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SCOTT FORBES

DIRECT TESTIMONY

INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME EMPLOYER AND BUSINESS ADDRESS

MY NAME IS SCOTT FORBES AM EMPLOYED BY OKLAHOMA GAS AND ELECTRIC COMPANY

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

OKLAHOMA CITY OKLAHOMA 73101

WHAT POSITION DO YOU CURRENTLY HOLD WITH OGE

AM THE INTERIM CHIEF FINANCIAL OFFICER AND CHIEF ACCOUNTING OFFICER

10 PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND EDUCATIONAL BACKGROUND

11 GRADUATED FROM TEXAS TECH UNIVERSITY IN 1979 WITH DEGREE IN BUSINESS

12 ADMINISTRATION AND MAJOR IN ACCOUNTING BEGAN EMPLOYMENT AT GULF STATES UTILITIES

13 GSU IN BEAUMONT TEXAS IN 1979 BECAME CERTIFIED PUBLIC ACCOUNTANT IN 1981

14 IN 1987 BECAME MANAGER OF EXTERNAL REPORTING AND SUBSIDIARY ACCOUNTING AT GSU

15 ON DECEMBER 31 1993 GSU MERGED WITH ENTERGY CORPORATION ENTERGY AND

16 BECAME THE MANAGER OF EXTERNAL REPORTING AND ACCOUNTING POLICY FOR ENTERGY SERVICES

17 INC IN EARLY 1994 REMAINED IN THAT POSITION UNTIL APRIL 1996 WHEN BECAME THE

18 MANAGER OF GENERAL COOWNER AND NUCLEAR ACCOUNTING AT ENTERGY IN SEPTEMBER OF

19 1996 WAS HIRED AS THE MANAGER OF FINANCIAL SYSTEMS AND REPORTING AT TEXASNEW

20 MEXICO POWER COMPANY TNMP IN FEBRUARY 1997 WAS PROMOTED TO CONTROLLER AT

21 TNMP REMAINED IN THAT POSITION UNTIL JUNE 1998 WHEN BECAME THE CHIEF INFORMATION

22 OFFICER AT TNMP IN JANUARY 20011 WAS PROMOTED TO VICE PRESIDENT CHIEF ACCOUNTING



AND INFORMATION OFFICER AT TNMP REMAINED IN THAT POSITION UNTIL AUGUST 2002 WHEN

WAS PROMOTED TO SENIOR VICE PRESIDENT CHIEF FINANCIAL OFFICER AT TNMP IN OCTOBER

2003 ALSO BECAME THE CHIEF FINANCIAL OFFICER OF FIRST CHOICE POWER THE AFFILIATED

RETAIL ELECTRIC PROVIDER OF TNMP IN AUGUST 2005 JOINED OGE ENERGY AS CONTROLLER

AND CHIEF ACCOUNTING OFFICER FOR BOTH OGE AND OGE IN JULY 2008 WAS ALSO NAMED

THE INTERIM CHIEF FINANCIAL OFFICER FOR BOTH 0GB AND OGE

HAVE YOU TESTIFIED PREVIOUSLY BEFORE THE OKLAHOMA CORPORATION COMMISSION

COMMISSIONS

10 YES TESTIFIED IN CAUSE NO PUD 200700447 WHICH REQUESTED RECOVERY OF THE RED ROCK

11 GENERATING FACILITY HAVE ALSO PREVIOUSLY TESTIFIED AS AN ACCOUNTING AND FINANCE WITNESS

12 ON VARIOUS TOPICS BEFORE THE PUBLIC UTILITY COMMISSION OF TEXAS AND THE NEW MEXICO

13 PUBLIC REGULATION COMMISSION ON BEHALF OF TNMP AND FIRST CHOICE POWER LIST OF MY

14 TESTIMONY IN THOSE JURISDICTIONS IS ATTACHED AS EXHIBIT SFI

15

16 WHAT IS THE PURPOSE OF YOUR TESTIMONY

17 THE PURPOSE OF MY TESTIMONY IS TO

18 IDENTIFY THE KEY FACTORS DRIVING THE COMPANYS NEED FOR THIS RATE CASE

