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JESSE LANGSTON
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INTRODUCTION

PLEASE STATE YOUR NAME YOUR EMPLOYER AND YOUR BUSINESS ADDRESS

MY NAME IS JESSE LANGSTON AM EMPLOYED BY OKLAHOMA GAS AND ELECTRIC COMPANY

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

OKLAHOMA CITY OKLAHOMA 73101

WHAT POSITION DO YOU HOLD WITH OGE
HOLD THE POSITION OF VICE PRESIDENT OF UTILITY COMMERCIAL OPERATIONS HAVE SERVED IN

THIS CAPACITY FOR OVER YEARS PRIOR TO ASSUMING MY CURRENT DUTIES SERVED AS DIRECTOR

10 OF CORPORATE PLANNING FOR 0GB ENERGY CORPORATION FOR APPROXIMATELY FOUR YEARS WHERE

11 MY PRIMARY DUTIES WERE TO LEAD THE COMPANYS CORPORATE AND BUSINESS STRATEGY

12 DEVELOPMENT MY CURRENT RESPONSIBILITIES INCLUDE THE COMPANYS RESOURCE PLANNING

13 EFFORTS THE RESOURCE PLANNING TEAM ASSESSES OGES POWER SUPPLY REQUIREMENTS AND

14 EVALUATES THE RESOURCES NEEDED TO MEET THESE REQUIREMENTS AT THE LOWEST REASONABLE COST

15 WITH DUE CONSIDERATION OF RISK FACTORS

16

17 PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND EDUCATIONAL BACKGROUND

18 HAVE BEEN EMPLOYED BY OGE SINCE 1985 HAVE OVER 20 YEARS OF EXPERIENCE IN THE

19 ELECTRIC UTILITY INDUSTRY IN VARIOUS AREAS INCLUDING CORPORATE PLANNING BUSINESS PLANNING

20 ENGINEERING TRANSMISSION DISTRIBUTION METERING ENDUSE FORECASTING LOAD FORECASTING

21 TELECOMMUNICATIONS CORPORATE MARKETING DEMANDSIDE MANAGEMENT AND GENERATION

22 PLANNING OVER THE PAST FEW YEARS HAVE LED NUMBER OF SIGNIFICANT INITIATIVES WITHIN

23 THE COMPANY INCLUDING THE ACQUISITION OF MCCLAIN AND THE DEVELOPMENT OF CENTENNIAL

24 STATEOFTHEART 400MW NATURAL GAS COMBINED CYCLE PLANT AND 120MW WIND FARM

25 RESPECTIVELY

26

27 HOLD AN MBA FROM OKLAHOMA CITY UNIVERSITY MAY 2002 AND BACHELOR OF SCIENCE

28 DEGREE IN ELECTRICAL ENGINEERING FROM OKLAHOMA STATE UNIVERSITY 1985



HAVE YOU TESTIFIED PREVIOUSLY BEFORE THE OKLAHOMA CORPORATION COMMISSION

COMMISSION

YES HAVE TESTIFIED BEFORE THE COMMISSION ON SEVERAL OCCASIONS THAT ARE EACH RELATED TO

OGES POWER SUPPLY PLANNING ACTIVITIES FIRST TESTIFIED IN CAUSE NO PUD 200300564

RELATED TO REQUEST BY POWERSMITH FOR PURCHASED POWER RATES AND POWER PURCHASE

CONTRACT WITH OGE TESTIFIED IN CAUSE NO PUD 200500151 REGARDING THE DECISION

MAKING PROCESS THAT LED TO OGES ACQUISITION OF 77 PERCENT OWNERSHIP INTEREST IN THE

COMBINED CYCLE GASFIRED MCCLAIN GENERATING FACILITY TESTIFIED IN CAUSE NO PUD

200500059 REGARDING OGES REQUEST FOR APPROVAL TO CONSTRUCT THE CENTENNIAL WIND

10 PROJECT MOST RECENTLY TESTIFIED IN CAUSE NO PUD 200700012 REGARDING OGES

11 APPLICATION FOR PREAPPROVAL OF JOINT DEVELOPMENT AND OWNERSHIP OF RED ROCK 950 MW
12 ULTRASUPERCRITICAL COAL PLANT

13

14 PLEASE DESCRIBE THE TRANSACTION THAT IS THE SUBJECT OF THIS PROCEEDING

15 ON JANUARY 21 2008 OGE WITH TWO PARTNERS GRAND RIVER DAM AUTHORITY GRDA
16 AND THE OKLAHOMA MUNICIPAL POWER AUTHORITY OMPA ENTERED INTO AGREEMENTS TO

