTMENTS

22 SECTION VI CONCLUSION



SECTION COMMISSION PROCEDURES

PLEASE STATE THE RELIEF SOUGHT FROM THE COMMISSION THROUGH THIS APPLICATION

OGE IS REQUESTING GENERAL RATE CHANGE PURSUANT TO THE COMMISSION RULES OF PRACTICE

AND PROCEDURE SECTION AND APPENDICES AND IA THE ACCOUNTING EXHIBITS SCHEDULES

TESTIMONY AND EVIDENCE THAT SUPPORT THE GENERAL RATE CHANGE ARE INCLUDED WITH THE

APPLICATION FILED IN THIS DOCKET

DID OGE PROVIDE THE COMMISSION ADVANCE NOTICE OF THE COMPANYS APPLICATION

YES PURSUANT TO ARK CODE ANN 23440 1987 UTILITY IS REQUIRED TO PROVIDE NOTICE

10 TO THE COMMISSION OF ITS INTENT TO FILE AN APPLICATION FOR GENERAL RATE CHANGE ON JUNE

11 2008 OGE FILED ITS NOTICE OF APPLICATION FOR GENERAL CHANGE OR MODIFICATION IN

12 RATES CHARGES AND TARIFFS FOR ITS ARKANSAS JURISDICTION CUSTOMERS ACCORDINGLY THE

13 COMPANY WAS REQUIRED TO FILE ITS APPLICATION NO SOONER THAN SIXTY 60 DAYS AND NO LATER

14 THAN NINETY 90 DAYS FROM THE FILING OF SUCH NOTICE

15

16 WHAT IS THE AMOUNT OF THE REQUESTED GENERAL RATE CHANGE

17 THE COMPANY IS REQUESTING THE COMMISSION TO APPROVE 26391288 GENERAL RATE

18 CHANGE

19

20 WHAT TEST YEAR WAS UTILIZED IN DEVELOPING THE APPLICATION

21 THE COMPANYS EXHIBITS WERE BASED ON THE FINANCIAL RESULTS OF THE TEST YEAR ENDING

22 DECEMBER 31 2007 AND THE PRO FORMAYEAR ENDING DECEMBER31 2008 THE COMPANY HAS

23 PROPOSED TWENTY 20 PRO FORMA ADJUSTMENTS TO RATE BASE AND FORTYONE 41 PRO FORMA



ADJUSTMENTS TO OPERATING INCOME WILL SPONSOR THE RATE BASE PRO FORMA ADJUSTMENTS AND

PRO FORMA ADJUSTMENTS THROUGH 27 AND 29 THROUGH 41 TO OPERATING INCOME

WHY ARE PRO FORMA ADJUSTMENTS TO TEST YEAR NECESSARY

IN ANY RATE REVIEW THE REGULATORY OBJECTIVE IS TO DESIGN RATES TO REFLECT REVENUE EXPENSE

AND INVESTMENT LEVELS THE UTILITY IS EXPECTED TO EXPERIENCE PROSPECTIVELY IN SOME

REGULATORY JURISDICTIONS FUTURE TEST YEAR IS UTILIZED TO ACHIEVE THIS GOAL AS ALLOWED BY

THIS COMMISSIONS RULES THE COMPANY HAS UTILIZED HISTORICAL TEST YEAR WITH PRO FORMA

ADJUSTMENTS WHICH REFLECT REASONABLY KNOWN AND MEASURABLE CHANGES WITHIN THE

10 SUBSEQUENT TWELVE MONTHPERIOD IN THAT PROCESS TEST YEAR RESULTS REQUIRE RESTATEMENT FOR

11 ACTUAL OCCURRENCES NOT EXPECTED TO RECUR AND II EVENTS THAT WERE EXPECTED TO OCCUR BUT

12 DID NOT TRANSPIRE IN WHOLE OR IN PART DURING THE TEST YEAR THERE MAY ALSO BE RECURRING

13 COSTS THAT ARE NOT THE CUSTOMERS RESPONSIBILITY IN THIS SPECIFIC PROCEEDING PRO FORMA

14 ADJUSTMENTS RESULT IN PRO FORMA TEST YEAR THAT RECOGNIZES THE REVENUE EXPENSE AND

15 INVESTMENT LEVELS THE COMPANY WILL EXPERIENCE AFTER NEW RATES ARE IMPLEMENTED

16 SOMETIME IN CALENDAR YEAR 2009

17

18 WHAT IS THE IMPORTANCE OF THE PRO FORMA ADJUSTMENTS IN THIS PROCEEDING

19 THE COMPANYS PROPOSEDPROFORMAADJUSTMENTS ARE CRITICAL TO ESTABLISH PROSPECTIVE RATES

20 IN 2009 THE ADJUSTMENTS PROPOSED BY THE COMPANY WILL PROVIDE FAIR RETURN ON THE

21 DECEMBER 31 2008 COMPANY INVESTMENT AND II THE OM EXPENSE LEVEL NECESSARY TO

22 COVER DAILY OPERATING COSTS AND SUFFICIENTLY ATTRACT TRAIN AND RETAIN WORKFORCECAPABLE OF

23 OPERATING AN ELECTRIC SYSTEM IN SAFE AND RELIABLE MANNER



PLEASE EXPLAIN THE GENERAL CATEGORIES OF PRO FORMA ADJUSTMENTS PROPOSED BY THE

COMPANY

PROFORMA ADJUSTMENTS FALL INTO ONE OF THE FOLLOWING THREE CATEGORIES

NORMALIZAI ADJUSTMENTS ARE USUALLY MADE TO REVENUES AND EXPENSES TO OFFSET

UNUSUAL LEVELS OF OPERATIONS RECORDED DURING THE TEST YEAR FOR EXAMPLE EXTREME

WEATHER CONDITIONS CAN CREATE ABNORMAL LEVELS OF REVENUES AND EXPENSES

ADDITIONALLY ABNORMAL LEVELS OF OPERATIONS MAY OCCUR DUE TO DELAYED OR ACCELERATED

PROJECTS DURING TEST YEAR WHETHER THE REVENUES AND EXPENSES ARE ABOVE OR BELOW

NORMAL LEVEL PRO FORMA ADJUSTMENT IS REQUIRED TO PROJECT NORMAL LEVEL OF

10 OPERATIONS FOR THE ESTABLISHMENT OF PROSPECTIVE RATES

11 ANNUALIZATION ADJUSTMENTS RECOGNIZE THAT SOME ACTION OCCURRED DURING THE TEST YEAR

12 THAT WILL BE ONGOING AND MUST BE CAPTURED ON PROSPECTIVE BASIS ONE COMMON

13 ANNUALIZATION ADJUSTMENT IS FOR PAYROLL OR SALARY INCREASES THAT OCCUR DURING THE TEST

14 YEAR FUTURE PAYROLL COSTS ARE USUALLY HIGHER THAN THE AMOUNT RECORDED IN THE

15 HISTORICAL FINANCIALS THE PROFORMA ADJUSTMENT IS NECESSARY TO INCREASE PAYROLL COSTS

16 TO LEVEL AS IF THE PAYROLL OR SALARY INCREASE HAD OCCURRED AT THE BEGINNING OF THE TEST

17 YEAR IN DEVELOPING PAYROLL ADJUSTMENT THE CHANGE IN THE NUMBER OF EMPLOYEES

18 SHOULD ALSO BE CONSIDERED

19 PRO FORMA ADJUSTMENTS OUTSIDE THE TEST YEAR CONSIDER REASONABLY KNOWN AND

20 MEASURABLE CHANGES THAT OCCUR WITHIN TWELVE 12 MONTHS OF THE TEST YEAR ENDING

21 DECEMBER 31 2007 IN THIS PROCEEDING TWO GOOD EXAMPLES ARE PRO FORMA

22 ADJUSTMENT B2 TO RATE BASE AND PRO FORMA ADJUSTMENT C2225 TO OPERATING

23 INCOME PRO FORMA ADJUSTMENT B2 RECOGNIZES CONSTRUCTION EXPENDITURES FOR



PROJECTS THAT WILL BE SERVING CUSTOMERS BY DECEMBER 31 2008 WHICH IS WITHIN

TWELVE 12 MONTHS OF THE TEST YEAR PRO FORMA ADJUSTMENT C2225 RECOGNIZES

ADDITIONAL EMPLOYEES THAT HAVE BEEN OR WILL BE HIRED AS WELL AS ATTRITION DURING THE

PERIOD JANUARY THROUGH DECEMBER 31 2008 THESE PRO FORMA ADJUSTMENTS OUTSIDE

THE TEST YEAR ARE CRITICAL IN ESTABLISHING FAIR AND REASONABLE RATES THAT WILL BE

IMPLEMENTED SOMETIME IN CALENDAR YEAR 2009

SECTION II GENERAL RATE CHANGE

HOWIS OGES REQUESTED GENERAL RATE CHANGE DETERMINED

10 THE CALCULATION OF THE COMPANYS REQUESTED 26455252 GENERAL RATE CHANGE IS

11 SUMMARIZED IN CHART