19 SPONSOR THE COMPANYS CAPITAL STRUCTURE

20 DISCUSS VARIOUS FINANCIAL ISSUES THAT HAVE IMPORTANT IMPLICATIONS FOR THE OVERALL

21 FINANCIAL INTEGRITY OF OGE



II KEY FACTORS DRIVING THE RATE INCREASE

PLEASE DESCRIBE THE KEY DRIVERS OF THIS RATE INCREASE

THERE ARE TWO PRIMARY DRIVERS BEHIND THE COMPANYS NEED TO FILE THIS RATE CASE SINCE

2004 THE TEST YEAR REFLECTED IN OUR CURRENT RATES OGE HAS MADE SUBSTANTIAL AND

UNRECOVERED INVESTMENTS IN PLANT TO MAINTAIN THE RELIABILITY OF ITS SYSTEM AND INCURRED

SUBSTANTIAL AND UNRECOVERED OMCOST INCREASES OGE IS ALSO COMPLYING WITH THE

PREVIOUS COMMITMENTS TO MOVE RECOVERY OF CERTAIN INVESTMENTS FROM RATE RIDERS INTO BASE

RATES PLEASE REFER TO THE DIRECT TESTIMONY OF HOWARDMOTLEY

10 INVESTMENTS IN PLANT

11 WHAT IS THE LEVEL OF OGES INVESTMENT IN PLANT SINCE ITS LAST RATE CASE

12 OGE HAS INVESTED MORE THAN 16 BILLION IN PLANT IN SERVICE INCLUDING HOLDING

13 COMPANY SINCE THE 2004 TEST YEAR THIS REPRESENTS AN APPROXIMATELY 36 INCREASE IN

14 GROSS PLANT IN SERVICE IN JUST FOUR YEARS OGES NET PLANT IN SERVICE HAS INCREASED BY

15 APPROXIMATELY 53 OVER THE SAME TIME PERIOD MEANING THAT THE COMPANYS RECENT

16 INCREMENTAL INVESTMENT FAR EXCEEDS WHAT OGE IS RECOVERING IN DEPRECIATION EXPENSE IN

17 PRESENT RATES AND ACCORDINGLY PRESENT RATES ARE INADEQUATE TO PRODUCE REASONABLE RETURN

18 ON THAT INVESTMENT TABLE SFI PRESENTS OGES GROSS ADDITIONS TO PLANT IN SERVICE FOR

19 THE YEARS 2004 THROUGH SEPTEMBER 30 2008



TABLE SFI

GROSS PLANT IN SERVICE SOOO

6500000

6000000

5500000

5000000

4500000

4000000
2004 2005 2006 2007 2008

WHAT TYPES OF INVESTMENTS IN PLANT HAS OGEMADE

MORE THAN 94 OF THESE INVESTMENTS HAVE BEEN GENERATION TRANSMISSION OR DISTRIBUTION

RELATED THE REMAINING INVESTMENTS THAT SUPPORT OPERATIONS ARE REFLECTED IN THE OTHER

CATEGORY ALL OF THESE INVESTMENTS HAVE BEEN MADE FOR THE BENEFIT OF CUSTOMERS TABLE

SF2 PRESENTS OGES PLANT ADDITIONS BY FUNCTION FOR THE YEARS 2005 THROUGH SEPTEMBER

30 2008

TABLE SF2 PLANT ADDITIONS 000
FUNCTIONAL CATEGORY 2005 2006 2007 2008 TOTAL

GENERATION EXCI REDBUD AND CENTENNIAL 68061 52722 40769 18457 180009
REDBUD PLANT PURCHASE 492546 492546
CENTENNIAL WIND FARM 59671 144253 785 204709
TRANSMISSION 45352 44284 47565 48940 186141
DISTRIBUTION 136826 152471 174345 147588 611230
OTHER 21421 25197 29830 25457 101905

TOTAL

RECORDED AT ORIGINAL COST INCLUDING ACQUISITION ADJUSTMENTACTUAL PURCHASE PRICE WAS APPROXIMATELY 438
MILLION THE DIFFERENCE BETWEEN THE ACTUAL PURCHASE PRICE OF 438 MILLION AND THE ORIGINAL COST OF 493 MILLION