17 ACQUIRE THE 1230 MWREDBUD GENERATING PLANT FROM KELSON HOLDINGS LLC KELSON

18 FOR 852 MILLION THESE AGREEMENTS THE TRANSACTION WERE THE ENDPRODUCTS OF

19 COMPETITIVE SALES PROCESS CONDUCTED BY KELSONS INVESTMENT BANK GOLDMAN SACHS

20

21 WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING

22 WILL PROVIDE AN OVERVIEW OF THE TRANSACTION IN WHICH OGE HAS AGREED TO PURCHASE

23 51 INTEREST IN THE REDBUD PLANT MY TESTIMONY IN THIS PROCEEDING WILL ADDRESS THREE

24 MAJOR AREAS FIRST WILL DESCRIBE THE REDBUD PLANT KEY COMMERCIAL TERMS AND THE

25 REGULATORY APPROVALS THAT OGEREQUIRES TO CLOSE THE TRANSACTION SECOND WILL REVIEW

26 THE BUSINESS RATIONALE AND DECISIONMAKING PROCESS UTILIZED BY OGEDURING THE BID AND

27 NEGOTIATION PROCESS FINALLY WILL IDENTIFY AND DESCRIBE BENEFITS THAT WILL ACCRUE TO

28 OGES CUSTOMERS FROM ACQUIRING CONTROLLING INTEREST IN REDBUD



WHAT WAS YOUR ROLE IN THIS TRANSACTION

WAS RESPONSIBLE FOR THE OVERALL REDBUD TRANSACTION AND MY INVOLVEMENT INCLUDED

PARTICIPATION IN THE BID DUE DILIGENCE AND NEGOTIATION PHASES OF THE PROCESS THE

RESOURCE PLANNING DEPARTMENT REPORTS TO ME AND CONSEQUENTLY PROVIDED DIRECTION TO

THAT GROUP DURING THE PROCESS

ARE THERE ANY OTHER OGEWITNESSES SUPPORTING THE ACQUISITION OF REDBUD

YES OGE IS SPONSORING THE TESTIMONY OF SIX OTHER WITNESSES AS SHOWNIN THE FOLLOWING

TABLE

10 TABLE

OTHER OGEWITNESSES

WITNESS TITLE TESTIMONY AREAS

JIM HATFIELD CHIEF FINANCIAL OFFICER AND RELIEF SOUGHT BY THE COMPANY
SENIOR VICE PRESIDENT INCLUDING REVENUE RECOVERY

MECHANISMS

JOHN REED CHAIRMAN AND CEO OF CURRENT MARKET ENVIRONMENT AND

CONCENTRIC ENERGY ADVISORS AN INDEPENDENT VALUATION OF THE

REDBUD PLANT

LEON HOWELL MANAGER RESOURCE PLANNING RESOURCE PLANNING ANALYSIS

SUPPORTING THE TRANSACTION

JOHN WENDLING VICE PRESIDENT POWERSUPPLY OPERATIONAL CHARACTERISTICS AND

BENEFITS OF REDBUD

PHIL CRISSUP DIRECTOR TRANSMISSION POLICY FEDERAL ENERGY REGULATORY

COMMISSION YFERCY
REGULATORY APPROVAL PROCESS AND

DISCUSS THE POTENTIAL FOR MARKET

POWERMITIGATION TRANSMISSION

INVESTMENTS

ROGER WALKINGSTICK DIRECTOR COSTING PRICING REDBUD RECOVERY RIDER REVENUE

REQUIREMENT TRUEUP AND CUSTOMER

IMPACT

11

12 PLEASE SUMMARIZE THE MAJOR FACTORS WHICH LED TO OGES DECISION TO ACQUIRE AN

13 INTEREST IN THE REDBUDPLANT

14 AS ADDRESSED IN MY TESTIMONY AND THE TESTIMONY OF OTHER OGE WITNESSES OUR DECISION

15 TO ACQUIRE 51 INTEREST IN REDBUD WAS BASED ON SEVERAL FACTORS



THE REDBUD TRANSACTION PRICE REPRESENTS THE LOWEST REASONABLE COST TO OUR

CUSTOMERS AS SUPPORTED BY OUR RESOURCE PLANNING ANALYSES EXTENSIVE DUE

DILIGENCE AND THIRDPARTY PLANT VALUATIONS THE REDBUD TRANSACTION PRICE OF 852

MILLION 6931KW IS APPROXIMATELY 24 LESS THAN THE COST OF NEW CONSTRUCTION

CURRENT ESTIMATES FOR COMBINED CYCLE PLANTS EXCEED 900KW IN ADDITION THE

REDBUD PLANT REPRESENTS IRONINTHEGROUND CAPACITY THAT IS NOT SUBJECT TO

DEVELOPMENT AND CONSTRUCTION COST RISKS

THE PURCHASE ALLOWS THE COMPANY TO ACQUIRE RELATIVELY NEWHIGHLY EFFICIENT GAS

10 FIRED GENERATION PLANT THAT WILL ENABLE US TO MEET OUR GROWING LOAD OBLIGATIONS

11 DUE IN PART TO THE COMMISSIONS RED ROCK DECISION ORDER NO 545240 DATED

12 OCTOBER 2007 AND THE UNCERTAINTIES ATTRIBUTABLE TO FUTURE ENVIRONMENTAL

13 REGULATION IT IS APPARENT THAT OUR NEXT CAPACITY ADDITION WOULD BE GASFIRED

14 OPTION WHETHER IT BE THE RESULT OF NEW BUILD ACQUISITION OR PURCHASE POWER

15 AGREEMENT PPA
16

17 THE FACILITY IS IDEALLY LOCATED WITHIN OUR SERVICE AREA WITH ADEQUATE TRANSMISSION

18 CAPABILITY TO DELIVER INTO THE 0GB SYSTEM

19

20 THE ACQUISITION OF REDBUD WILL ENHANCE RELIABILITY OF SUPPLY FOR OUR CUSTOMERS

21 AND LOWER OUR PRODUCTION COSTS BY ALLOWING DISPATCH OF THIS FACILITY AHEAD OF

22 OLDER LESS EFFICIENT UNITS IT ALSO COMPLEMENTS OUR PLANNED EXPANSION OF WIND

23 ENERGY AND DSM PROGRAMS

24

25 SECTION IV OF MY TESTIMONY IS DEVOTED TO DESCRIBING THESE BENEFITS IN DETAIL

26

27 II TRANSACTION SUMMARY

28 PLEASE SUMMARIZE THE REDBUD TRANSACTION

29 ON JANUARY 21 2008 THE COMPANY ENTERED INTO PURCHASE AND SALE AGREEMENT PSA
30 TO ACQUIRE 100 OF REDBUD ENERGY LP FROM THREE ENTITIES CONTROLLED BY KELSON REDBUD