12 CHART

LINE REFERENCE GENERAL RATE CHANGE
NO SCHEDULE CALCULATION

G1 TOTAL RATE BASE 386528827
D1 REQUIRED RATE OF RETURN 738

REQUIRED OPERATING INCOME 28525827

G1 ADJUSTED OPERATING INCOME 12423261
OPERATING INCOME DEFICIENCY 16102067

FEDERAL AND STATE INCOME TAX 10289221

AI REVENUE DEFICIENCY RATE INCREASE 26391288

13

14 PLEASE IDENTIFY AND EXPLAIN THE COMPONENTS THAT ARE USED TO DETERMINE THE

15 386425674 RATE BASE VALUE IN CHART LINE

16 SCHEDULE BI DISPLAYS THE TOTAL COMPANY PER BOOK RATE BASE AND THE TOTAL AMOUNT OFPRO

17 FORMA ADJUSTMENTS SCHEDULE BI SHOWS THAT THE COMPANY HAS INVESTED OVER 42 BILLION

APPLICATION VOLUME SCHEDULE AI

10



TO SERVE ITS CUSTOMERS THE RESULTING ARKANSAS JURISDICTION RATE BASE IS SHOWNIN SCHEDULE

G1

THE COMPONENTS OF THE 4205379776 OF WHICH THE ARKANSAS JURISDICTIONAL PORTION IS

386528827 ARC IDENTIFIED UNDER THE DESCRIPTION COLUMN OF SCHEDULE BI THE

SUPPORTING SCHEDULES IDENTIFIED AT THE BOTTOM OF THE SCHEDULE PROVIDE THE LOCATION OF

DETAILED SCHEDULES THAT SUPPORT THE TOTAL COMPANY INVESTMENT FOR EACH COMPONENT IN

COLUMN THE SECOND COLUMN REFLECTS ACCUMULATED PRO FORMA ADJUSTMENTS TO RATE BASE

SCHEDULE B2 ITEMIZES EACH PRO FORMA ADJUSTMENT BY COMPONENT THE TOTAL COMPANYPRO

FORMA VALUES ARE THEN ALLOCATED TO DETERMINE THE ARKANSAS JURISDICTION RATE BASE OF

10 386528827 OGE WITNESS GREG VEITCH SPONSORS THE ARKANSAS JURISDICTION ALLOCATION

11 FACTORS SHOWNON SCHEDULE G4

12

13 WHAT ADJUSTMENTS ARE PROPOSED TO THE TOTAL COMPANY PER BOOK RATE BASE

14 SCHEDULES B21 B23 B26 B4 B6 AND BB IDENTIFY THE TWENTY 20 PRO FARINA

15 ADJUSTMENTS REQUIRED TO ESTABLISH THE APPROPRIATE RATE BASE VALUE FOR RATEMAKING PURPOSES

16 THESE SCHEDULES ALSO CONTAIN DESCRIPTIONS AND AMOUNTS FOR THESE PRO FARINA ADJUSTMENTS

17 AND IDENTIFY SUPPORTING SCHEDULES

18

19 WHAT IS OGES REQUESTED RATE OF RETURN IN THIS DOCKET

20 OGE IS REQUESTING 73 RATE OF RETURN AS DEPICTED ON LINE OF CHART THE OVERALL

21 COST OF CAPITAL IS IDENTIFIED IN SCHEDULE AND SPONSORED BY DR DONMURRY

APPLICATION VOLUME II SCHEDULE CI

11



BRIEFLY EXPLAIN THE COMPONENTS OF THE 738 RATE OF RETURN

AS ILLUSTRATED IN SCHEDULE D1 THE CAPITAL RATIO IS LONGTERM DEBT OF 3338 COMMON

EQUITY OF 4196 AND OTHER DEBT COMPONENTS OF 2466 CONSIDERING THE COST OF EACH

COMPONENT THE RESULTING RATE OF RETURN IS 73

PLEASE EXPLAIN THE RELATIONSHIP BETWEEN LINES AND IN CHART ABOVE

WHEN THE 73 RATE OF RETURN IS APPLIED TO THE COMPANYSJURISDICTIONAL INVESTMENT TO

PROVIDE ELECTRIC SERVICE THE RESULT IS RETURN REQUIREMENT OF 28525827 LINE

OGESPROFORMA OPERATING INCOME IS 12423761 LINE THE 16102067 DIFFERENCE

10 LINE IS THE COMPANYS RETURN DEFICIENCY WHEN FEDERAL AND STATE INCOME TAXES ARE

11 ADDED TO THE RETURN DEFICIENCY THE RESULT IS 26391288 RATE INCREASE LINE

12

13 PLEASE IDENTIFY THE SECTIONS OF THE APPLICATION THAT ARE USED TO ESTABLISH THE

14 12423761 PROFORMA OPERATING INCOME FOUND ON LINE OF CHART

IS SECTION SUPPORTS THE 12423761 ARKANSAS JURISDICTION PRO FORMA OPERATING INCOME

16 SCHEDULE CI DISPLAYS THE TOTAL COMPANY PER BOOK REVENUE AND EXPENSES AND PRO FORMA

17 ADJUSTMENTS THE RESULTING ARKANSAS JURISDICTION OPERATING INCOME CAN BE FOUND IN

18 SCHEDULE G1

APPLICATION VOLUME 11 SCHEDULE G4
APPLICATION VOLUME II SCHEDULE G1

12



PLEASE EXPLAIN SCHEDULE CI

THE REVENUE OPERATING EXPENSES AND INCOME TAX CATEGORIES ARE IDENTIFIED UNDER THE

DESCRIPTION COLUMN COLUMN DISPLAYS THE TOTAL COMPANY FINANCIAL RESULTS FOR THE TEST

YEAR ENDED DECEMBER 31 2007 COLUMN REFLECTS ACCUMULATEDPRO FORMA ADJUSTMENTS TO

THE OPERATING INCOME STATEMENT SCHEDULE C2 ITEMIZES EACH PRO FORMA ADJUSTMENT BY

CATEGORY THE TOTAL COMPANYPRO FORMA VALUES ARE THEN DIRECTLY ASSIGNED OR ALLOCATED TO

THE ARKANSAS JURISDICTION OGE WITNESS VEITCH SPONSORS THE ARKANSAS JURISDICTION

ALLOCATION FACTORS SHOWNON SCHEDULE G4

10 WHAT ADJUSTMENTS ARE PROPOSED TO THE TOTAL COMPANY OPERATING INCOME

11 SCHEDULE C21 IDENTIFIES THE FORTYONE 41 PROFORMA ADJUSTMENTS REQUIRED TO ESTABLISH

12 FORWARD LOOKING OR PRO FORMA INCOME STATEMENT TO MEASURE PROSPECTIVE EARNINGS UNDER

13 NEW RATES SCHEDULE C2 ALSO CONTAINS THE DESCRIPTION AND AMOUNT FOR EACH PRO FORMA

14 ADJUSTMENT AS WELL AS SUPPORTING SCHEDULES

15

16 WHAT IS THE ARKANSAS JURISDICTION TOTAL REVENUE REQUIREMENT BASED ON THE PRO FORMA

17 TEST YEAR RESULTS

18 SUMMARY OF THE TOTAL REVENUE REQUIREMENT IS FOUND ON SCHEDULE AI OGE

19 ARKANSAS JURISDICTION TOTAL REVENUE REQUIREMENT IS 94942999 AS REFLECTED ON LINE 11

20 THE COMPANYS PROPOSED TERMS AND CONDITIONS OF SERVICES WILL PRODUCE 675049 OF

21 OTHER OPERATING REVENUE LINE 12 THE REMAINING REVENUE REQUIREMENT OF 94267950

22 LINE 13 WILL BE RECOVERED THROUGH OGES NONFUEL BASE RATES

APPLICATION VOLUME II SCHEDULE G4

13



SECTION III REDBUD PLANT ACQUISTION

PLEASE BRIEFLY DESCRIBE OGES PROPOSED ACQUISITION OF THE REDBUD PLANT

IN JANUARY OF THIS YEAR OGE ENTERED INTO PURCHASE AND SALE AGREEMENT PSA AN

ASSET PURCHASE AGREEMENT APA AND REDBUD GENERATING FACILITY OWNERSHIP AND

OPERATING AGREEMENT OOTHROUGH THESE AGREEMENTS OGE OKLAHOMA MUNICIPAL

POWER AUTHORITY OMPA AND GRAND RIVER DAM AUTHORITY GRDA AGREED TO JOINTLY

ACQUIRE 100 OF THE ASSETS OF REDBUD ENERGY LP REDBUD FROM REDBUD ENERGY LLC

REDBUD ENERGY II LLC AND REDBUD ENERGY III LLC

REDBUD CONSISTS OF 1230 MWGASFIRED COMBINEDCYCLE POWER GENERATION FACILITY

10 FACILITY LOCATED IN LUTHER OKLAHOMA AFTER CLOSING THE PURCHASE OGE OMPA AND