WAS RECORDED AS ACCUMULATED DEPRECIATION THUS NET PLANT REFLECTED THE ACTUAL PURCHASE PRICE

HOLDING COMPANY AND OGE INVESTMENTS INCLUDING FLEET FACILITIES INFORMATION TECHNOLOGY AND SECURITY



WHAT PORTION OF THESE INVESTMENTS HAVE BEEN MADE TO MAINTAIN THE RELIABILITY OF

OGES TRANSMISSION AND DISTRIBUTION SYSTEMS

SINCE DECEMBER 31 2004 OGE HAS INVESTED 134 MILLION TO REPLACE AGING

INFRASTRUCTURE AND MAINTAIN RELIABILITY OGE LIKE MOST UTILITIES MUST REPLACE ITS AGING

INFRASTRUCTURE IN ORDER TO MAINTAIN RELIABILITY ON ITS SYSTEM AGING INFRASTRUCTURE IS MORE

SUSCEPTIBLE TO FAILURE AND REQUIRES MORE MAINTENANCE TO KEEP IN SERVICE

WHAT OTHER TYPES OF INVESTMENTS HAS OGE MADE SINCE ITS LAST RATE CASE

OGE HAS MADE SUBSTANTIAL CHANGES TO ITS GENERATION PORTFOLIO THESE CHANGES ARE PART OF

10 AN ONGOING EFFORT TO HOLD DOWN COSTS SERVE GROWING DEMAND IMPROVE PORTFOLIO

11 EFFICIENCY AND DIVERSITY ENHANCE RATE STABILITY AND PROVIDE HEDGE AGAINST POTENTIAL

12 CARBON REGULATION OGE HAS ALSO INVESTED IN ITS TRANSMISSION FACILITIES IN ORDER TO

13 CONNECT NEW WIND GENERATION SOURCES IN WESTERN OKLAHOMA TO OUR SYSTEM FINALLY

14 OGEHAS INVESTED IN ITS TRANSMISSION AND DISTRIBUTION NETWORKS TO SERVE NEW LOAD

15

16 WHAT PORTION OF THESE INVESTMENTS IS CURRENTLY BEING RECOVERED THROUGH RATE RIDERS

17 INCLUDED IN THE 16 BILLION IS APPROXIMATELY 700 MILLION OF CAPITAL EXPENDITURES

18 REDBUD CENTENNIAL AND SECURITY PROJECTS THAT HAVE ALREADY BEEN APPROVED BY THE

19 COMMISSION THE REVENUE REQUIREMENT ASSOCIATED WITH THESE THREE PROJECTS IS BEING

20 RECOVERED THROUGH AUTHORIZED RIDERS PLEASE REFER TO THE DIRECT TESTIMONY OF HOWARD

21 MOTLEY FOR DETAILED DISCUSSION OF OGE RATE RIDERS AND RELATED PLANS



IS OGEBEING COMPENSATED FOR THE REMAINING 900 MILLION

NO WHILE THE REMAINING 900 MILLION DOLLARS IN INVESTMENTS ARE PROVIDING BENEFITS TO

CUSTOMERS SOME FOR SEVERAL YEARS THEY HAVE NOT YET BEEN INCLUDED IN THE COMPANYS

ELECTRIC RATES THIS IS KEY FACTOR DRIVING OGES NEED FOR THIS RATE CASE

DOES OGE EXPECT TO CONTINUE MAKING SIGNIFICANT INVESTMENTS

YES AS DESCRIBED IN ITS MOST RECENT SECURITIES AND EXCHANGE COMMISSION SEC

FILING OGES 2009 TO 2011 CONSTRUCTION PROGRAM INCLUDES APPROXIMATELY 15 BILLION

IN NEW INVESTMENTS OUR CURRENT ESTIMATES OF CAPITAL EXPENDITURES ARE APPROXIMATELY

10 2009 6115 MILLION 2010 4059 MILLION AND 2011 4599 MILLION

11 THESE INVESTMENTS INCLUDE REGULAR IMPROVEMENTS TO THE DISTRIBUTION GENERATION AND

12 TRANSMISSION SYSTEMS IN ADDITION THE 15 BILLION INCLUDES EXPENDITURES RELATED TO

13 THE PROPOSED TRANSMISSION LINE BETWEEN OKLAHOMA CITY AND WOODWARDII THE PROPOSED

14 101 MWOU SPIRIT WIND POWER PROJECT IN WESTERN OKLAHOMA III THE PROPOSED SYSTEM

15 HARDENING PLAN AND IV THE TRANSMISSIONSUBSTATION SPP PROJECT

16

17 HOWWILL THE RESOLUTION OF THIS RATE CASE IMPACT THE COMPANYS CAPEX PLANS

18 OGF FINANCIAL STRENGTH AND INTEGRITY ARE CRITICAL TO ITS ABILITY TO CONTINUE TO MAKE

19 PRUDENT CAPITAL INVESTMENTS TO SERVE ITS CUSTOMERS THE COMPANY NEEDS THE COMMISSION

20 TO ISSUE AN ORDER IN THIS PROCEEDING THAT ALLOWS OGE TO RECOVER THE COSTS OF THE 900

21 MILLION OF UNRECOVERED INVESTMENTS AS WELL AS THE INCREASED OM EXPENSES WHICH

22 DESCRIBE IN THE NEXT SECTION OF MY DIRECT TESTIMONY ABSENT SUCH AN ORDER THE COMPANYS