31 ENERGY LPS PRINCIPAL ASSET IS THE REDBUD GENERATING FACILITY LOCATED NEAR LUTHER

32 OKLAHOMA



IMMEDIATELY UPON CLOSING THE PURCHASE OGE WILL DISSOLVE REDBUD ENERGY LP AND SELL

49 UNDIVIDED INTEREST OF THE PLANT THROUGH AN ASSET PURCHASE AGREEMENT APA TO

OMPA AND GRDA WHICH WILL OWN 13 AND 36 UNDIVIDED INTEREST IN THE PLANT THE

PURCHASE FROM KELSON WILL NOT CLOSE UNLESS OMPA AND GRDA HAVE EACH DEPOSITED THEIR

RESPECTIVE PURCHASE PRICE AMOUNTS IN AN ESCROWACCOUNT AFTER THESE TWO TRANSACTIONS ARE

COMPLETED OGE WILL RETAIN 51 UNDIVIDED INTEREST IN REDBUD OR 627 MWBASED ON

THE NAMEPLATE CAPACITY

THE NEW OWNERS HAVE AGREED TO PAY KELSON 852 MILLION OR 693KW SUBJECT TO NET

10 WORKING CAPITAL ADJUSTMENT OGES PORTION OF THE UNADJUSTED PURCHASE PRICE IS 4345

11 MILLION THE APA MIRRORS THE PSA IN ALL MATERIAL RESPECTS WITH THE EXCEPTION OF ARTICLE

12 IV WHICH PROVIDES THAT OMPA AND GRDA MUST RELY ON THE REPRESENTATIONS AND

13 WARRANTIES MADE BY KELSON TO OGE AND THEY CANNOT LOOK TO OGE TO ENFORCE THOSE

14 COMMITMENTS ON THEIR BEHALF THIRD AGREEMENT THE OWNERSHIP OPERATING AGREEMENT

15 OO AGREEMENT GOVEMS THE OWNERSHIP AND OPERATION OF THE REDBUD FACILITY

16 FOLLOWING THE CONSUMMATION OF THE TRANSACTION

17

18 PLEASE DESCRIBE THE REDBUD GENERATING FACILITY

19 REDBUD IS 1230 MWGASFIRED COMBINEDCYCLE PLANT LOCATED NEAR LUTHER OKLAHOMA AND

20 SITUATED ON 320 ACRES OF LAND THE PLANT USES FOUR GE 7FA COMBUSTION TURBINES WITH

21 HEAT RECOVERY SYSTEM COMPRISED OF FOUR ADDITIONAL STEAM TURBINES THESE EIGHT TURBINES

22 ARE SUPPLEMENTED WITH FOUR DUCT BURNERS THAT BOOST THE OUTPUT OF THE PLANT TO MEET PEAK

23 DEMAND CONDITIONS ACCORDINGLY THIS CONFIGURATION ALLOWS REDBUD TO SERVE BASELOAD

24 MIDMERIT AND PEAKING NEEDS BASED ON THE DISPATCH NEEDS OF OUR PORTFOLIO REDBUD

25 COMPLETED OPERATIONAL TESTING IN 2003 AND BEGAN COMMERCIAL OPERATIONS IN MAY 2004

26 REDBUD IS INTERCONNECTED TO OGFS TRANSMISSION SYSTEM AND RELIES ON TRANSMISSION

27 SERVICES ARRANGED BY THE SOUTHWEST POWER POOL SPP AND IS GOVERNED BY THE FERC

28 REDBUD IS ALSO INTERCONNECTED TO ONEOK PARTNERS LPS INTERSTATE GAS TRANSMISSION

29 SYSTEM ENERGY MANAGEMENTSERVICES ARE CURRENTLY PROVIDED BY WESTAR ENERGY INC AND

30 PLANT OPERATIONS ARE PERFORMED BY NORTH AMERICAN ENERGY SERVICES COMPANY REDBUD



HAS LONGTERM AGREEMENTS WITH GENERAL ELECTRIC INTERNATIONAL INC OGE WITNESS JOHN

WENDLING DISCUSSES THESE AGREEMENTS IN MORE DETAIL

DOES OGEHAVE EXPERIENCE WITH THE REDBUD PLANT

YES AS NOTED ABOVE REDBUD IS LOCATED WITHIN OUR OPERATING CONTROL AREA AND IS

TRANSMISSION SERVICE CUSTOMER OF OGE IN 2003 BEFORE REDBUD BEGAN COMMERCIAL

OPERATIONS OGE DISCUSSED POTENTIAL ACQUISITION OF THE REDBUD PLANT WITH INTERGEN

THE PREVIOUS OWNER BEFORE ULTIMATELY ACQUIRING THE MCCLAIN PLANT FINALLY OGE HAS

PURCHASED ENERGY AND CAPACITY FROM REDBUD SINCE 2005 MOST RECENTLY UNDER PURCHASE

10 POWER AGREEMENT PPA FOR 300 MW TO MEET OGES 2008 AND 2009 LOAD

11 REQUIREMENTS

12

13 DID OGEPERFORM ANY TESTS ON THE REDBUD UNITS

14 YES AS PART OF OGES DUE DILIGENCE PROCESS OGE RETAINED THE SERVICES OF

15 MECHANICAL DYNAMICS AND ANALYSIS LTD TO PERFORM AN OPERATIONAL TEST ON JANUARY

16 2008 THE OPERATIONAL TEST RESULTS INDICATE THAT THE REDBUD PLANT MEETS OR EXCEEDS

17 PERFORMANCE DESIGN JOHN WENDLING VICE PRESIDENT OF POWER SUPPLY AT OGE WILL

18 DESCRIBE THE RESULTS OF THIS TEST MORE FULLY IN HIS TESTIMONY

19

20 IS THE CLOSING OF THE TRANSACTION SUBJECT TO ANY REGULATORY CONDITIONS

21 YES IN ADDITION TO SEVERAL CUSTOMARY COMMERCIAL CLOSING CONDITIONS DETAILED IN ARTICLE

22 VII OF THE PSA AND CERTAIN CONDITIONS IMPOSED ON GRDA AND OMPA BY LAW THE CLOSING

23 IS SUBJECT TO RECEIPT OF AN ORDER FROM FERC AUTHORIZING THE TRANSACTIONS CONTEMPLATED

24 BY THE PSA AND APA PURSUANT TO SECTION 203 OF THE FEDERAL POWERACT AN ORDER FROM

25 THIS COMMISSION RECOGNIZING THE PRUDENCE OF THE TRANSACTIONS AND AN ORDER BY THE

26 COMMISSION APPROVING COST RECOVERY MECHANISM THE ORDER MUST BE

27 SATISFACTORY TO OGEBOTH AS TO FORM AND SUBSTANCE

28

29 CAN THE AGREEMENT TO ACQUIRE REDBUD BE TERMINATED

30 YES THE PSA CAN BE TERMINATED BY MUTUAL WRITTEN CONSENT OF THE PURCHASER AND SELLER

31 THE AGREEMENT ALSO ALLOWS EITHER PARTY TO TERMINATE IF THE CLOSING HAS NOT OCCURRED ON OR



BEFORE 300 DAYS AFTER THE EXECUTION OF THE PSA THE TERMINATION DATE CAN BE EXTENDED

BEYOND 300 DAYS IN THE SELLERS SOLE DISCRETION NOT TO EXCEED 180 DAYS IF THE CONDITIONS

THAT HAVE JUST DESCRIBED ARE NOT SATISFIED

HOWWILL THE PLANT BE OPERATED BETWEEN THE EXECUTION OF THE TRANSACTION AGREEMENTS

AND THE CLOSING DATE

THE CURRENT OWNERS OF REDBUD WILL CONTINUE TO OPERATE THE PLANT UNTIL THE TRANSACTION

CLOSES AND OWNERSHIP CHANGES HANDS HOWEVER THE BUYERS HAVE NEGOTIATED TERMS IN THE

PSA THAT ENSURE THAT THE VALUE OF THE ASSET IS MAINTAINED DURING THIS PERIOD FOR EXAMPLE

10 THE SELLER CANNOT SELL ANY MATERIAL ASSETS MATERIALLY CHANGE THE LEVEL OF INVENTORY ENTER

11 INTO POWER OR FUEL CONTRACTS FOR TERMS LONGER THAN ONE YEAR FROM THE SIGNING DATE EXCEPT

12 IF CONTRACTS ARE WITH ANY OF THE THREE PURCHASERS AND THEN ONLY UP TO THEIR PRO RATA SHARE

13 OF THE OUTPUT OF THE FACILITY

14

15 HOW WILL MAJOR CAPITAL INVESTMENTS AND OPERATING DECISIONS BE MADE BY THE NEW

16 OWNERS

17 THE OO AGREEMENT GOVERNS THE OWNERSHIP AND OPERATION OF THE REDBUD FACILITY

18 INCLUDING BUT NOT LIMITED TO GOVERNANCE DEFAULTS DISPUTE RESOLUTION OPERATIONS

19 LIMITS ON LIABILITY AND FUEL PROCUREMENT OGE WILL BE OPERATIONS MANAGER WITH

20 OVERSIGHT FROM AN EXECUTIVE COMMITTEE WITH REPRESENTATION BY EACH OWNER OF THE PLANT IN

21 ACCORDANCE WITH EACH OWNERS RESPECTIVE OWNERSHIP SHARE HOWEVER MAJOR ISSUES SUCH

22 AS MATERIAL CHANGES TO THE OPERATIONS MAINTENANCE AGREEMENT OR OTHER MATERIAL

23 CONTRACTS REQUIRE SUPERMAJORITY 60 APPROVAL THIS EFFECTIVELY REQUIRES THAT

24 OGE AND AT LEAST ONE OTHER OWNER TO APPROVE THESE SUPERMAJORITY DECISIONS

25

26 III OGES DECISIONMAKING PROCESS

27 WHENDID OGE LEARN OF THE OPPORTUNITY TO ACQUIRE REDBUD

28 IN LATE OCTOBER 2007 OGE WAS CONTACTED BY UBS INVESTMENT BANK UBS WHO

29 INFORMED OGE OF AN ONGOING AUCTION PROCESS TO SELL PACKAGE OF KELSON ASSETS THAT

30 INCLUDED REDBUD THE PROCESS WAS BEING CONDUCTED BY GOLDMAN SACHS OGE
31 SUBSEQUENTLY EXECUTED CONFIDENTIALITY AGREEMENT WITH KELSON AND WAS PROVIDED WITH