11 GRDA WILL OWNTHE FACILITY AS TENANTS IN COMMONAT THE PERCENTAGE OF FIFTYONE PERCENT

12 51 THIRTEEN PERCENT 13 AND THIRTYSIX PERCENT 36 RESPECTIVELY THUS LEAVING

13 OGE WITH AN APPROXIMATE 627 MWINTEREST IN THE FACILITY

14

15 WHAT IS THE PURCHASE PRICE OF THE FACILITY

16 THE BASE PURCHASE PRICE TO BE PAID BY OGE FOR THE FACILITY IS 852000000 THE BASE

17 PURCHASE PRICE AT CLOSING WILL BE INCREASED OR DECREASED PURSUANT TO THE PROVISIONS OFTHE

18 PSA FOR CHANGES TO ADJUSTED NET WORKING CAPITAL CERTAIN ORDINARY AND RECURRING ITEMS AND

19 CHANGES TO THE VALUE OF REDBUDS UNDEPRECIATED INVENTORY AFTER CLOSING OF THE PSA

20 OGE WILL RECEIVE 36 AND 13 OF THE TOTAL PURCHASE PRICE FROM GRDA AND OMPA

21 RESPECTIVELY OGES INVESTMENT TO BE INCLUDED IN RATE BASE UPON CLOSING IS ESTIMATED TO

22 BE APPROXIMATELY 441 MILLION INCLUDING THE ACTUAL TRANSACTION COSTS INCLUDING BUT NOT

23 LIMITED TO LEGAL FEES ENGINEERING FEES AND FILING FEES

14



WHY DID OGE ENTER INTO AN AGREEMENT TO PURCHASE REDBUD

OGES INTEGRATED RESOURCE PLAN IDENTIFIED NEED FOR NEW GENERATION THE DEMAND FOR

ELECTRICITY ON THE OGE SYSTEM IS ESTIMATED TO GROW AT RATE OF ABOUT 21 ANNUALLY

OVER THE NEXT DECADE OGE WITNESS JESSE LANGSTONS TESTIMONY DESCRIBES HOWREDBUD

WILL IMPROVE RELIABILITY AND MEET THE COMPANYS CAPACITY NEEDS AT THE LOWEST REASONABLE

COST WITH NO CONSTRUCTION COST RISK MR LANGSTONS TESTIMONY ALSO DISCUSSES HOWREDBUD

PROVIDES PROTECTION AGAINST THE RISK OF TIGHTENING SPP MARKET CONDITIONS NEW CARBON

REGULATIONS AND INCREASING NATURAL GAS PRICES

10 HOWDID OGEDETERMINE THE APPROPRIATE PURCHASE PRICE

11 OGE WITNESS LANGSTON WILL DEMONSTRATE THAT THE ACQUISITION OF AND PURCHASE PRICE FOR

12 THE REDBUD FACILITY WAS PRUDENTLY DETERMINED AND NEGOTIATED SPECIFICALLY MR LANGSTON

13 WILL CLEARLY EXPLAIN THAT

14 OGES RESOURCE PLANNING ANALYSES SUPPORT DECISION TO ACQUIRE 51 INTEREST IN

15 THE REDBUD FACILITY BECAUSE IT IS PART OF THE LOWEST REASONABLE COST PORTFOLIO WHEN TAKING

16 INTO ACCOUNT RELIABILITY OF SUPPLY CAPACITY MARKET RISKS AND CONSTRUCTION COST RISK

17 OGES BUSINESS RATIONALE AND DECISIONMAKING PROCESS EMPLOYED DURING THE BID AND

18 NEGOTIATION PROCESS WAS THOROUGH AND COMPREHENSIVE AND CONDUCTED AT ARMSLENGTH

19 OGES CUSTOMERS WILL ENJOY SIGNIFICANT BENEFITS FROM THE COMPANY ACQUIRING

20 CONTROLLING INTEREST IN REDBUD AND

21 THE PURCHASE PRICE PAID FOR REDBUD IS REASONABLE BASED ON DISCOUNTED CASH

22 FLOW ANALYSIS CURRENT CONSTRUCTION COST ANALYSIS AND COMPARABLE TRANSACTION

23 ANALYSIS

15



WHAT AMOUNT OF THE 265 MILLION RATE REQUEST RELATES TO REDBUD

THE ARKANSAS JURISDICTIONAL REVENUE REQUIREMENT INCLUDES APPROXIMATELY 80 MILLION FOR

REDBUD

WHAT RELIEF IS OGE REQUESTING FOR REDBUD IN THIS CASE

OGE IS REQUESTING THAT THE COMMISSION FIND REDBUD TO BE USED AND USEFUL AND THAT THE

COMPANYS INVESTMENT OF 441 MILLION PLUS ACTUAL TRANSACTION COSTS IS APPROPRIATELY

INCLUDED IN ITS RATE BASE

10 SECTION IV RATE BASE PRO FORMA ADJUSTMENTS

11 PLEASE IDENTIFY THE PRO FORMA ADJUSTMENTS TO RATE BASE THAT YOU SPONSOR

12 AM SPONSORING PRO FORMA ADJUSTMENTS B2LA THROUGH B2LF B23A THROUGH B23D

13 B26A B4 B6 AND BB WHICH ARE SUPPORTED BY THE REFERENCED SCHEDULES THE

14 MAJORITY OF THESE ADJUSTMENTS ARE SELFEXPLANATORY BASED ON THE DESCRIPTION IN THE

15 SUMMARYOF ADJUSTMENTS AS SHOWNON SCHEDULES B21 B23 AND B26 THE FOLLOWING

16 PRO FORMA ADJUSTMENTS REQUIRE SOME ADDITIONAL EXPLANATION

17 B2 HOLDING COMPANY ASSET ALLOCATION

18 B4 WORKING CAPITAL ASSETS

19 B2 IC PLANT IN SERVICE FOR THE PERIOD JANUARYDECEMBER 2008

20

21 HOLDING COMPANY ASSET ALLOCATION

22 PLEASE EXPLAIN PRO FORMA ADJUSTMENT B2LA HOLDING COMPANY ASSET ALLOCATION
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SCHEDULE B2 INCLUDES THE HOLDING COMPANY ASSETS IN THE TOTAL COMPANY PER BOOK

UTILITY PLANT VALUE ON LINE LINE 11 ALLOCATES 20805519 TO NONUTILITY ACTIVITY THE

ALLOCATION ON LINE 11 IS COMPOSED OF 18911678 UTILITY PLANTINSERVICE AND 1893841

CONSTRUCTION WORK IN PROGRESS AFTER DEDUCTING 14634664 OF NONUTILITY PLANT

ACCUMULATED DEPRECIATION THE NET ADJUSTMENT IS REDUCTION TO RATE BASE OF 6170855

THE COMPANY ALLOCATED 2237 OF THE HOLDING COMPANY ASSETS TO NONUTILITY ACTIVITY

BASED ON THE ALLOCATION METHODOLOGY THAT IS CONSISTENT WITH THE METHODOLOGY AGREED TO IN

THE JOINT STIPULATION SETTLING DOCKET NO 06070U AND SUPPORTED BY SCHEDULE C2215B

THE COST CENTERS IDENTIFIED ON THIS SCHEDULE UTILIZE ONE OF FOUR ALLOCATION METHODS

10 DISTRIGAS II HEADCOUNT III UTILIZATION PERCENTAGE OR IV DIRECT ASSIGNMENT

II

12 WHAT SERVICES ARE PERFORMED BY THE HOLDING COMPANY

13 HOLDING COMPANY COSTS GENERALLY REFLECT SHARED CORPORATE OVERHEAD COSTS THAT MUST BE

14 CHARGED OR ALLOCATED TO THE SUBSIDIARIES MOST SERVICES OF THE HOLDING COMPANY FALL

15 WITHIN ONE OF TWO MAIN TYPES BOTH OF WHICH ARE INCLUDED IN ADMINISTRATIVE AND GENERAL

16 AG EXPENSES

17 CORPORATE SERVICES

18 SHARED SERVICES

19 CORPORATE SERVICES INCLUDES SERVICES OF MORE GENERAL NATURE BENEFITING THE ENTIRE

20 CORPORATE ORGANIZATION SUCH AS CORPORATE ACCOUNTING AND PLANNING LEGAL AND EXECUTIVE

21 SERVICES THE COSTS OF THESE SERVICES ARE ALLOCATED TO SUBSIDIARIES BASED ON THE DISTRIGAS

22 METHOD THIS GROUP ALSO INCLUDES HUMAN RESOURCES AND EMPLOYEE BENEFITS WHICH ARE

23 ALLOCATED BASED ON HEADCOUNT
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SHARED SERVICES INCLUDES SERVICES SUCH AS FACILITIES COMPUTERS PC NETWORK ENTERPRISE