ABILITY TO MAKE THE PLANNED CAPITAL INVESTMENTS AND INCUR OMEXPENSES ON BEHALF OF ITS

CUSTOMERS WILL BE JEOPARDIZED

OMCOST INCREASES

YOU MENTION OMEXPENSES HOWHAVE OGES OMEXPENSES CHANGED SINCE THE LAST

RATE CASE

TABLE SF3 PRESENTS OGES OM EXPENSES BY CATEGORY FOR THE PERIOD 2004 THROUGH

SEPTEMBER 30 2008 AS SHOWNIN THIS TABLE OGES ACTUAL OMEXPENSES BEFORE PRO

FORMA ADJUSTMENTS FOR THE SEPTEMBER 2008 TEST YEAR USED TO ESTABLISH RATES IN THIS CASE

10 ARE 3499 MILLION COMPARED TO 3019 MILLION IN 2004 WHICH WAS THE BASIS FOR TEST YEAR

11 IN THE LAST RATE CASE THIS REPRESENTS AN AVERAGE ANNUAL INCREASE IN OMEXPENSES OF

12 38 DURING THIS SAME TIME PERIOD THE CONSUMER PRICE INDEX INCREASED AN AVERAGE OF

13 333

OKLAHOMA GAS AND ELECTRIC

TABLE SF3 OPERATING AND MAINTENANCE EXPENSE
DOLLARS IN THOUSANDS

TEST YEAR

ENDED YEAR ENDED

9302008 12312007 12312006 123112005 121312004

TOTAL LABOR BENEFITS 221844 218627 214340 206714 196940

CONTRACT TECHNICAL CONSTRUCTION SERVICES 36967 28194 16398 25662 27862

FEES PERMITS AND LICENSES 11019 11517 9695 3545 2201

FLEET TRANSPORTATION 9464 6899 6170 5344 4051

MATERIALS SUPPLIES 22587 20010 19715 20565 18734

VEGETATION MANAGEMENT 16324 14439 13022 13661 13583

CONTRACT PROFESSIONAL SERVICES 9605 7485 8000 10531 7962

OTHER OM EXPENSES 35994 37100 41638 33778 33191

TOTAL DIRECT OMEXPENSES 363804 344271 328978 319800 304524

ACTIVITY COSTS CAPITALIZED LABOR AND RELATED COSTS

TOTAL OMBEFORE ALLOCATIONS 274948 244941 247469 244090 229763

INTERCOMPANY ALLOCATIONS 74997 75795 68998 65092 72192

TOTAL OM 349945 320736 316467 309182 301955

DATA SOURCE HTTPWWWBIS PDF AT TABLE 24



WHAT ARE THE KEY DRIVERS OF THIS INCREASE IN OMEXPENSES

THE OMEXPENSE CATEGORIES WHICH HAVE EXPERIENCED SIGNIFICANT INCREASE SINCE OUR

LAST RATE CASE INCLUDE LABOR BENEFITS AND OTHER PERSONNEL EXPENSES BEFORE CAPITALIZED

AMOUNTS WHICH INCREASED 356 MILLION FLEET TRANSPORTATION COSTS WHICH INCREASED 54

MILLION MATERIAL AND SUPPLIES WHICH INCREASED 39 MILLION AND VEGETATION MANAGEMENT

COSTS WHICH INCREASED 27 MILLION THE LABOR AND BENEFITS COSTS WERE OFFSET IN PART BY AN

INCREASE OF 141 MILLION IN THE AMOUNT OF LABOR AND BENEFITS THAT WERE CAPITALIZED

DO YOU BELIEVE OGE HAS TAKEN REASONABLE ACTIONS TO MANAGE COSTS

10 YES WEHAVE AND CONTINUE TO DO NUMEROUS THINGS TO INSURE THAT WE MANAGE COSTS TO THE

11 BEST OF OUR ABILITIES AND THAT WE TAKE ACTIONS TO KEEP ANY REQUESTED RATE INCREASE AS

12 REASONABLE AS POSSIBLE

13 OUR BUDGETING PROCESS IS VERY THOROUGH PAINSTAKING AND ROBUST THE ANNUAL BUDGET

14 PROCESS BEGINS IN JULYAUGUST OF EACH YEAR AND IS TARGETED FOR COMPLETION IN

15 NOVEMBERDECEMBER

16 OUR BUDGET MANAGEMENT PROCESS IS EQUALLY AS ROBUST EACH MONTH THE CHIEF

17 OPERATING OFFICER AND CHIEF FINANCIAL OFFICER MEET WITH ALL BUSINESS UNIT VICE

18 PRESIDENTS TO EVALUATE PERFORMANCE

19 MANAGEMENT OF OM EXPENSES IS KEY FACTOR IN OUR ANNUAL INCENTIVE PLAN

20 MANAGING OMEXPENSES WAS INCLUDED AS GOAL FOR 2008 FOR EVERY EMPLOYEE IN

21 OGE AS WELL AS ALL EMPLOYEES OF OGES ENTERPRISE SERVICES

22 OGEOGE SPECIFICALLY UNDERTOOK AN INITIATIVE TO ENHANCE OUR SUPPLY CHAIN

23 MANAGEMENT SUPPLY CHAIN IS RESPONSIBLE FOR MATERIAL AND EQUIPMENT SERVICES FROM

24 PROCUREMENT THROUGH DISTRIBUTIONUTILIZATION



MID 2006 WE BROUGH IN DENAB CONSULTING WHO ARC EXPERTS IN SUPPLY CHAIN