THE OFFERING MEMORANDUM AND LIMITED ACCESS TO THE TRANSACTION DATA ROOM KELSONS

OFFERING MEMORANDUM DESCRIBED PLAN TO SELL FOUR NATURAL GAS COMBINED CYCLE PLANTS AS

PACKAGE HOWEVER OGE EXPRESSED AN INTEREST IN THE REDBUD FACILITY ON STANDALONE

BASIS AND KELSON AGREED TO CONSIDER BID FOR REDBUD SEPARATELY FROM THE REST OF THE

PORTFOLIO

WHAT FACTORS CONTRIBUTED TO OGES DECISION TO PURSUE MAKING BID FOR REDBUD

REDBUDS LOCATION WITHIN OGES CONTROL AREA THE AGE OF THE REDBUD PLANT AND OGES

RELIANCE ON REDBUD FOR ENERGY THROUGH THE YEARS WAS REASON ENOUGH TO SPARK OUR INTEREST

10 IN THE SALE PROCESS OGES ANALYSIS INDICATED THAT WE HAD NEED FOR CAPACITY IN TIME

11 FRAME THAT COULD BE MET BY AN ACQUISITION OF REDBUD OGE HAD BEEN COUNTING ON ITS

12 PROPOSED RED ROCK PLANT TO MEET THIS NEED UNTIL THE COMMISSION DECISION IN CAUSE NO

13 PUD 200700012 AS DESCRIBED BY LEON HOWELL IN HIS TESTIMONY OGE CONCLUDED

14 AFTER THE RED ROCK DECISION THAT NATURAL GASFIRED CAPACITY THROUGH PPA NEW BUILD

15 OR ACQUISITION WAS THE MOST VIABLE CAPACITY OPTION WITHIN THE NEXT FIVE YEARS WE WERE

16 AWARE THAT REDBUD HAS THE OPERATIONAL FLEXIBILITY TO SERVE RANGE OF NEEDS THROUGHOUT THE

17 YEAR INCLUDING BASE LOAD PEAKING AND MIDMERIT NEEDS IN PARTICULAR WE RECOGNIZED THAT

18 REDBUDS OPERATIONAL CAPABILITIES WOULD COMPLEMENT OUR PROSPECTIVE INVESTMENTS IN

19 WIND ENERGY

20 IN ADDITION THE REDBUD PLANT REPRESENTS IRONINTHEGROUND CAPACITY THAT IS NOT SUBJECT

21 TO DEVELOPMENT AND CONSTRUCTION COST RISKS IT ALSO HAS INTERCONNECTIONS TO NATURAL GAS AND

22 ELECTRIC TRANSMISSION FACILITIES THAT CAN BE COSTLY INFRASTRUCTURE FOR NEW PLANTS MORE

23 IMPORTANTLY WE EXPECT PURCHASE POWER COSTS TO INCREASE SUBSTANTIALLY AND BECOME

24 VOLATILE DUE TO THE TIGHTENING OF THE SPP MARKET SITUATION HAS BEEN AGGRAVATED BY THE

25 CANCELLATION OF PLANNED COAL PLANTS FINALLY CAPACITY NEEDS VARY WITHIN THE SPP AND WE

26 BELIEVE THE MARKET IN OGES SERVICE TERRITORY IS MUCH TIGHTER THAN THE SPP AS WHOLE

27

28 OGE HAS AN AGREEMENT TO PURCHASE POWER FROM REDBUD THROUGH 2009 WHY DID

29 OGE FEEL IT WAS IMPORTANT TO PURSUE PURCHASING THE PLANT IN THIS AUCTION PROCESS

30 IF ANOTHER ENTITY PURCHASED REDBUD OR THE PRESENT OWNERS REFINANCED THEIR DEBT IT IS NOT

31 CLEAR WHEN IF EVER OGE WOULD HAVE ANOTHER OPPORTUNITY TO ACQUIRE REDBUD THE



KELSON SALES PROCESS REPRESENTS POTENTIAL ONETIME OPPORTUNITY FOR OGE TO LOCK IN

VALUE FOR ITS CUSTOMERS IN SHORT BELIEVE IT WOULD HAVE BEEN IRRESPONSIBLE FOR OGENOT

TO PARTICIPATE IN THIS PROCESS GIVEN THE CAPACITY SHORTAGE IN OUR SERVICE TERRITORY AND OTHER

FACTORS THAT HAVE DESCRIBED

PLEASE DESCRIBE IN DETAIL THE TIMELINE OF THE KELSON PROCESS

AS HAVE SAID OGES INVOLVEMENT IN KELSONS AUCTION PROCESS BEGAN IN LATE OCTOBER

2007 THE TIMING COMMUNICATED BY GOLDMAN SACHS THE SELLERS FINANCIAL ADVISOR

REQUIRED OGE TO MOVE QUICKLY WE EXECUTED CONFIDENTIALITY AGREEMENT ON

10 NOVEMBER 9TH AND WERE PROVIDED WITH THE OFFERING MEMORANDUMDOCUMENTS AT THAT

11 TIME OGE SUBMITTED FIRST ROUND BID ON NOVEMBER 15 2007 THE COMPANYS

12 TRANSACTION TEAM WAS GRANTED EXPANDED ONLINE ACCESS TO THE DATA ROOMON NOVEMBER 26

13 2007 AND RECEIVED BRIEFING FROM KELSONS TOP MANAGEMENT TWO DAYS AFTER THAT WE

14 CONDUCTEDAN OFFICIAL SITE VISIT ON DECEMBER 2007

15

16 SIMULTANEOUSLY OGE WAS EVALUATING POTENTIAL PARTNERS IN THE TRANSACTION THIS LED TO

17 THE DECEMBER 2007 MEMORANDUM OF UNDERSTANDING MOU WITH GRDA AND

18 OMPA ON BEHALF OF THE NEWLY FORMED PARTNERSHIP ARRANGEMENT OGE SUBMITTED

19 SECOND BID ALONG WITH MARKEDUP DRAFT OF THE PROPOSED PSA ON DECEMBER 18 2007

20 DUE DILIGENCE TOOK PLACE THROUGHOUT THIS TIMEFRAME AND CONTINUED THROUGH THE MONTH OF

21 NEGOTIATIONS THAT ULTIMATELY RESULTED IN EXECUTED TRANSACTION AGREEMENTS ON JANUARY 21

22 2008

23

24 DID OGE CONSIDER USING COMPETITIVE BID PROCESS TO EVALUATE ALTERNATIVES TO THE

25 ACQUISITION OF REDBUD

26 YES THE COMPANY FULLY UNDERSTANDS THE VALUABLE INFORMATION COMPETITIVE BID PROCESS

27 PROVIDES THE COMMISSION AS IT CONSIDERS THE PRUDENCE OF THE PURCHASE OF ANY NEW

28 RESOURCE IN ADDITION THE RFP PROCESS IS EQUALLY HELPFUL TO OGE DECISION MAKERS

29 WHEN CONSIDERING COMPLEX ACQUISITION DECISIONS



HOWEVER AN RFP PROCESS TO SUPPORT LONGTERM RESOURCE CORAMITMENT CAN EASILY TAKE UP

TO MONTHS FROM DESIGN OF THE RFP TO EXECUTION OF AN AGREEMENT WITH THE WINNING

BIDDERS AND AN RFP CONSISTENT WITH THE COMPETITIVE PROCUREMENT RULES CERTAINLY

CANNOT BE CARRIED OUT IN 30 TO 45 DAYS CONSEQUENTLY THERE WAS SIMPLY NO TIME TO

CONDUCT COMPETITIVE SOLICITATION AND COMPLY WITH THE ACCELERATED SCHEDULE IMPOSED BY

THE SELLER

INSTEAD OF AN RFP THE COMPANY RELIED ON VARIOUS MARKET ANALYSES AND EVALUATIONS BY AN

INDEPENDENT EXPERT TO DETERMINE THE APPROPRIATE SALE PRICE FOR REDBUD THESE ANALYSES

10 ARE DESCRIBED MORE FULLY LATER IN MY TESTIMONY AS HAVE ALREADY STATED JOHN REEDS

11 TESTIMONY WILL DESCRIBE HIS EVALUATION

12

13 WHY DID OGEBEGIN DISCUSSIONS WITH POTENTIAL PARTNERS

14 OGE UNDERSTOOD THAT IT COULD NOT PURCHASE 100 OF THE PLANT WE ALSO KNEW THAT OTHER