SYSTEM TELEPHONE SYSTEM FLEET MAINTENANCE PURCHASING AND MATERIAL WAREHOUSING

SERVICES THESE SERVICES ARE GENERALLY CHARGED BASED ON SPECIFIC ORDERS DIRECT CHARGE

USAGE OR HEADCOUNT WHERE THE BENEFIT OF SUCH SERVICES IS MORE EASILY TRACKED

WORKING CAPITAL ASSETS

PLEASE EXPLAIN PRO FORMA ADJUSTMENT B4 WORKING CAPITAL ASSETS

COMPONENT OF OGES RATE BASE IS WORKING CAPITAL ASSETS IN ORDER TO ARRIVE AT

REASONABLE LEVEL FOR WORKING CAPITAL ASSETS THE COMPANY ANALYZED EACH ASSET ACCOUNT AND

10 ITS RELATED YEAR END BALANCE BASED ON THIS INFORMATION THE COMPANY FIRST DETERMINED THE

II RELEVANCE OF THE ACCOUNT TO PROVIDING UTILITY SERVICE THIS ANALYSIS RESULTED IN THE

12 EXCLUSION OF SOME ACCOUNT BALANCES THE COMPANY NEXT DETERMINED THE EXPECTED LEVEL OF

13 INVESTMENT FOR THE REMAINING ACCOUNTS IF THE YEAR END BALANCE WAS APPROPRIATE IT WAS

14 RETAINED IN OTHER INSTANCES SOME ADJUSTMENTS WERE MADE EITHER UP OR DOWN TO REFLECT

15 BALANCES THAT ARE MORE INDICATIVE OF EXPECTED INVESTMENT LEVELS AFTER REFLECTING THESE

16 ADJUSTMENTS THE COMPANY BELIEVES THE INCLUSION OF 592879751 FOR WORKING CAPITAL

17 ASSETS IN THE CALCULATION OF RATE BASE FOR THIS PROCEEDING IS APPROPRIATE

18

19 PLANT IN SERVICE FOR THE PERIOD JANUARYDECEMBER 2008

20 PLEASE EXPLAIN PRO FORMA ADJUSTMENT B2LC PLANT IN SERVICE 2008

21 AS DISCUSSED EARLIER IN MY TESTIMONY STAFFS HISTORICAL POSITION ACCEPTS OUTOFPERIOD

22 ADJUSTMENTS THAT ARE REASONABLY KNOWN AND MEASURABLE WITHIN TWELVE MONTHS OF THE TEST

23 YEAR THE COMPANY ANALYZED THE 367 MILLION CAPITAL EXPENDITURE BUDGET FOR 2008 AND
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II CONSTRUCTION WORK IN PROGRESS AT DECEMBER 31 2007 DETERMINATION WAS THEN MADE

AS TO WHICH PROJECTS WILL BE COMPLETED AND SERVING CUSTOMERS BY DECEMBER 31 2008

PRO FORMA ADJUSTMENT B2LC INCREASES TOTAL COMPANY RATE BASE BY 264258018 TO

RECOGNIZE THESE COMPLETED AND INSERVICE CONSTRUCTION PROJECTS AS WELL AS ESTIMATED

2008 RETIREMENTS ADDITIONALLY AS REFLECTED IN SCHEDULE B2LE 441 MILLION WAS

INCLUDED IN PLANT IN SERVICE FOR THE REDBUD PLANT ACQUISITION

SECTION OPERATING INCOME PRO FORMA ADJUSTMENTS

PLEASE IDENTIFY THE PRO FORMA ADJUSTMENTS TO OPERATING INCOME THAT YOU SPONSOR

10 AM SPONSORING PRO FORMA ADJUSTMENTS C229 THROUGH C2227 C2229 THROUGH

11 2238 C9 CIL AND C12 MANY OF THESE ADJUSTMENTS ARE SELFEXPLANATORY BASED ON THE

12 DESCRIPTION IN SCHEDULE C2 THE FOLLOWING PRO FORMA ADJUSTMENTS REQUIRE SOME

13 ADDITIONAL EXPLANATION

14 C2210 REDBUD VARIABLE OM

15 C221 AD VALOREM TAXES

16 C2212 PENSION POSTRETIREMENT OTHER THAN PENSION AND MEDICAL COSTS

17 C2213 ADVERTISING

18 C22 14 INSURANCE EXPENSE

19 C2215 HOLDING COMPANY OMRECLASSIFICATION

20 C2216 C2217 PAYROLL RELATED TAXES AT DECEMBER31 2007

21 C2218 REGULATORY EXPENSE

22 C2219 BAD DEBT EXPENSE

23 C2220 PENSION SETTLEMENT COST
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C2221 PAYROLL EXPENSE 2008

C2222 SOUTHWESTPOWER POOL ASSESSMENT

C2223 VEGETATION MANAGEMENT

C2224 REDBUD PLANT PENSION AND BENEFIT

C2225A C2225B PAYROLL RELATED TAXES FOR NEWEMPLOYEES JANUARYJUNE 2008

C2226 DEPRECIATION EXPENSE

C2227 PAYROLL TAX EXPENSE 2008

C2229 INSURANCE EXPENSES

C2230 REMOVAL REGULATORY ASSET AMORTIZATION MCCLAIN

10 C2232 C2233 REDBUD PLANT OMAND PAYROLL

11 C2236 RED ROCK PROJECT EXPENSES

12 C2237 FLAR CORRECTION

13

14 REDBUD OPERATING EXPENSES

15 PLEASE EXPLAIN THE PRO FORMA ADJUSTMENTS C221O C2224 C2232 AND C22

16 33 REDBUD OPERATING EXPENSES

17 EARLIER IN MY TESTIMONY DISCUSSED THE COMPANYS PROPOSED ADDITION OF 51 INTEREST

18 IN THE REDBUD FACILITY BECAUSE OF THAT ADDITION THE COST OF SERVICE FOR OGE FOR THE TEST

19 YEAR MUST INCLUDE FULL YEARS LEVEL FOR 51 OF REDBUDS VARIABLE OPERATIONS AND

20 MAINTENANCE EXPENSE PENSIONS POSTRETIREMENT EXPENSE OTHER THAN PENSION EXPENSE

21 AND MEDICAL EXPENSE FIXED OPERATIONS AND MAINTENANCE EXPENSES AND PAYROLL AND

22 PAYROLL RELATED TAX EXPENSE THE CALCULATIONS FOR EACH OF THESE FOUR ADJUSTMENTS ARE

23 DETERMINED AND PRESENTED SEPARATELY IN PRO FORMA ADJUSTMENTS C2210 C2224
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2232 AND C2233 AND THOSE ADJUSTMENTS INCREASE EXPENSES BY 3001289 290617

3237276 AND 1479866 RESPECTIVELY

IN ADDITION TO THESE EXPENSES THE COST OF SERVICE FOR OGE FOR THE TEST YEAR INCLUDES

NORMALIZED LEVEL OF AD VALOREM TAX EXPENSE FOR THE 51 OWNERSHIP OF REDBUD WHICH IS

INCLUDED IN ADJUSTMENT C221

AD VALOREM TAXES

PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2211 AD VALOREM TAXES

THIS ADJUSTMENT INCREASES PROPERTY TAXES BY 6723631 THE ADJUSTMENT RECOGNIZES AN

10 INCREASE IN PROPERTY TAXES BASED ON HISTORIC LEVELS OF INCREASES IN VALUATIONS AND MILLAGES

11 AND THE EXPECTED TAX LIABILITY FOR THE REDBUD PLANT

12

13 PENSIONS POSTRETIREMENT OTHER THAN PENSION AND MEDICAL COSTS

14 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2212 PENSION POSTRETIREMENT OTHER

15 THAN PENSION AND MEDICAL COSTS

16 BASED ON ACTUARIAL VALUATION REPORTS THE COMPANYS PENSION POSTRETIREMENT OTHER THAN

17 PENSION AND MEDICAL COSTS EMPLOYEE BENEFITS WILL BE 3711222 BELOW THE TEST YEAR

18 EXPENDITURES PRO FORMA ADJUSTMENT C2212 ADJUSTS EMPLOYEE BENEFIT COSTS TO

19 RECOGNIZE THE DECREASE THE ACTUARIAL VALUATION REPORT IS FOR EMPLOYEE BENEFIT COSTS IN

20 CALENDAR YEAR 2008 THE EMPLOYEE BENEFIT COSTS IDENTIFIED IN THAT REPORT ARE BEING

21 RECORDED ON THE COMPANYS BOOKS FOR 2008

22
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HAS THE COMPANY MADE ANY CHANGES IN THE WAYPENSION OR POSTRETIREMENT BENEFITS

OTHER THAN PENSION ARE CALCULATED

NO PENSION AND POSTRETIREMENT BENEFITS OTHER THAN PENSION CONTINUE TO BE CALCULATED

IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES WHICH ARE CONSISTENT WITH THE