STRATCOY STRATEGIC SOURCING EFFORTS AND WORKCD WITH THEM TO ASSESS VARIETY OL

STRATEGIC SOUR IN INITIATIVCS UHC RESULTS THESE INITIATIVES INCLUDE REALIGNING AND

TRAINING STAFF ERTITYANG CRTAAN SUPPLIERS REDUCING HC NUMBER OF VENDORS AND

ENHANCAN OUR ABILITY TO NCGOUATE IERMS AIID DISCUUIITS FUR CERTAIN OMMODATIES

HOWDO OGFS OMEXPENSE LEVELS COMPARE WITH OTHER UTIIITIES

AS SHOWN IN TABLE SI BELOW OGL OMEXPENSE LEVELS COMPARE VERY FAVORABLY

WITH OTHCR UTILITIES BASCD ON 007 FT FORM DATA OGF NON FUEL OMCOST PER

10 CUSTOMER WAS 504 AS COMPARED TO AN AVERAGC OF 537 FOR THE 53 UTILITIES RCXIEWED

ABLE SF4

NONOMPER CUSTOMER

00

RANK

SOURCC OO7 FT TONI DA

12

13 IS THE COMPANY PRESENTING ADDITIONAL ANALYSIS OF ITS OM COST MANAGEMENT

14 RELATIVE TO OTHER UTILITIES



YES DR MARK LOWRYS DIRECT TESTIMONY PRESENTS THE RESULTS OF HIS OM COST

PERFORMANCE STUDY WHICH USES TWO STATISTICAL BENCHMARKING METHODS TO ASSESS OGES

OM COST MANAGEMENT PERFORMANCE AS COMPARED TO 38 UTILITIES ACROSS THE UNITED

STATES AND PAST AND PRESENT MEMBERS OF SPP BASED UPON THESE ANALYSES DR LOWRY

CONCLUDES THAT OGE IS EXCEPTIONAL AT MANAGING ITS BASE RATE OMEXPENSES

IV CAPITAL STRUCTURE

WHAT CAPITAL STRUCTURE ARE YOU SPONSORING ON BEHALF OF OGE

OGE PROPOSES TO USE ITS ACTUAL CAPITAL STRUCTURE OGES CAPITAL STRUCTURE AND

10 PROPOSED COST OF CAPITAL FOR THE TWELVEMONTH PERIOD ENDING SEPTEMBER 30 2008

11 ADJUSTED THROUGH DECEMBER 2008 FOR CERTAIN KNOWNAND MEASURABLE CHANGES ARE SHOWN IN

12 TABLE SFS

13 TABLE SF5 PRO FORMA CAPITAL STRUCTURE

PRO FORMA COST UNDER

LINE 123108 CAPITAL PROPOSED WEIGHTED

NO DESCRIPTION AMOUNT RATIO RATE COST

SENIOR NOTES 1409950000 41843

POLLUTION CONTROL BONDS 135300000 401

TOTAL LONG TERM DEBT 1545250000 45858 6559 3008

PREFERRED STOCK 0000 0000

COMMONEQUITY 1824359077 54142 12250 6632

TOTAL 3369609077 100000 9640

14

15 PLEASE DESCRIBE THE KNOWN AND MEASURABLE CHANGES THAT WERE INCLUDED IN THE

16 COMPANYS PROPOSED CAPITAL STRUCTURE

10



IN DECEMBER 2008 OGE ISSUED 250 MILLION OF 825 SENIOR NOTES THIS DEBT ISSUANCE

IS REFLECTED IN THE LONGTERM DEBT COMPONENT OF OUR CAPITAL STRUCTURE IN ADDITION WE HAVE

UPDATED OUR COMMONEQUITY TO BE THE ACTUAL BALANCE AS OF DECEMBER 31 2008

HAS THIS COMMISSION PREVIOUSLY ACCEPTED THE COMPANYS ACTUAL CAPITAL STRUCTURE

YES THE COMMISSION HAS CONSISTENTLY ACCEPTED THE USE OF OGES ACTUAL CAPITAL

STRUCTURE FOR PURPOSES OF SETTING RATES

FINANCIAL CONSIDERATIONS

10 WHAT ARE THE PRIMARY FINANCIAL ISSUES THAT OGE IS FACING THAT ARE AFFECTED DIRECTLY

11 BY THIS RATE CASE

12 INCREASED COSTS DETERIORATING MACROECONOMIC CONDITIONS AND CREDIT AVAILABILITY AND

13 OGESPECIFIC CONSIDERATIONS HAVE COME TOGETHER IN MANNER THAT HEIGHTENS THE

14 IMPORTANCE OF THIS CASE THE REQUESTED REVENUE INCREASE IS CRITICAL TO OGES ABILITY TO

15 CONTINUE TO MEET THE NEEDS OF ITS CUSTOMERS IT IS ESSENTIAL THAT OGES RATES BE SET AT

16 LEVEL SUFFICIENT TO PROVIDE IT WITH REASONABLE OPPORTUNITY FOR BOTH THE RETURN OF

17 CAPITAL AND EXPENSES AND COMPENSATORY RETURN ON CAPITAL INVESTED COMMENSURATE

18 WITH THE RETURNS OF OTHER UTILITIES WITH WHOM THE COMPANY MUST COMPETE FOR NEEDED

19 CAPITAL IN THE MARKETPLACE ONE WITHOUT THE OTHER IS NOT ENOUGH AS DR MURRY EXPLAINS

20 THE COMPANY IS LEGALLY ENTITLED TO REASONABLE OPPORTUNITY TO EARN ITS AUTHORIZED RATE OF