15 LOAD SERVING ENTITIES IN OKLAHOMA WERE LIKELY IN SIMILAR SITUATION OGE CONTACTED

16 OMPA WHO IS CURRENTLY OUR PARTNER IN THE MCCLAIN PLANT WE HAVE HAD AN OUTSTANDING

17 BUSINESS RELATIONSHIP OMPA AND BELIEVED THAT THEY WOULD HAVE AN INTEREST IN PARTNERING

18 AGAIN ON THIS OPPORTUNITY OGE THEN CONTACTED GRDA WHOWE SAW AS LOGICAL PARTNER

19 ON THIS PROJECT THIS IS OUR FIRST OPPORTUNITY TO ENTER INTO BUSINESS ARRANGEMENT WITH

20 GRDAAND AM CONFIDENT THEY WILL BE GOOD PARTNERS AS WELL

21

22 WHAT TYPES OF CUSTOMERS ARE SERVED BY GRDA AND OMPA

23 THE GRDA SERVES 21 CITIES DISTRIBUTION COOPERATIVE PUBLIC POWER JOINT ACTION

24 AGENCIES REPRESENTING APPROXIMATELY 105 MUNICIPALITIES AND APPROXIMATELY 80 INDUSTRIAL

25 CUSTOMERS LOCATED PRIMARILY IN THE MID AMERICA INDUSTRIAL PARK OMPA SERVES 35 CITIES

26 OR ABOUT 230000 ELECTRIC CONSUMERS THROUGHOUT THE STATE OF OKLAHOMA BOTH GRDA AND

27 OMPA BELIEVE REDBUD IS CRITICAL FOR LONG TERM RELIABILITY AT REASONABLE COST TO THEIR

28 OKLAHOMACUSTOMERS

29

30 DID THE PARTNERS RETAIN THE SERVICES OF ANY OUTSIDE ADVISORS

10



YES UBS WAS RETAINED BY OGE OMPA AND GRDA DUE TO THE MARKET KNOWLEDGE AND

EXPERIENCE OF ITS POWER AND UTILITIES TEAM THE UBS TEAM ALSO HAD DIRECT EXPERIENCE

WORKING WITH KELSON AND KEEN UNDERSTANDING OF KELSONS TRANSACTIONAL NEEDS THE

PARTNERS RETAINED SARGENT LUNDY LLC TO CONDUCT AN INDEPENDENT ENGINEERING

ASSESSMENT OF THE FACILITY AS PART OF THE OPERATIONAL PLANT DUE DILIGENCE SARGENT LUNDY

IS LEADING PROVIDER OF SERVICES TO THE FOSSIL FUEL INDUSTRY AND EXPERT IN THE DESIGN

CONSTRUCTION AND OPERATION OF GASFIRED POWER PLANTS THE PARTNERS ALSO RETAINED

MECHANICAL DYNAMICS AND ANALYSIS LTD TO PERFORM AN OPERATIONAL TEST TO CONFIRM THE

OPERATIONAL CHARACTERISTICS OF THE PLANT

10

11 IN ADDITION OGERETAINED CEA TO PERFORM AN INDEPENDENT EXTERNAL MARKET VALUATION OF

12 THE REDBUD PLANT THAT WAS COMPLETED BEFORE WE EXECUTED THE TRANSACTION AGREEMENTS

13 CEA IS LEADING ENERGY CONSULTING FIRM AND HAS BEEN IDENTIFIED BY SNL FINANCIAL AS

14 AMONG THE TOP TEN FINANCIAL ADVISORS IN ENERGY TRANSACTIONS OVER THE PAST FOUR YEARS MR
15 JOHN REED DESCRIBES THIS ANALYSIS IN DETAIL IN HIS TESTIMONY

16

17 WHAT DID OGE BID IN THE FIRST ROUND

18 OGE SUBMITTED PRICE RANGE OF 680KW TO 740KW IN THE FIRST ROUND

19

20 HOWWAS THIS RANGE DETERMINED

21 THE COMPANY ELECTED TO SUBMIT ITS BID IN THE FORM OF RANGE THAT WOULD ALLOW US TO

22 ADJUST OUR FINAL BID AS WE LEARNED MORE THROUGH THE DUE DILIGENCE PROCESS AND OUR

23 ONGOING RESOURCE PLANNING ANALYSES WE UTILIZED SEVERAL SOURCES OF INFORMATION IN

24 ESTABLISHING OUR INITIAL BID RANGE THE DATA POINTS INCLUDED AN INTERNAL ANALYSIS CALCULATED

25 BY OGE BASED ON INFORMATION PROVIDED BY KELSON 675KW VALUATION PERFORMED

26 BY ICF ON BEHALF OF KELSON 688IKW PORTFOLIO VALUATION ANALYSIS PREPARED BY

27 OGES RESOURCE PLANNING GROUP 723KW848KW INCLUDING RISK COMPARABLE

28 SALES ANALYSIS PROVIDED BY UBS 799KW IN THE MOST RECENT PERIOD AND AN INTERNAL

29 OGE ESTIMATED NEW BUILD CONSTRUCTION COST BASED ON BURNS MCDONNELL ESTIMATES

30 904KW

11



PLEASE DESCRIBE THE DUE DILIGENCE EFFORT CONDUCTED BY OGE
AFTER OUR INITIAL BID WAS ACCEPTED OGE FORMED AN EXTENSIVE DUE DILIGENCE TEAM THAT

PRODUCED REPORT DETAILING ITS FINDINGS THE TEAM EXAMINED SEVERAL AREAS INCLUDING BUT

NOT LIMITED TO ORGANIZATIONAL STRUCTURE MATERIAL CONTRACTS CREDIT AGREEMENTS FUEL SUPPLY

ELECTRIC TRANSMISSION OPERATIONS AND MAINTENANCE INSURANCE TAX REGULATORY INFORMATION

TECHNOLOGY REAL ESTATE ENVIRONMENTAL AND HUMAN RESOURCES ISSUES

DID THE COMPANY ALSO REVIEW POTENTIAL NEW TRANSMISSION COSTS

YES THERE ARE TWO POTENTIAL SOURCES OF NEW TRANSMISSION COSTS THROUGHOUT THE BID

10 PROCESS FIRST ADDITIONAL TRANSMISSION INVESTMENTS MAY BE REQUIRED TO ALLOW THE OWNERS

11 TO RECEIVE 100 OF THEIR PRORATA OUTPUT OF THE PLANT THE ACTUAL INVESTMENT IF ANY WILL

12 BE DETERMINED BY THE SPP AS PART OF THEIR REVIEW OF THE PARTNERS REQUESTS FOR TRANSMISSION

13 SERVICE THE SPP WILL ALSO DETERMINE THE ALLOCATION OF THESE COSTS TO THE PARTNERS BASED ON

14 ITS TRANSMISSION ANALYSIS SECOND ADDITIONAL TRANSMISSION COSTS MAY RESULT FROM THE

15 FERC SECTION 203 FILING BOTH ISSUES ARE DISCUSSED IN THE TESTIMONY OF PHIL CRISSUP

16 SHOULD NOTE THAT OGEEXPECTS THAT ITS SHARE OF ANY TRANSMISSION INVESTMENT REQUIRED BY

17 THE SPP WILL NOT BE SIGNIFICANT FACTOR IN THE TRANSACTION

18

19 HOWDID OGEARRIVE AT THE FINAL PRICE THAT IT WAS WILLING TO PAY FOR REDBUD

20 OGE BASED ITS DECISION ON THE RESULTS OF DUE DILIGENCE OUR ASSESSMENT OF THE FAIR

21 MARKET VALUE OF THE PLANT OGES INTERNAL RESOURCE PLANNING ANALYSES AND COMPARABLE

22 MARKET SALES BASED ON THE ABOVE FACTORS AND ADVICE FROM OUR ADVISOR UBS THE OWNERS

23 ELECTED TO REMAIN AT THE LOW END OF OUR INITIAL INDICATIVE BID RANGE AT 852 MILLION OR

24 693KW SUBJECT TO WORKING CAPITAL ADJUSTMENT BEFORE EXECUTING THE TRANSACTION

25 AGREEMENTS CEA COMPLETED MARKET VALUATION THAT PROVIDED AN INDEPENDENT

26 CONFIRMATION OF THE REASONABLENESS OF THE FINAL PRICE OFFERED TO ACQUIRE REDBUD
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IV CUSTOMER BENEFITS