WAY THESE COSTS WERE DETERMINED IN THE JOINT STIPULATION SETTLING OGES LAST ARKANSAS

RATE CASE DOCKET 06070U

IS PORTION OF EMPLOYEE BENEFIT EXPENSES CAPITALIZED

YES PORTION OF PENSION RETIREE MEDICAL RETIREE LIFE AND MEDICAL AS WELL AS PAYROLL

10 EXPENSES ARE NORMALLY CAPITALIZED AS PART OF CONSTRUCTION PROJECTS

11

12 HOWDID YOU DETERMINE THE AMOUNT THAT SHOULD BE CAPITALIZED

13 THE RATIO OF AMOUNTS CAPITALIZED OR EXPENSED AS OM VARIES SLIGHTLY EACH YEAR IN

14 CALCULATING OUR PRO FORMA ADJUSTMENTS FOUR YEAR AVERAGE OF THE CAPITALIZATION RATIO WAS

15 USED TO NORMALIZE THESE ANNUAL VARIATIONS THIS FOUR YEAR AVERAGE CAPITALIZATION RATE WAS

16 UTILIZED IN PRO FORMA ADJUSTMENTS C2212 C2216 C2221 AND C2225

17

18 ADVERTISING

19 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2213 ADVERTISING

20 THIS PRO FORMA ADJUSTMENT REFLECTS THE REMOVAL OF ANY DIRECT OR INDIRECT EXPENDITURE FOR

21 PROMOTIONAL OR POLITICAL ADVERTISING AS REQUIRED BY ARK CODE ANN 23110 1987
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INSURANCE EXPENSE

PLEASE EXPLAIN THE PRO FORMA ADJUSTMENTS C2214 AND C2229 INSURANCE

EXPENSE

PRO FORMA ADJUSTMENTS C2214 AND C2229 ADJUST TEST YEAR INSURANCE EXPENSE BY

477140 AND 13868 RESPECTIVELY SPECIFICALLY PRO FORMA ADJUSTMENT C2214 HAS

THE EFFECT OF DECREASING ACTUAL TEST YEAR INSURANCE EXPENSE TO REFLECT 2008 ESTIMATE FOR

INSURANCE EXPENSE BASED ON CURRENT INSURANCE PREMIUM LEVELS SIMILARLY PRO FORMA

ADJUSTMENT C2229 HAS THE EFFECT OF INCREASING THE 2008 ESTIMATE FOR INSURANCE EXPENSE

TO REFLECT THE EXPECTED INSURANCE PREMIUMS IN PLACE AT THE END OF 2008

10 THE ADJUSTED LEVELS OF INSURANCE EXPENSE EACH INCLUDE PRO FORMA AMOUNTS FOR OGEAND

11 0GB ENERGY THE AMOUNTS FOR OGE ENERGY ARE ALLOCATED TO OGE USING THE DISTRIGAS

12 ALLOCATION FACTOR OF 7486

13

14 HOLDING COMPANY RECLASSIFICATION

15 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2215 HOLDING COMPANY RECLASSIFICATION

16 THIS PRO FORMA ADJUSTMENT RELATES TO HOLDING COMPANY EXPENSES HOLDING COMPANY

17 EXPENSES CHARGED TO THE UTILITY ARE INITIALLY RECORDED AS OTHER OPERATIONS AND MAINTENANCE

18 EXPENSES ON OGES BOOKS

19 PRO FORMA ADJUSTMENT C2215 APPROPRIATELY RECLASSIFIES THESE OTHER OPERATIONS AND

20 MAINTENANCE EXPENSES TO DEPRECIATION PROPERTY TAXES AND PAYROLL TAXES TOTAL HOLDING

21 COMPANY EXPENSE ALLOCATED TO OGE FOR THE TEST YEAR ENDING DECEMBER 31 2007 IN THE

22 AMOUNT OF 8554766 CONSISTED OF DEPRECIATION EXPENSE 5971615 PROPERTY TAXES
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464263 AND PAYROLL TAXES 2118888 THEREFORE THIS ADJUSTMENT RECLASSIFIES THE

8554766 IN EXPENSES TO THOSE ACCOUNTS FOR THOSE AMOUNTS

DETAIL FOR THIS RECLASSIFICATION ADJUSTMENT IS FOUND IN SCHEDULES C22 5A AND C22 SB

THIS ADJUSTMENT RECLASSIFIES COSTS FROM OM EXPENSE TO THE APPROPRIATE CATEGORY AND

DOES NOT RESULT IN AN INCREASE OR DECREASE TO THE COMPANYS TOTAL REVENUE REQUIREMENT

HOWEVER THIS ADJUSTMENT IS IMPORTANT IN CALCULATING THE PROPER JURISDICTION REVENUE

REQUIREMENT

ANNUALIZED PAYROLL AND RELATED TAXES

PLEASE EXPLAIN PRO FORMA ADJUSTMENTS C2216 AND C2217 PAYROLL AND RELATED

10 TAXES

11 PRO FORMA ADJUSTMENTS C2216 AND C2217 INCREASE OPERATING EXPENSES IN THE

12 AMOUNT OF 5544807 AND 400245 RESPECTIVELY THESE PRO FORMAADJUSTMENTS ARE BASED

13 ON CHANGES TO THE 2007 TEST YEAR COST OF SERVICE RELATED TO EMPLOYEE COMPENSATION LEVELS

14 THEY CONSIST OF TWO COMPONENTS SALARIES AND WAGES C2216 AND RELATED PAYROLL TAXES

15 C2217

16 TO DETERMINE THE TEST YEAR ANNUALIZED PAYROLL AND RELATED PAYROLL TAXES PAYROLL AMOUNTS

17 WERE ANNUALIZED BASED ON THE NUMBER OF EMPLOYEES AND WAGE LEVELS EXISTING DURING THE

18 FIRST PAY PERIOD OF 2008 DECEMBER 24 2007 THROUGH JANUARY 2008 FURTHER HOLDING

19 COMPANY PAYROLL COSTS WERE ALLOCATED TO OGE USING THE RELEVANT DISTRIGAS ALLOCATION

20 FACTOR AND OGES PAYROLL COST WAS CHARGED TO OPERATIONS AND MAINTENANCE EXPENSE

21 BASED ON THE CURRENT EXPENSE RATIO OF 7601
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ARE THERE ANY OTHER COMPONENTS TO THE PAYROLL ADJUSTMENT

YES AN ADJUSTMENT WAS MADE TO THE TEST YEAR PAYROLL EXPENSE BY APPROXIMATELY 13

MILLION TO UPDATE THE TEAMSHARE AWARD TO THE AMOUNT ACTUALLY PAID OUT IN 2008 WHICH IS

INCLUDED IN THE 55 MILLION PAYROLL ADJUSTMENT

WHAT IS THE TEAMSHARE AWARD

TEAMSHARE IS COMPANYWIDE INCENTIVE PROGRAM DESIGNED TO ASSIST IN THE ATTRACTION AND

RETENTION OF QUALITY EMPLOYEES WHICH ENLISTS THE ACTIVE SUPPORT OF ALL EMPLOYEES TO WORK

TOWARDTHE SAME OPERATIONAL GOALS PROVIDE COMPETITIVE PAY PROGRAMS AND LINK INDIVIDUAL

10 GOALS WITH COMPANY GOALS THE PROGRAM IS BASED ON BALANCED SCORECARD METHODOLOGY

11 THAT MEASURES ORGANIZATIONAL PERFORMANCE ACROSS FOUR PERSPECTIVES SERVING CUSTOMERS

12 INTERNAL BUSINESS PROCESSES FINANCIALSHAREHOLDER AND LEARNING AND GROWTH THE USE OF

13 PERFORMANCE TARGETS ASSISTS IN THE COMMUNICATION AND IMPLEMENTATION OF CORPORATE

14 STRATEGY FOSTERS ACCOUNTABILITY AND PROMOTES TEAMWORK THROUGHOUT THE COMPANY

15

16 CAN YOU GIVE SOME EXAMPLES OF PERFORMANCE TARGETS

17 YES IN AN EFFORT TO IMPROVE RELIABILITY TARGET LEVEL IS ESTABLISHED IN REGARD TO THE NUMBER

18 OF OUTAGES SAIFI AND THE AVERAGE DURATION OF SUCH OUTAGES CAIDI AS THE ACTUAL LEVEL

19 VARIES FROM THE TARGET THE AMOUNT OF THE AWARD INCREASES OR DECREASES DEPENDING ON THE

20 DIRECTION OF THE VARIANCE IF THE ACTUAL PERFORMANCE VARIES TOO FAR FROM THE TARGET THERE IS

21 NO PAYOUT RELATED TO THAT COMPONENT OF THE TEAMSHARE PAYMENT OTHER PERFORMANCE

22 TARGETS INCLUDE SYSTEM AVAILABILITY EARNINGS PER SHARE AND CUSTOMER SATISFACTION
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HAS THIS INCENTIVE COMPENSATION PROGRAM BEEN COMPARED TO THE MARKET TO SEE IF IT IS