21 RETURN AM NOT LAWYER BUT CAN EXPLAIN HOW FAILURE TO FULLY RECOGNIZE OUR COSTS IN

22 RATES LEAVES US INCAPABLE OF EARNING OUR AUTHORIZED RETURN LEAVE IT TO THE LAXVYERS TO

23 DISCUSS THE IMPLICATIONS OFTHIS UNDER THE LAW

11



PLEASE DISCUSS CREDIT RATINGS AND THEIR IMPLICATIONS FOR COMPANYS COST OF CAPITAL

CREDIT RATINGS ARE ISSUED BY STANDARD AND POORS SP MOODYS INVESTOR SERVICES

MOODYS AND FITCH RATINGS FITCH TO PROVIDE INVESTORS WITH AN INDEPENDENT

ASSESSMENT OF FIRMS FINANCIAL INTEGRITY CREDIT RATINGS ARE AIMED PRIMARILY AT BOND

HOLDERS TO PROVIDE THEM WITH AN ASSESSMENT OF THE RISK OF COMPANYS DEBT SECURITIES AS

COMPARED WITH THE BONDS OF OTHER COMPANIES ALL THREE RATING AGENCIES INDICATE THAT THEY

USE BOTH QUANTITATIVE METRICS AND QUALITATIVE ASSESSMENTS IN DEVELOPING COMPANYS

CREDIT RATINGS INVESTMENT GRADE IS TERM THAT COMMONLY REFERS TO RATINGS BETWEEN

BBB AND AAA RATINGS OF BB AND BELOW ARE CONSIDERED BELOW INVESTMENT GRADE

10 SOMETIMES CALLED HIGH YIELD DEBT OR JUNK BONDS AS DISCUSS IN MORE DETAIL LATER IN

11 MY TESTIMONY THE BETTER COMPANYS CREDIT RATINGS THE LOWER THE PERCEIVED RISK OF THAT

12 COMPANY AND THUS THE BETTER THE COMPANYS ACCESS TO AND COST OF CAPITAL

13

14 WHAT ARE OGES CURRENT CREDIT RATINGS

15 AS SHOWNIN TABLE SF6 OGES CURRENT CREDIT RATINGS ARE INVESTMENTGRADE

16 TABLE SF6 OGECREDIT RATINGS

MOODYS STANDARD FITCHS

POORS

COMPANY SENIOR NOTES A2 BBB AA

17

18 HAS THE STRENGTH OF OGES CURRENT CREDIT RATINGS AND ITS VALUE TO OGES

19 CUSTOMERS RECENTLY BEEN TESTED

20 YES IT WAS PUT TO THE TEST THIS PAST DECEMBER WHEN THE COMPANY RAISED 250 MILLION IN

21 UNSECURED 10YEAR DEBT THE FOURTH QUARTER OF 2008 WAS AN UNPRECEDENTED PERIOD IN THE

22 CAPITAL MARKETS WITH BORROWERS GENERALLY EXPERIENCING HIGH INTEREST COSTS ANDOR COMPLETE

12



LACK OF ACCESS TO DEBT FINANCING OGE DETERMINED THAT IT WOULD BE PRUDENT TO RAISE

CAPITAL DURING THIS PERIOD TO COVER PORTION OF THE PURCHASE PRICE FOR REDBUD PAY DOWN

SHORTTERM DEBT AND ENSURE ADEQUATE LIQUIDITY FOR 2009 OPERATING REQUIREMENTS AND

CAPITAL EXPENDITURES THE COMPANYS BANK GROUP EXPECTED CONTINUED NEGATIVE OUTLOOK

FOR DEBT ISSUANCE THROUGHOUT 2009 THEREFORE OGE DECIDED TO MOVE FORWARD IF

POSSIBLE WITH DEBT OFFERING ON DECEMBER 2008 OGE SOLD 250 MILLION OF 10

YEAR NOTES AT RATE OF 825 THE STRENGTH OF OGES CREDIT RATINGS WAS INSTRUMENTAL IN

ALLOWING THAT ISSUE TO BE SOLD IN THE MARKET AT THAT TIME LIST OF UTILITY COMPARABLE DEBT

TRANSACTIONS SEE EXHIBIT SF2 IN THE TIME PERIOD OF OGES OFFERING SHOWED THAT NO

10 ELECTRIC UTILITY DEBT WAS ISSUED WITH RATING LESS THAN BBB FROM SP

11

12 EARLIER IN YOUR TESTIMONY YOU STATED THAT THE BETTER COMPANYSCREDIT RATINGS THE

13 LOWER ITS COST OF CAPITAL PLEASE EXPAND

14 CREDIT RATINGS DIRECTLY IMPACT THE COST OF BORROWING AND INDIRECTLY IMPACT THE COST OF

15 EQUITY BOND INVESTORS RELY ON CREDIT RATINGS TO ASSIST IN EVALUATING THE RISK THAT THEY TAKE

16 BY LENDING TO RATED COMPANY HIGHER CREDIT RATINGS ARE AN INDICATION OF LOWER FINANCIAL

17 RISK AND THEREFORE RESULT IN LOWER INTEREST COSTS AND GREATER ACCESS TO THE MARKETS FOR BOTH

18 SHORT AND LONGTERM DEBT LOWER CREDIT RATINGS CONVERSELY ARE AN INDICATION OF HIGHER

19 RISK TO INVESTORS SINCE LOWER CREDIT RATINGS RESULT IN HIGHER INTEREST RATES THE HIGHER