WHAT WILL YOU ADDRESS IN THIS SECTION OF YOUR TESTIMONY

WILL PRESENT DISCUSSION OF THE MANY BENEFITS TO OGES CUSTOMERS OF COMPLETING THE

ACQUISITION OF REDBUD HAVE REFERRED TO THESE BENEFITS THROUGHOUT MY TESTIMONY BUT

THEY ARE GATHERED IN THIS SECTION AND IN CERTAIN CASES EXPANDED UPON

REDBUD IS AN EXCELLENT PLANT AND IS RELATIVELY NEW

WHY IS REDBUD AN EXCELLENT PLANT TO OWNAND OPERATE

DURING ITS LESS THAN FOURYEAR OPERATING LIFE REDBUD HAS BEEN PRIMARILY SERVING THE MID

10 MERIT AND PEAK LOAD REQUIREMENTS OF ITS CONTRACT CUSTOMERS INCLUDING OGE MORE

11 IMPORTANTLY OUR DUE DILIGENCE REVEALED THAT REDBUD HAS NOT EXPERIENCED ANY OPERATING OR

12 MAINTENANCE ISSUES THAT WERE NOT CORRECTLY ADDRESSED AND THAT PERIODIC MAINTENANCE HAS

13 BEEN PERFORMED IN ACCORDANCE WITH PRUDENT OPERATOR PRACTICES AS RECOMMENDED BY

14 REDBUDS EQUIPMENT SUPPLIERS AND MANUFACTURERS THEREFORE WE ARE ACQUIRING PLANT

15 THAT WE HAVE EVERY REASON TO EXPECT TO PERFORM WELL AND SERVE OUR CUSTOMERS RELIABLY

16 THROUGHOUT ITS REMAINING LIFE IN ADDITION THE RECENT MCCLAIN ACQUISITION HAS SIGNIFICANTLY

17 IMPROVED OUR OPERATIONAL KNOWLEDGE OF GE 7FA TECHNOLOGY AND HAS PROVIDED VALUABLE

18 EXPERIENCE OPERATING THIS TECHNOLOGY

19

20 REDBUDS LOCATION IS IDEAL

21 WHY IS REDBUDS LOCATION IDEAL

22 REDBUD IS LOCATED NEAR OGES OKLAHOMA CITY LOAD CENTER BECAUSE THE DEVELOPERS OF

23 REDBUD HAVE ALREADY PAID FOR THE TRANSMISSION FACILITIES NECESSARY TO INTERCONNECT WITH

24 THE SPP AND DELIVER CAPACITY TO THEIR CUSTOMERS OGE WILL HAVE MINIMAL INVESTMENT IN

25 ADDITIONAL TRANSMISSION FACILITIES TO SERVE OUR LOAD REQUIREMENTS IN THE EVENT OGE
26 ACQUIRED AN EXISTING ASSET OUTSIDE OF ITS SERVICE AREA OR EXECUTED PPA OR CONSTRUCTED

27 NEW ASSET OGE CUSTOMERS WOULD LIKELY PAY MORE FOR ASSOCIATED NEW TRANSMISSION

28 INVESTMENTS THAN ANY INCREASE IN TRANSMISSION COSTS ASSOCIATED WITH THE REDBUD

29 ACQUISITION AS EVIDENCED BY OUR 2007 SHORTTERM CAPACITY RFP IT IS EITHER PHYSICALLY

30 IMPOSSIBLE OR COSTLY FOR MANY POTENTIAL SELLERS TO DELIVER CAPACITY TO OGE WITHOUT

31 ADDITIONAL TRANSMISSION INVESTMENT
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REDBUD IMPROVES RELIABILITY AND MEETS OGES CAPACITY NEEDS

HOWDOES REDBUD IMPROVE OGES RELIABILITY

THE ADDITION OF RELATIVELY NEW PLANT TO AN AGING PORTFOLIO IMPROVES THE RELIABILITY OF

SUPPLY DUE TO ITS 4XLXL CONFIGURATION OGE WILL BE ABLE TO OPERATE THE PLANT AS FOUR

UNITS AND CONTINUE TO PROVIDE POWER WHEN ONE OR MORE OF THE TURBINE ARE SHUT DOWN

THE FACT THAT REDBUD IS LOCATED WITHIN OGES SERVICE AREA AND PROXIMATE TO OUR LARGEST

LOAD CENTER ALSO CONTRIBUTES TO AN INCREASE IN THE RELIABILITY OF SUPPLY AS IT PROVIDES SOME

PROTECTION AGAINST TRANSMISSION OUTAGES IN OTHER PARTS OF SPP AND IN NEIGHBORING REGIONS

10 HOWDOES REDBUD MEET OGES CAPACITY NEEDS

11 AS DESCRIBED BY MR HOWELL OGE HAS NEED FOR CAPACITY BEGINNING IN 2010 AFTER THE

12 EXPIRATION OF THE CURRENT REDBUD PPA OUR ESTIMATE OF THE NEED TO EXACTLY MEET SPPS

13 MINIMUM CAPACITY REQUIREMENT IS 424 MWIN 2010 AND GROWS BY APPROXIMATELY 100

14 MWPER YEAR ASSUMING THAT OGEDOES NOT RETIRE ANY OF ITS AGING PLANTS AS DESCRIBED

15 IN OUR 2006 IRP SUBMITTAL OGES INTENT WAS TO RELY ON PPAS AS BRIDGE STRATEGY UNTIL

16 COAL PLANT IE RED ROCK WAS PLACED IN SERVICE THE REDBUD ACQUISITION WILL SATISFY

17 OGES CAPACITY NEEDS THROUGH APPROXIMATELY 2012 AT WHICH TIME WE WILL NEED TO ADD

18 MORE CAPACITY THESE SHORTTERM CAPACITY NEEDS WILL BE SERVED BY NATURAL GASFIRED

19 CAPACITY WHETHER OGE CONTINUES PPABASED STRATEGY BUILDS COMBINATION OF CC

20 AND CT PLANTS OR ACQUIRES AN ASSET

21

22 REDBUD IS BEING ACIUIRED AT THE LOWEST REASONABLE COST

23 PLEASE EXPLAIN WHY OGE BELIEVES THAT IT HAS ACQUIRED REDBUD AT THE LOWEST

24 REASONABLE COST

25 OUR RESOURCE PLANNING ANALYSES INDICATE THAT REDBUD IS PART OF THE OPTIMAL RESOURCE PLAN

26 WHEN CONSIDERING BOTH COST AND RISK FACTORS THE PRICE ALSO REFLECTS SIGNIFICANT DISCOUNT

27 OFF OF THE COST OF NEW CC PLANT THE REDBUD TRANSACTION PRICE OF 852 MILLION

28 693KW IS APPROXIMATELY 24 LESS THAN THE COST OF NEW CONSTRUCTION CURRENT ESTIMATES

29 FOR COMBINED CYCLE PLANTS EXCEED 900IKW
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THE PRICE PAID IS FAIR FROM OTHER PERSPECTIVES AS WELL IT IS SUPPORTED BY EXTENSIVE DUE