IN LINE WITH COMPENSATIONS BEING PAID BY OTHER FIRMS

YES OGE RETAINED MERCER GLOBAL MANAGEMENT AND HUMAN RESOURCE CONSULTING FIRM

WITH EXTENSIVE ENERGY INDUSTRY EXPERIENCE MERCER ANALYZED THE COMPETITIVE POSITIONING

OF OGES ANNUAL COMPENSATION PLANS COMPARED TO SIMILAR COMPANIES IN THE UTILITY

INDUSTRY AND HOW OGES ANNUAL INCENTIVE AND CASH COMPENSATION COMPARED TO ITS

PEERS

WHAT DID THE STUDY REVEAL

10 THE STUDY FOUND THAT ALL OF THE COMPANIES IN OGES PEER GROUP HAD FORMALIZED ANNUAL

11 INCENTIVE PLANS THE STUDY ALSO FOUND THAT OGES TOTAL CASH COMPENSATION IS BELOW ITS

12 PEER GROUP WHICH INDICATES THAT ABSENT THE ANNUAL CASH INCENTIVE AWARD OGES TOTAL

13 CASH COMPENSATION IS WELL BELOW MARKET

14

IS PAYROLL EXPENSE AND RELATED TAXES FOR 2008

16 PLEASE EXPLAIN PRO FORMA ADJUSTMENTS C2221 AND C2227 PAYROLL EXPENSE AND

17 RELATED TAXES

18 PRO FORMA ADJUSTMENTS C2221 AND C2227 INCREASE OPERATING EXPENSES IN THE

19 AMOUNT OF 5981697 AND 431781 RESPECTIVELY THESE PRO FORMA ADJUSTMENTS ARE

20 SIMILAR TO THE TEST YEAR END 2007 ANNUALIZED PAYROLL ADJUSTMENTS DISCUSSED EARLIER IN MY

21 TESTIMONY THAT IS THEY CONSIST OF TWO COMPONENTS SALARIES AND WAGES C222 AND

22 RELATED PAYROLL TAXES C2227 THESE ADJUSTMENTS TAKE INTO ACCOUNT THE NUMBER OF
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EMPLOYEES EXISTING DURING THE FIRST PAY PERIOD OF 2008 AND ALSO TAKE INTO ACCOUNT AN OUT

OF PERIOD INCREASE TO WAGES AND SALARIES DURING 2008 OF AN ESTIMATED 44

FURTHER HOLDING COMPANY PAYROLL COSTS WERE ALLOCATED TO OGE USING THE RELEVANT

DISTRIGAS ALLOCATION FACTOR AND OGES PAYROLL COST WAS CHARGED TO OPERATIONS AND

MAINTENANCE EXPENSE BASED ON THE CURRENT EXPENSE RATIO OF7601

PAYROLL EXPENSE AND RELATED TAXES FOR NEWPOSITIONS FILLED IN 2008

PLEASE EXPLAIN PRO FORMA ADJUSTMENTS C2225A AND C2225B PAYROLL EXPENSE

AND RELATED TAXES FOR NEW POSITIONS FILLED IN 2008

10 PRO FORMA ADJUSTMENTS C2225A AND C2225B INCREASE OPERATING EXPENSES IN THE

11 AMOUNT OF 1195384 AND 86287 RESPECTIVELY THESE PRO FORMA ADJUSTMENTS ARE SIMILAR

12 TO THE ANNUALIZED AND OUT OF PERIOD PAYROLL ADJUSTMENTS DISCUSSED EARLIER IN MY TESTIMONY

13 THAT IS THEY CONSIST OF TWO COMPONENTS SALARIES AND WAGES C2225A AND RELATED

14 PAYROLL TAXES C2225B HOWEVER THESE PRO FORMA ADJUSTMENTS TAKE INTO ACCOUNT AN

15 OUT OF PERIOD INCREASE TO OPERATING EXPENSES TO ALLOW FOR POSITIONS TO BE FILLED DURING

16 2008 FURTHER HOLDING COMPANY PAYROLL COSTS WERE ALLOCATED TO OGE USING THE

17 RELEVANT DISTRIGAS ALLOCATION FACTOR AND OGES PAYROLL COST WAS CHARGED TO OPERATIONS

18 AND MAINTENANCE EXPENSE BASED ON THE CURRENT EXPENSE RATIO OF 7601

19

20 REGULATORY EXPENSE

21 BASED ON PRO FORMA ADJUSTMENT C2218 WHAT IS THE COMPANY REQUESTING FOR

22 REGULATORY EXPENSE
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THE COMPANY IS REQUESTING LEVEL OF 665561 FOR THE ARKANSAS JURISDICTION THE AMOUNT

HAS TWO COMPONENTS THE FIRST COMPONENT IS THE TEST YEAR ARKANSAS JURISDICTION EXPENSE

OF 407811 THE SECOND COMPONENT IS AN ESTIMATED RATE CASE EXPENSE FOR THIS PROCEEDING

OF 515500 AMORTIZED OVER TWO YEARS WHICH RESULTS IN AN ADDITIONAL 257750 ANNUAL

EXPENSE TO ARRIVE AT 665561

BAD DEBT EXPENSE

PLEASE EXPLAIN PRO FORMA ADJUSTMENT C21219 BAD DEBT EXPENSE

THE ARKANSAS JURISDICTION ESTIMATED UNCOLLECTIBLE RATE IS 040 OF REVENUES BY APPLYING

10 THIS RATE TO THE ARKANSAS JURISDICTIONAL OPERATIONAL REVENUES THE EXPECTED BAD DEBT

11 EXPENSE LEVEL IS 662377 AS ILLUSTRATED IN SCHEDULE C2219 THE TOTAL COMPANY TEST

12 YEAR PER BOOK AMOUNT OF 6000311 MUST BE REDUCED BY 5337934 TO REFLECT THE

13 ARKANSAS JURISDICTIONAL LEVEL

14

15 PENSION SETTLEMENT COST

16 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2220 PENSION SETTLEMENT COST

17 PRO FORMA ADJUSTMENT C2220 INCREASES OPERATING EXPENSES IN THE AMOUNT OF

18 3112793 THIS ADJUSTMENT ALLOWS THE COMPANY TO RECOVER AMOUNTS PAID FOR PENSION

19 SETTLEMENT COSTS FOR EACH OF 2006 AND 2007 OVER 10627 YEAR AMORTIZATION PERIOD INSTEAD

20 OF CHARGING AND RECOVERING THEM AS INCURRED AND EXPENSED THE AMORTIZATION PERIOD IS

21 BASED ON THE AVERAGE EXPECTED FUTURE WORKING LIFETIMES OF COMPANY EMPLOYEES THE

22 ADJUSTMENT IS PRESENTED IN SCHEDULE C2220
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WHYWERE THESE SETTLEMENT COSTS CHARGED TO OPERATING EXPENSE IN 2006 AND 2007

FAS 88 REQUIRES IMMEDIATE RECOGNITION OF CERTAIN PREVIOUSLY UNRECOGNIZED SETTLEMENT

COSTS WHEN CERTAIN TRANSACTIONS OR EVENTS OCCUR ONE SUCH EVENT IS FOR CERTAIN PENSION

OBLIGATION SETTLEMENTS ABSENT THE SETTLEMENT PROVISION THE PREVIOUSLY DELAYED COSTS FOR

THE OBLIGATION WOULD HAVE BEEN RECOGNIZED OVER THE AVERAGE EXPECTED FUTURE WORKING

LIFETIMES OF COMPANY EMPLOYEES THEREFORE THE COMPANY PROPOSES THIS ADJUSTMENT TO

REVERSE THE SETTLEMENT CHARGES RECORDED DURING 2006 AND 2007 AND INSTEAD RECOVER THESE

COSTS OVER THE PROPOSED AMORTIZATION PERIOD THIS ALTERNATIVE METHOD ALLOWS THE COMPANY

TO RECOGNIZE THESE COSTS OVER THE SAME TIMEFRAME AS IF FAS 88 DID NOT APPLY HERE

10

11 SOUTHWESTPOWER POOL ASSESSMENT

12 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2222 SOUTHWEST POWER POOL ASSESSMENT

13 AS RESULT OF THE SOUTHWEST POWER POOL SPP ASSESSMENT STRUCTURE OGE IS

14 EXPERIENCING FEE INCREASES IN EXCESS OF THE EXPENDITURES DURING THE 2007 TEST YEAR THE

15 PRO FORMA ADJUSTMENT OF 2637438 INCREASES OGES SPP OPERATING COSTS FROM

16 8621977 TO THE 2008 ESTIMATE OF 11259415 THE CALCULATION OF THE COST COMPONENTS

17 FOR THE SPP ASSESSMENT AND THE ADJUSTMENT ARE PRESENTED IN SCHEDULE C2222

18

19 WHAT ARE THE COMPONENTS OF THE OVERALL SPP FEES

20 THE SPP FEES CONSIST OF SEVEN COMPONENTS AS ITEMIZED IN CHART ON THE FOLLOWING PAGE
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CHART 46