20 INTEREST RATES IN TURN REQUIRE HIGHER REVENUES IN ORDER TO MAINTAIN ADEQUATE DEBT COVERAGE

21 RATIOS IF UTILITY RATES DO NOT REFLECT THESE HIGHER INTEREST COSTS DETERIORATION IN DEBT

22 COVERAGE RATIOS CAN LEAD TO FURTHER DOWNGRADES RESULTING IN STILL HIGHER INTERESTS COSTS AND

23 INCREASING DIFFICULTY IN ACCESSING CAPITAL MARKETS

13



DO CREDIT RATINGS INFLUENCE THE COST OF EQUITY

YES HIGHER CREDIT RATINGS ALSO MEAN LOWER COST OF EQUITY EQUITY INVESTORS CONSIDER

CREDIT RATINGS WHEN EVALUATING THE RISK OF NOT RECEIVING FUTURE DIVIDENDS JUST AS DEBT

INVESTORS LOOK TO CREDIT RATINGS TO EVALUATE THE RISK OF NOT RECEIVING FUTURE INTEREST AND

PRINCIPAL PAYMENTS OVERALL HIGHER CREDIT RATINGS INCREASE THE ACCESS TO CAPITAL ON

FAVORABLE FINANCIAL TERMS THEREFORE REDUCING THE COST OF RAISING CAPITAL AND INCREASING

UTILITYS ABILITY TO MAKE PRUDENT RELIABILITY INVESTMENTS AS NEEDED

ARE COMMISSION ACTIONS LIKE DECISIONS IN THIS RATE PROCEEDING FACTOR IN CREDIT

10 RATINGS

11 YES FOR REGULATED PUBLIC UTILITY SUCH AS OGE THE RATING AGENCIES HAVE TRADITIONALLY

12 RECOGNIZED THAT REGULATORY SUPPORT IS IMPORTANT TO THE FINANCIAL HEALTH OF THE UTILITY AND

13 THEREFORE AN IMPORTANT COMPONENT OF THEIR RATINGS PROCESS FOR EXAMPLE IN ITS RATINGS

14 ACTION OF SEPTEMBER 23 2008 ON OGE MOODYS STATED

15 AT THE UTILITY LEVEL OGE A2 SENIOR UNSECURED RATING AND STABLE OUTLOOK

16 HAVE ALSO BEEN AFFIRMED AS OGE SFINANCIAL PROFILE IS EXPECTED TO BE LARGELY

17 UNCHANGED FOLLOWING THIS TRANSACTION THE ENOGEX TRANSACTION THAT HAS SINCE

18 BEEN CANCELLED WE ALSO EXPECT THAT OGE WILL REMAIN CONSERVATIVELY

19 CAPITALIZED AND WILL CONTINUE TO BE AFFORDED SUPPORTIVE RE TREATMENT IN

20 OKLAHOMA AND ARKANSAS

21 SP IN ITS AUGUST 22 2008 REPORT ON OGE STATED

14



THE STABLE OUTLOOK FOR OGE ENERGY AND OGE REFLECTS EXPECTATIONS THAT THE

COMPANY REGULATED UTILITY BUSINESS WILL PROCEED WITH DUE CARE ON ITS CAPITAL

PLAN AND RECEIVES REGULATORY SUPPORT FOR THE SPENDING

PLEASE DISCUSS THE IMPLICATION OF THE CURRENT CREDIT MARKET ENVIRONMENT FOR THE COST

OF DEBT

AS NOTED EARLIER CREDIT MARKETS CURRENTLY ARE STRESSED AND ACCESS TO CAPITAL IS RESTRICTED

WHILE OGE WAS ABLE TO RAISE DEBT FINANCING IN DECEMBER 2008 THE INTEREST COST OF THAT

FINANCING WAS ABOVE THE LEVELS THAT OGE HAD TO PAY IN SEPTEMBER 2008 FOR 250

10 MILLION 10YEAR SENIOR NOTES WHICH HAD COUPON OF 635

11 MUCH OF THE PROBLEM IN THE CREDIT MARKETS STEMS FROM SEVERE FLIGHT TO QUALITY BY

12 BUYERS INVESTORS IN FIXED INCOME SECURITIES ARE HIGHLY CONCERNED ABOUT THE CREDIT QUALITY

13 OF BANKS AND OTHER ISSUES AND ARE SEEKING TO INVEST IN BONDS OF THE HIGHEST QUALITY THOSE

14 BEING US TREASURY SECURITIES THIS FLIGHT TO TREASURIES HAS HELPED PUSH TREASURY SECURITY

15 INTEREST RATES DOWN TO UNPRECEDENTED LOWS THE IMPLIED TREASURY RATE AT THE TIME OF

16 OGES DECEMBER BOND OFFERING WAS 2758 THE FLIGHT TO QUALITY HOWEVER EXERTS

17 STRONG OPPOSITE IMPACT ON THE INTEREST RATES OF CORPORATE BONDS ALL OF WHICH ARE

18 CONSIDERED TO BE LOWER QUALITY THAN US TREASURY SECURITIES THE SPREAD TO TREASURIES IN

19 OGES OFFERING WAS NEARLY 55 AN UNUSUALLY HIGH SPREAD IN OGES SEPTEMBER

20 2008 DEBT OFFERING THE SPREAD TO TREASURIES WAS APPROXIMATELY 275 THE COST OF

21 BORROWING TO CORPORATIONS WHEN AVAILABLE HAS SKYROCKETED AND THIS IMPACTS OGE AS

22 WELL

15