DILIGENCE AND THIRDPARTY VALUATIONS AN INDEPENDENT VALUATION OF REDBUD AS DESCRIBED

BY MR REED CONCLUDED THAT THE PRICE WAS SLIGHTLY BELOW THE LOW RANGE OF REDBUDS VALUE

AS MERCHANT PLANT

WEFURTHER BELIEVE THAT THE PRICE COMPARES FAVORABLY TO WHAT COULD MATERIALIZE IF OGE
WERE TO CONTINUE TO RELY ON PPAS TO MEET THIS PORTION OF ITS REQUIREMENTS OVER THE NEXT

SEVERAL YEARS MR HOWELL PRESENTS THE RESULTS OF RESOURCE PLANNING ANALYSIS THAT

COMPARES PPABASED STRATEGY TO THE REDBUD ACQUISITION THIS ANALYSIS INDICATES THAT THE

10 REDBUD AND PPABASED STRATEGY ARE VIRTUALLY IDENTICAL BEFORE CONSIDERATION OF ANY DEBT

11 IMPUTATION REDBUD IS ALSO ADVANTAGED DUE TO THE FACT THAT IT IS ALREADY BUILD AND HAS

12 KNOWN COSTS AS COMPARED TO THE PPA STRATEGY THAT IS SUBJECT TO POTENTIALLY ADVERSE SWINGS

13 IN MARKET CONDITIONS

14

15 REDBUD PROVIDES PROTECTION AGAINST THE RISKS OF TIGHTENING SPP MARKET

16 CONDITIONS NEW CARBON REGULATIONS AND INCREASING NATURAL GAS PRICES

17 HOW DOES THE REDBUD ACQUISITION PROVIDE PROTECTION AGAINST TIGHTENING MARKET

18 CONDITIONS

19 HAVE INDICATED WHYTHE PRICE THAT OGE PAID IS FAIR PRICE THE ACQUISITION OF REDBUD

20 ALSO SERVES AS PROTECTION AGAINST THE POTENTIAL THAT PRICES WILL BE HIGHER THAN WE HAVE

21 PROJECTED IN OUR ANALYSES AS RESULT OF NUMBER OF FACTORS THAT COULD DRIVE CAPACITY COSTS

22 HIGHER THOSE FACTORS INCLUDE TIGHTENING REGIONAL MARKET CONDITIONS HIGHER CONSTRUCTION

23 COSTS THAT INFLUENCE MARKET PRICES AND THE INSTALLATION OF EQUIPMENT TO MEET STRICTER

24 EMISSIONS REQUIREMENTS SHOULD THESE FACTORS CONTRIBUTE TO CAPACITY PRICES RISING AT

25 MORE ACCELERATED PACE THEN OGE WILL HAVE LOCKED IN BETTER PRICE FOR REDBUD

26 DEFERRED THE NEED FOR THE NEXT PORTFOLIO ADDITION INCLUDING POTENTIALLY HIGHER PRICED

27 ASSET OR PPA ACQUISITION AND AVOIDED PAYING HIGHER PPA PRICES OVER THE INTERIM PERIOD

28

29 HOWDOES AN ADDITIONAL 627 MWOF NATURAL GASFIRED CAPACITY PROVIDE PROTECTION

30 AGAINST FUTURE C02 REGULATIONS
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NATURAL GAS EMITS C02 BUT AT MUCH LOWER RATE THAN COALFIRED PLANTS WHILE DSM AND

WIND PROVIDE GREATER PROTECTION AGAINST C02 PRICES BEING HIGHER THAN EXPECTED AFTER

NEW REGULATIONS ARE PASSED NATURAL GASFIRED CAPACITY SERVES THIS SAME OBJECTIVE WHEN

COMPARED TO COALFIRED CAPACITY

HOWDOES THE REDBUD ACQUISITION PROTECT OGEAGAINST HIGHER NATURAL GAS PRICES

ALTHOUGH REDBUD IS FUELED BY NATURAL GAS IT IS MUCH MORE EFFICIENT THAN OGES OLDER

GAS PLANTS AND THEREFORE HELPS MODERATE THE IMPACT OF HIGHER NATURAL GAS PRICES ON OUR

CUSTOMERS REDBUD ALSO COMPLEMENTS OUR PLANNED EXPANSION OF WIND ENERGY AND DSM

10 PROGRAMS WHICH IN TURN MODERATES THE EFFECT OF HIGHER NATURAL GAS PRICES

11

12 REDBUD IS PREFERRED TO PPABASED STRATEGY

13 HOWDID OGE EVALUATE THE REDBUD ACQUISITION AS COMPARED TO PPASTRATEGY

14 THIS ANALYSIS DESCRIBED BY MR HOWELL COMPARES THE PRICE PAID TODAY FOR REDBUD TO

15 SERIES OF SHORTTERM PPAS WITH PRICES THAT INCREASE EVERY YEAR TO REFLECT THE EXPECTED

16 TIGHTENING OF THE MARKET AS MENTIONED OGES 2007 RFP FOR CAPACITY IN THE 2008

17 2010 TIMEFRAME RESULTED IN PRICES THAT EXHIBITED THIS TREND THIS COMPARISON ESSENTIALLY

18 MEASURES THE TRADEOFF BETWEEN SLIGHTLY HIGHER PRICE OF REDBUD IN THE FIRST FEW YEARS

19 NECESSARY TO COMPLETE THE LONGTERM TRANSACTION AGAINST STREAM OF PPA PRICES THAT

20 EXCEED THE REDBUD SALES PRICE WHEN DEMAND AND SUPPLY ARE IN BALANCE AS NOTED ABOVE

21 THIS ANALYSIS INDICATES THAT THE REDBUD AND PPABASED STRATEGY ARE VIRTUALLY IDENTICAL

22 BEFORE CONSIDERATION OF ANY DEBT IMPUTATION AND CAPACITY PRICE RISK

23

24 REDBUD DOES NOT HAVE CONSTRUCTION COST RISK

25 DOES IRONINTHEGROUND HAVE AN ADVANTAGE OVER NEWBUILD GENERATION

26 YES AT LEAST BASED ON THE PRESENT ENVIRONMENT NEW POWER PLANT CONSTRUCTION COSTS HAVE

27 RISEN DRAMATICALLY OVER THE PAST TWO TO THREE YEARS THE LANDSCAPE FOR BUILDING NEW

28 POWER PLANTS HAS SHIFTED IN WAY THAT GIVES PREFERENCE TO AN ACQUISITION OF AN OPERATING

29 ASSET BY ACQUIRING REDBUD OUR CUSTOMERS WILL BE SHIELDED FROM RISKS ASSOCIATED WITH

30 OFTEN UNPREDICTABLE COST ESCALATIONS SCHEDULING DELAYS AND OTHER UNCERTAINTIES OF NEW

31 GENERATION CONSTRUCTION PROJECTS
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AS AN EXISTING PLANT OGE WILL NOT HAVE TO DEVELOP NEW TRANSMISSION FACILITIES THE