LINE NO COMPONENTS AMOUNT

ANNUAL MEMBERSHIP 6000

NERC ASSESSMENT 844072

ADMINISTRATIVE FEES 7701096

SCHEDULE 980302

SCHEDULE 15112

SCHEDULE 12320

SCHEDULE 11 L2
TOTAL 11259415

SPP FEES PAID IN TEST YEAR 8621977

10 PRO FORMA ADJUSTMENT 2637438

WHAT IS THE BASIS FOR THE INCREASED COSTS

THE FERC GRANTED REGIONAL TRANSMISSION ORGANIZATION RTO STATUS TO THE SPP IN AN

OCTOBER 2004 ORDER THE RTO IS SUBJECT TO FERC REGULATION AND SUBJECT TO ANNUAL

ASSESSMENT FEES BEGINNING IN 2007 OGE STARTED RECEIVING SCHEDULE 11 BASE PLAN

ASSESSMENTS IN 2008 THESE SCHEDULE 11 ASSESSMENTS INCREASED APPROXIMATELY 17

MILLION ADDITIONALLY SCHEDULE NETWORK INTEGRATION TRANSMISSION SERVICE CHARGES

INCREASED APPROXIMATELY 800000 THE CHANGE IN THESE TWO COMPONENTS CONSTITUTES THE

10 MAJORITY OF THE INCREASE

APPLICATION VOLUME SCHEDULE C2222
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VEGETATION MANAGEMENT

PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2223 VEGETATION MANAGEMENT

PRO FORMA ADJUSTMENT C2223 REPRESENTS AN ANNUAL INCREASE OF 5272176 THIS

INCREASE IN VEGETATION MANAGEMENTCOSTS IS NECESSARY TO MAINTAIN 4YEAR TRIM CYCLE AND

MEET NEW REQUIREMENTS SET BY NERC OGE HAS IDENTIFIED 1600 MILES OF TRANSMISSION

LINES OUT OF 4000 MILES OF TRANSMISSION LINES WHICH ARE SUBJECT TO THE NEW NERC

VEGETATION STANDARD FAC00301 FAILURE TO COMPLY WITH THE STANDARD MAY RESULT IN

SIGNIFICANT FINES IN ADDITION OGE HAS STUDIED THE FACTORS CONTRIBUTING TO OUTAGES AND

HAS DETERMINED THAT AGGRESSIVE VEGETATION MANAGEMENT IS THE MOST COST EFFECTIVE MEANS

10 TO REDUCE THE NUMBER OFOUTAGES AND THEIR DURATION

11

12 DEPRECIATION EXPENSE

13 PLEASE SUMMARIZE THE PROFORMA ADJUSTMENTS TO DEPRECIATION EXPENSE

14 THE UTILITY PER BOOK DEPRECIATION EXPENSE FOR THE TEST YEAR WAS 138781790 THE

15 COMPANY HAS PROPOSED THREE ADJUSTMENTS AS REFLECTED IN CHART THAT INCREASE THE BOOK

16 DEPRECIATION EXPENSE TO 177969226 THE FIRST ADJUSTMENT IS 33203874 PRO FORMA

17 INCREASE TO UTILITY DEPRECIATION EXPENSE BASED ON THE DECEMBER 31 2008 DEPRECIABLE

18 PLANT IN SERVICE THE DEPRECIATION RATES USED TO CALCULATE ADJUSTED DEPRECIATION EXPENSE

19 EXCEPT FOR THE REDBUD FACILITY AND FOR CERTAIN SECURITY RELATED ASSETS ARE THE COMPANYS

20 CURRENT ARKANSAS JURISDICTION DEPRECIATION RATES APPROVED IN DOCKET NO 06070U THE

21 SECOND ADJUSTMENT OF 5971615 REPRESENTS THE ADJUSTMENT TO DEPRECIATION EXPENSE

22 PURSUANT TO THE RECLASSIFICATION ADJUSTMENT DISCUSSED IN PRO FORMA ADJUSTMENT C2215

23 THE THIRD ADJUSTMENT IS FOR AMORTIZATION OF AN ACQUISITION ADJUSTMENT ON PROPERTY
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PURCHASED IN DECEMBER 2007 IN TOTAL THE PRO FORMA INCREASE TO DEPRECIATION EXPENSE IS

39187436 AS IDENTIFIED IN CHART

CHART5

DEPRECIATION EXPENSE
PRO FORMA ADJUSTMENT SUMMARY

ADJUSTMENT DESCRIPTION AMOUNT

C2226 PLANT BALANCES AS OF 123108 33203874

C2215 HOLDING COMPANY OMRECLASSIFICATION 5971615

C2234 ACQUISITION ADJUSTMENT AMORTIZATION 11947

TOTAL PRO FORMA ADJUSTMENT 39187436

IN YOUR PREVIOUS ANSWER YOU SAID THE DEPRECIATION ADJUSTMENT WAS BASED ON THE

RATES APPROVED IN YOUR LAST CASE TO THE EXTENT THEY WERE AVAILABLE ARE THERE ASSETS

FOR WHICH NO RATE HAS BEEN APPROVED

YES INCLUDED IN OGE DECEMBER 31 2008 DEPRECIABLE PLANT IN SERVICE IS THE REDBUD

PLANT AND CERTAIN SECURITY RELATED ASSETS THAT ARE NEWLY ACQUIRED ASSETS AND WERE THEREFORE

10 NOT INCLUDED IN THE RATES APPROVED BY THE COMMISSION

11

12 WHAT DEPRECIABLE LIFE DOES OGEPROPOSE FOR THE NEWLY ACQUIRED REDBUD PLANT

13 OGE PROPOSES TO USE REMAINING LIFE OF 27 YEARS OVER WHICH TO DEPRECIATE ITS

14 INVESTMENT IN REDBUD THIS EQUATES TO 32 YEAR TOTAL LIFE
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IS THE REDBUD PLANT SIMILAR TO OGES MCCLAIN PLANT

YES BOTH PLANTS ARE NATURAL GAS FIRED COMBINED CYCLE GAS TURBINES HOWEVER THERE ARE

SOME DIFFERENCES PRIMARILY IN THE CONFIGURATION OF THE TURBINES AND THE HEAT RECOVERY

STEAM GENERATORS HRSG REDBUD HAS ONE HRSG FOR EACH COMBUSTION TURBINE MCCLAIN

HAS ONE HRSG FOR ITS TWO COMBUSTION TURBINES OTHERWISE THEY ARE SIMILAR TECHNOLOGY

HOWDOES THE PROPOSED REDBUD DEPRECIABLE LIFE COMPARE TO THE PREVIOUSLY APPROVED

DEPRECIABLE LIFE OF MCCLAIN

THE MCCLAIN DEPRECIATION RATE APPROVED BY THE ARKANSAS COMMISSION WAS BASED UPON

10 30 YEAR LIFE OGE IS PROPOSING ESSENTIALLY THE SAME RATE FOR REDBUD ADJUSTED FOR THE

11 FACT THAT THE REDBUD PLANT HAD LIMITED DUTY IN ITS FIRST TWO YEARS THE REDBUD PLANT WAS

12 INITIALLY DEVELOPED BY AN INDEPENDENT POWER PRODUCER IN ANTICIPATION OF COMPETITIVE RETAIL

13 ENERGY MARKETS LEGISLATION DEREGULATING RETAIL ELECTRICITY SALES IN ARKANSAS AND

14 OKLAHOMA WAS REPEALED PRIOR TO THE OPENING OF THE MARKET THE REDBUD PLANTS

15 COMMERCIAL OPERATION DATE WAS DECEMBER 2003 AS RESULT OF THE REPEAL OF RETAIL

16 COMPETITION IN ARKANSAS AND OKLAHOMA THE REDBUD PLANT OUTPUT WAS LIMITED TO THE

17 WHOLESALE MARKET THE CAPACITY FACTORS FOR THE PLANT IN 2004 AND 2005 WERE 51 AND

18 167 RESPECTIVELY DUE TO THIS LIMITED OPERATION IN ITS FIRST TWO YEARS OGE PROPOSES

19 TO REDUCE THE REDBUD DEPRECIATION RATE SLIGHTLY FROM THE APPROVED MCCLAIN RATE TO ADJUST

20 FOR THE LIMITED INITIAL OPERATION THE PROPOSED REDBUD DEPRECIATION RATE EQUATES TO 32

21 YEAR TOTAL LIFE WITH 27 YEARS REMAINING AT ACQUISITION OGES PROPOSED DEPRECIATION RATE

22 OF 37 WAS DERIVED BY DIVIDING BY 27 THIS DEPRECIATION RATE IS CONSISTENT WITH THE RATE
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PROPOSED IN OGES OKLAHOMA APPLICATION AND IS CONSISTENT WITH THE RATE TO BE USED TO