HAS THE CURRENT CREDIT MARKET ENVIRONMENT INFLUENCED OGES FINANCING PLANS

YES THE DECEMBER 2008 OFFERING WAS SIZED TO COVER EXPECTED 2009 CAPITAL EXPENDITURES

SO THE COMPANY DOES NOT CURRENTLY NEED TO ACCESS THE PUBLIC DEBT MARKETS HOWEVER

OGE WILL CERTAINLY NEED TO ISSUE DEBT IN EARLY 2010 TO COVER EXPECTED EXPENDITURES IF

THE YIELD CONDITIONS IN THE MARKET AS OF DECEMBER 2008 ARE MAINTAINED OGE AND ALL

COMPANIES WHO ARE ABLE TO ISSUE DEBT COST OF BORROWING WILL BE HIGH RELATIVE TO RECENT

HISTORY WHILE OGES BANKING GROUP HAS INDICATED THAT SPREADS TO TREASURIES FOR GOOD

QUALITY UTILITY BONDS HAVE DECLINED RECENTLY THERE REMAINS TREMENDOUS AMOUNT OF

UNCERTAINTY IN THE MARKET OGE MUST MAINTAIN ITS GOOD CREDIT RATINGS TO HAVE ACCESS TO

10 CREDIT AND ALSO TO BE ABLE TO KEEP INTEREST RATES AS LOW AS POSSIBLE ON ITS FUTURE FINANCING

11 REQUIREMENTS

12

13 HOW IMPORTANT IS THE OUTCOME OF THIS RATE PROCEEDING TO OGES FUTURE COST OF

14 CAPITAL

15 IT IS OF UTMOST IMPORTANCE AS EXPLAINED EARLIER IN MY DIRECT TESTIMONY DENIAL OF OR

16 MEANINGFUL REDUCTION IN OGES RATE REQUEST IS HIGHLY LIKELY TO REDUCE ITS CREDIT RATINGS

17 THIS WILL INCREASE THE INTEREST COST OF ITS DEBT SECURITIES THE COST OF EQUITY WILL INCREASE

18 BECAUSE EQUITY INVESTORS WILL VIEW THE LOWER CREDIT RATINGS AS SIGN THAT THE COMPANY IS

19 MORE RISKY THEY WILL DEMAND HIGHER EQUITY RETURN TO COMPENSATE FOR THE HIGHER RISK

20 THIS INCREASE IN BOTH THE COST OF EQUITY AND THE COST OF DEBT WILL RAISE THE COMPANYS

21 WEIGHTED AVERAGE COST OF CAPITAL HIGHER COST OF CAPITAL ULTIMATELY RESULTS IN HIGHER RATES

22 TO CUSTOMERS

16



VI CONCLUSIONS

IS THE PROPOSED RATE INCREASE NECESSARY

OGES REQUEST IS NECESSARY TO ENSURE BOTH THE COMPANYS FINANCIAL HEALTH AND THE

RELIABLE SERVICE THAT THE COMMISSION AND OUR CUSTOMERS EXPECT

HOW WILL OGES CUSTOMERS BE AFFECTED IF THE COMPANY DOES NOT RECEIVE

FAVORABLE RULING ON ITS REQUESTED RATE INCREASE

ABSENT FAVORABLE RULING ON THE REQUESTED RATE INCREASE OGE WILL HAVE NO OPPORTUNITY

TO EARN AN ADEQUATE RETURN ON ITS MORE THAN 16 BILLION INVESTMENT IN NEW PLANT OR TO

10 RECOVER ITS INCREASED OM EXPENSES SINCE 2004 TO AVOID OR AT LEAST MITIGATE ANY

11 RESULTING FINANCIAL HARM TO THE COMPANY OGEWOULD NEED TO REDUCE BOTH ITS CAPITAL

12 EXPENDITURES AND OMEXPENSES GOING FORWARD WHICH WOULD IN TURN ADVERSELY AFFECT

13 BOTH OGES LEVEL OF SERVICE AND AS LIKELY FURTHER CONSEQUENCE ECONOMIC ACTIVITY IN

14 OKLAHOMA THE SPECIFIC EFFECTS WOULD DEPEND ON THE RATE RELIEF GRANTED

15

16 DOES THAT CONCLUDE YOUR DIRECT TESTIMONY

17 YES

17



EXHIBIT SFI

TESTIMONY FILED

REGULATORY BODY DATE CAUSEDOCKETNATURE OF PROCEEDING

OGES RECOVERY OF THE RED ROCK 0CC 1207 PUD200700447

COSTS

THE ACQUISITION OF TNMP BY PUCT 105 30172

PNM RESOURCES

THE ACQUISITION OF TNMP BY NMPRC 305 0400315UT

PNM RESOURCES

STRANDED COST TRUEUP CASE FOR PUCT 404 29206

TNMP FCP AND TEXAS GENERATING

COMPANY

TNMPS REQUEST FOR APPROVAL OF CLASS NMPRC 1003 0300333UT
II AND RELATED AFFILIATE TRANSACTIONS

TNMPS BUSINESS SEPARATION PLAN AND PUCT 100 22349

UNBUNDLED COST OF SERVICE FILING

TNMPS TRANSITION PLAN PURSUANT TO THE NMPUC 500 2718

ELECTRIC UTILITY INDUSTRY RESTRUCTURING ACT

OF 1999

TNMPS VOLUNTARY TRANSITION TO PUCT 398 17751

COMPETITION PLAN
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