TRANSMISSION REVIEW AND APPROVAL PROCESS SITING AND DEVELOPMENT CAN TAKE AS LONG AS OR

LONGER THAN CONSTRUCTING THE PLANT ACQUISITION OF AN EXISTING ASSET ALSO AVOIDS THE NEED

FOR SITING PERMITTING AND OTHER LANDUSE DEVELOPMENT ISSUES

WHAT FACTORS ARE CONTRIBUTING TO THE RAPID ESCALATION IN CONSTRUCTION COSTS

AS DISCUSSED IN THE TESTIMONY OF MR HOWELL POWERPLANT CONSTRUCTION COST ESCALATION IS

BEING DRIVEN LARGELY BY GLOBAL DEMANDS FOR RAW MATERIALS EG STEEL FABRICATED

EQUIPMENT AND EPC SERVICES

10

11 REDBUD IMPROVES OGES PORTFOLIO

12 HOWDID OGE ANALYZE REDBUDS FIT INTO ITS PORTFOLIO

13 MR HOWELL DESCRIBES OUR ASSESSMENT OF REDBUDS FIT INTO OUR EXISTING PORTFOLIO AS WELL AS

14 ITS FIT INTO POTENTIAL FUTURE PORTFOLIO WITH ADDITIONAL WIND GENERATION NATURAL GAS PLANTS

15 THAT ARE ABLE TO RAMP CAPACITY CONTRIBUTIONS UP AND DOWN ARE PARTICULARLY VALUABLE AS

16 COMPLEMENT TO WIND ENERGY WHICH IS SUBJECT TO VARYING AND DIFFICULT TO PREDICT OPERATING

17 CONDITIONS

18

19 WHAT BENEFITS WILL ACCRUE TO OGES CUSTOMERS FROM ADDING MORE EFFICIENT

20 RESOURCE TO THE PORTFOLIO

21 OGE DISPATCHES ITS PORTFOLIO ON LEAST COST BASIS THE ADDITION OF REDBUD PLANT THAT

22 IS SIGNIFICANTLY MORE EFFICIENT THAN MANY OF OGES EXISTING NATURALGAS FIRED PLANTS WILL

23 PROVIDE SAVINGS TO OGES CUSTOMERS REDBUD IS COMPARABLE TO THE NEW BUILD AND PPA

24 OPTIONS ON COST BASIS AND ALSO WITH RESPECT TO NATURAL GAS PRICE RISK AND CARBON POLICY

25 RISK HOWEVER IT AVOIDS THE COST RISK ASSOCIATED WITH NEW CONSTRUCTION AND THE MARKET

26 RISK ASSOCIATED WITH PPA

27

28 OGES CONTROL OF REDBUD PROVIDES ADDITIONAL BENEFITS

29 HOWDOES OGES CONTROL OF REDBUD PROVIDE VALUE TO OGES CUSTOMERS

30 OWNERSHIP AND CONTROL OF REDBUDS OPERATIONS HAS ANOTHER ADVANTAGE OVER CONTINUING AS

31 CONTRACT PURCHASER UNDER PPA AS AN OWNER AND OPERATOR OGE WILL BE ABLE TO
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DISPATCH THE PLANT AS PART OF ITS ENTIRE SUPPLY PORTFOLIO TO MAXIMIZE BENEFITS MORE

SPECIFICALLY OGE WILL BE ABLE TO DISPATCH THIS PLANT ALONG WITH ITS OTHER PLANTS AND

CONTRACTS TO IMPROVE THE OVERALL EFFICIENCY OF THE PORTFOLIO AS AN OWNER OF THE PLANT AND

UNLIKE PPA OGES CUSTOMERS WILL CONTINUE TO RECEIVE BENEFITS IF THE PLANT CONTINUES

TO OPERATE AFTER IT IS FULLY DEPRECIATED

ARE THERE ANY OTHER BENEFITS THAT YOU WOULDLIKE TO MENTION

YES THERE ARE BENEFITS THAT ACCRUE TO THE CUSTOMERS OF OUR PARTNERS GRDA AND OMPA

MANY OF WHOM ARE LOCATED IN OLDAHOMA GRDA BELIEVES THAT IT IS IMPERATIVE TO ITS

10 CUSTOMERS THAT AN INTERMEDIATE GENERATION RESOURCE BE ADDED TO THEIR GENERATION PORTFOLIO

11 REDUCING THEIR VULNERABILITY OF RELYING ON MARKET PURCHASES WHICH MAY BE LIMITED AND

12 MORE COSTLY WHEN THE TRANSMISSION GRID IS CONGESTED ADDITIONALLY THE DIVERSITY RESULTING

13 FROM THE ACQUISITION OF REDBUD WILL ALSO REDUCE GRDAS EXPOSURE TO RISING RAILROAD FUEL

14 TRANSPORTATION COSTS AND COAL PRICES

15

16 GRDA BELIEVES THAT THE ADDITION OF REDBUD TO ITS PORTFOLIO WILL PROVIDE ITS CUSTOMERS

17 WITH SCALE AND EFFICIENCY BENEFITS AS RESULT OF THIS PURCHASE GRDA WILL BE ABLE TO

18 MEET ITS CUSTOMER REQUIREMENTS DIVERSIFY ITS FUEL PORTFOLIO WITHOUT AN ADVERSE IMPACT TO

19 CUSTOMER RATES GRDA COULD NOT UNDERTAKE SUCH LARGE SCALE PROJECT ON ITS OWN

20

21 WHAT IS YOUR UNDERSTANDING OF WHY OMPA BELIEVES THE PURCHASE OF REDBUD IS

22 GOOD BUSINESS DECISION

23 OMPA NOTES SIMILAR BENEFITS AND NOTES THAT THE PURCHASE PRICE FOR THE REDBUD PLANT IS

24 ROUGHLY ONEHALF OF THE CONSTRUCTION COST OF NEW GAS FUELED PLANT ANNOUNCED BY SISTER

25 AGENCY IN FLORIDA THEY ALSO NOTE THAT AN OPERATING PLANT HAS SIGNIFICANT VALUE IN TODAYS

26 CHALLENGING POWER PLANT SITING ENVIRONMENT

27

28 REQUESTED COMMISSION FINDINGS

29 WHAT RELIEF IS OGE REQUESTING OF THE COMMISSION IN THIS PROCEEDING

30 AS EXPLAINED BY OGE WITNESS JAMES HATFIELD THE COMPANY IS REQUESTING THE

31 COMMISSION TO ISSUE AN ORDER THAT INCLUDES THE FOLLOWING FINDINGS OGES DECISION
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TO PURCHASE 51 INTEREST IN REDBUD IS PRUDENT II THE GENERATION FACILITY IS USED AND

USEFUL UPON CLOSING THE TRANSACTION III AUTHORIZATION OF RIDER TO RECOVER REDBUDS

ANNUAL REVENUE REQUIREMENT UNTIL OGE NEXT RATE CASE IS COMPLETED AND NEW RATES

IMPLEMENTED AND IV THE FULL INVESTMENT OR PURCHASE PRICE RETURN ON AND AMORTIZATION

FOR TRANSACTION COSTS OPERATION AND MAINTENANCE EXPENSES DEPRECIATION AND AD VALOREM

TAXES RELATED TO REDBUD SHALL BE INCLUDED IN THE COMPANYS COST OF SERVICE IN ITS NEXT RATE

CASE MYTESTIMONY EXPLAINS IN MORE DETAIL THE REQUESTED RELIEF IN THIS PROCEEDING

DOES THIS CONCLUDE YOUR PREPARED DIRECT TESTIMONY

10 YES IT DOES
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