RECORD DEPRECIATION EXPENSE FOR FINANCIAL ACCOUNTING PURPOSES

YOU ALSO MENTIONED SECURITY RELATED ASSETS CAN YOU PLEASE EXPLAIN WHAT THESE ARE

YES SUBSEQUENT TO THE SEPTEMBER 11 TERRORIST ATTACKS OGE COMPLETED STUDY THAT

RECOMMENDED INCREASED PHYSICAL SECURITY AND MITIGATION MEASURES TO PROTECT THE

INFRASTRUCTURE FOR THE PRODUCTION AND DELIVERY OF ELECTRICITY TO OGES CUSTOMERS

IMPLEMENTATION OF THESE RECOMMENDATIONS REQUIRED OGE TO EXPEND ADDITIONAL CAPITAL

AND INCREASE OM EXPENSES OGE FILED AN APPLICATION SEEKING RECOVERY AND

10 SUBSEQUENTLY RECEIVED AN ORDER FROM THE 0CC APPROVING RECOVERY OF THE COST OF THESE

11 EXPENDITURES THE DEPRECIATION EXPENSE ADJUSTMENT PROPOSED BY OGE IN THIS CAUSE IS

12 CONSISTENT WITH THOSE APPROVED BY THE OKLAHOMACOMMISSION

13

14 HOWWAS THE PROPOSED 20 RATE DEVELOPED FOR THESE NEWLY ACQUIRED SECURITY ASSETS

IS THE SECURITY RELATED ASSETS CONSIST PRIMARILY OF CLOSED CIRCUIT TV SYSTEMS AND ACCESS

16 CONTROLS THE PROPOSED LIFE FOR THESE ASSETS IS FIVE YEARS THESE ASSETS WERE DESIGNATED

17 WITH THE FIVEYEAR LIFE DUE TO MANUFACTURER RECOMMENDATIONS THAT DUE TO WEATHER

18 EXPOSURE THE SYSTEMS COULD BE EXPECTED TO BE REPLACED EVERY FIVE YEARS THE PROPOSED

19 DEPRECIATION RATE OF 20 WAS DERIVED BY DIVIDING BY
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REMOVAL OF REGULATORY ASSET AMORTIZATION MECLAIN

PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2230 MCCLAIN REGULATORY ASSET

AMORTIZATION

PRO FORMA ADJUSTMENT C2230 REMOVES 944187 OF AMORTIZATION EXPENSES NOT ALREADY

ADJUSTED FOR IN OTHER PRO FORMAS FROM THE TEST YEAR COST OF SERVICE FOR THE MECLAIN

REGULATORY ASSET THE AMORTIZATION EXPENSE FOR THE ASSET IS NOT RECOVERABLE THROUGH

ARKANSAS JURISDICTIONAL RATES

PLEASE EXPLAIN WHY THESE COSTS ARE NOT RECOVERABLE THROUGH ARKANSAS JURISDICTIONAL

10 RATES

11 THE MCCLAIN EXPENSES WERE DEFERRED IN ACCORDANCE WITH RATE CASE SETTLEMENT AGREEMENT

12 APPROVED BY THE OKLAHOMA COMMISSION THEREFORE THE AMORTIZATION OF THE DEFERRED

13 AMOUNTS IS NOT APPLICABLE TO ARKANSAS JURISDICTIONAL RATES

14

15 RED ROCK PROJECT EXPENSES

16 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2236 RED ROCK PROJECT EXPENSES

17 PRO FORMA ADJUSTMENT C2236 INCREASES ARKANSAS JURISDICTIONAL OPERATING EXPENSES BY

18 430881 TO INCLUDE ONE YEARS AMORTIZATION EXPENSE FOR RED ROCK PROJECT COSTS THE FULL

19 AMOUNT REQUESTED OVER TWOYEAR AMORTIZATION PERIOD IS 861761 RECOVERING 861761

20 OVER TWO YEARS ALLOWS THE COMPANY TO RECOVER APPROXIMATELY OF THE TOTAL COMPANY

21 COSTS FOR RED ROCK OF 17005636 THE FULL ARKANSAS JURISDICTIONAL PORTION OFTHE COSTS

22 ARE 1723521 THUS THE COMPANY ONLY REQUESTS TO RECOVER HALF OF THE ARKANSAS

23 JURISDICTIONAL AMOUNT OF RED ROCK COSTS ON AUGUST 22 2008 THE OKLAHOMA
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COMMISSION IN ITS ORDER NO 558445 AUTHORIZED THE COMPANY TO RECOVER FIFTY PERCENT OF

ITS OKLAHOMA JURISDICTION PORTION OF THESE COSTS

PLEASE EXPLAIN WHAT THE 17005636 IN RED ROCK COSTS PERTAINS TO

THE 17005636 CONSISTS PRIMARILY OF ENGINEERING DESIGN AND OTHER CONSULTING COST

INCURRED TO ENSURE THAT THE RED ROCK PLANT DEVELOPMENT COULD PROCEED OGE HAD

IDENTIFIED RED ROCK AS LEAST COST RESOURCE OPTION AND IT WAS NECESSARY TO INCUR THESE

COSTS TO MAINTAIN THE FAVORABLE ECONOMICS OF THE PROJECT

10 2008 FLAR CORRECTION

11 PLEASE EXPLAIN PRO FORMA ADJUSTMENT C2237 2008 FLAR CORRECTION

12 THE COMPANYS ADJUSTMENT TO INCREASE TEST YEAR OPERATING EXPENSE BY 11136974

13 CORRECTS FOR EXPENSES INCORRECTLY CAPITALIZED FOR THE 2007 TEST YEAR IN MARCH OF 2008

14 OGE DETERMINED THAT THE APPLICATION OF FULLY LOADED ACTIVITY RATES FLAR HAD

15 UNINTENTIONALLY RESULTED IN THE OVERCAPITALIZATION OF AMOUNTS OF CERTAIN PAYROLL BENEFITS

16 AND OTHER EMPLOYEE RELATED COSTS AND OVERHEAD COSTS IN PRIOR YEARS THESE EXPENSES WERE

17 INCORRECTLY CAPITALIZED USING THE COMPANYS FLAR IN ERROR FOR THE YEARS 2004 THROUGH

18 2007 THE FLAR IS STANDARD MODEL ADOPTED BY OGE IN 2004 FOR USE IN CALCULATING

19 FULLY LOADED ACTIVITY RATES FOR CAPITALIZATION OR DEFERRAL OF CERTAIN PROJECT COSTS TO CORRECT

20 THE CUMULATIVE ERROR FOR 2004 THROUGH 2007 THE COMPANY RECORDED AN ADJUSTMENT TO ITS

21 ACCOUNT RECORDS INCREASING OMAND CORRESPONDING ADJUSTMENT DECREASING UTILITY PLANT

22 IN THE QUARTER ENDED MARCH 31 2008 THIS PRO FORMA ADJUSTMENT ONLY REFLECTS THE 2007

23 AMOUNT
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STORM DAMAGE

HAS OGE MADE ANY PRO FORMA ADJUSTMENTS TO THE TEST YEAR AMOUNTS PRESENTED FOR

STORM DAMAGES

NO DURING 2007 OGE INCURRED APPROXIMATELY 790 MILLION IN STORM DAMAGE COSTS

APPROXIMATELY 398 MILLION OF THIS AMOUNT WAS CAPITALIZED AS REPLACEMENT OF PLANT IN

SERVICE THE REMAINING 392 MILLION WAS CHARGED TO OM IN ACCORDANCE WITH

OKLAHOMA COMMISSION ORDER NO 516261 THE OKLAHOMA JURISDICTION AMOUNT IN EXCESS

OF 32 MILLION APPROXIMATELY 359 MILLION OF THE AMOUNT CHARGED TO OMWAS THEN

DEFERRED AS REGULATORY ASSET FOR FUTURE RECOVERY THUS APPROXIMATELY 34 MILLION IS

10 INCLUDED IN TOTAL COMPANYOMIN THIS APPLICATION

11

12 SECTION VI CONCLUSION

13 WHAT IS THE OVERALL INCREASE IN ELECTRIC RATES PROPOSED IN THE COMPANYS

14 APPLICATION

15 OGES REQUESTED RATE RELIEF WOULD RESULT IN 1402 OVERALL INCREASE IN ELECTRIC RATES

16 FOR THE RESIDENTIAL CUSTOMERS THIS IS THE FIRST GENERAL RATE INCREASE IN 25 YEARS UNDER THE

17 PROPOSAL AN AVERAGE RESIDENTIAL CUSTOMERS BILL WOULD INCREASE BY 1235 PER MONTH

18 OGE WITNESS BRYAN SCOTT EXPLAINS THE SPECIFIC INCREASE TO EACH CUSTOMER CLASS BASED ON

19 THE COMPANYS RATE PROPOSAL

20

21 HOWDO OGES ELECTRIC RATES IN ARKANSAS COMPARE TO THE REGION AND THE NATION

22 OUR CUSTOMERS RATES IN ARKANSAS ARE 23 BELOW THE REGION AND 36 LOWER THAN THE

23 NATIONAL AVERAGE
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DO YOU HAVE FINAL COMMENT

YES ELECTRICITY IMPACTS EVERY ASPECT OF OUR CUSTOMERS LIVES AND DRIVES THE NATIONS

ECONOMY OUR CUSTOMERS NEEDS AND EXPECTATIONS HAVE INCREASED CONSIDERABLY DUE TO THE

EXTENT OF TECHNOLOGY UTILIZED IN THE AVERAGE HOME OGES ABILITY TO ENSURE LONGTERM

RELIABILITY AND MEET CUSTOMER EXPECTATION DEPENDS ON ADEQUATE RATE RELIEF THROUGH THIS

REGULATORY PROCEEDING

DOES THIS CONCLUDE YOUR TESTIMONY

YES
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