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HOWARD MOTLEY

DIRECT TESTIMONY

PLEASE STATE YOUR NAME BY WHOMYOU ARE EMPLOYED BUSINESS ADDRESS AND THE

POSITION YOU HOLD

MY NAME IS HOWARD MOTLEY AM VICE PRESIDENT REGULATORY AFFAIRS OF OKLAHOMA

GAS AND ELECTRIC COMPANY OGE OR COMPANYMY BUSINESS ADDRESS IS 321 HARVEY

OKLAHOMA CITY OKLAHOMA73102

BRIEFLY SUMMARIZE YOUR EDUCATION AND PROFESSIONAL QUALIFICATIONS

AM GRADUATE OF OKLAHOMA CITY UNIVERSITY WHERE RECEIVED BACHELOR OF SCIENCE

DEGREE IN BUSINESS MY CAREER IN PUBLIC UTILITY REGULATION HAS SPANNED 34 YEARS BEGINNING

10 APRIL 15 1974 WHEN ACCEPTED AN AUDITING POSITION WITH THE OKLAHOMA CORPORATION

11 COMMISSION 0CC OR COMMISSION AS AN AUDITOR FOR THE 0CC PERFORMED OVER 30

12 AUDITS OF PUBLIC UTILITIES ON AUGUST 1979 WAS APPOINTED DIRECTOR OF THE PUBLIC

13 UTILITY DIVISION AND SERVED FOR OVER 10 YEARS IN THAT POSITION UNTIL JANUARY 1990 DURING

14 THE NEXT 11 YEARS PROVIDED PROFESSIONAL CONSULTING SERVICES IN THE AREA OF PUBLIC UTILITY

15 REGULATION BEGAN MY EMPLOYMENT WITH OGE IN AUGUST 2001 AS MANAGER RATE

16 STRATEGIES LATER WAS PROMOTED TO DIRECTOR REGULATORY AFFAIRS AND STRATEGY WAS

17 APPOINTED VICE PRESIDENT REGULATORY AFFAIRS ON NOVEMBER 15 2006 BY THE 0GB ENERGY

18 CORP BOARD OF DIRECTORS

19

20 HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE COMMISSION

21 YES



WHAT ARE THE KEY POINTS COVERED BY YOUR DIRECT TESTIMONY

MY TESTIMONY COMPARES OGES ELECTRIC RATES TO THE NATIONAL AND REGIONAL AVERAGES AND

DEMONSTRATES THAT OUR RATES HISTORICALLY HAVE BEEN BELOW BOTH AVERAGES DISCUSS THE

THREE METHODS OF RECOVERING UTILITY COSTS AUTHORIZED BY THIS COMMISSION WITH PARTICULAR

EMPHASIS ON THE USE AND EFFECTIVENESS OF TARIFF RIDERS EXPLAIN WHY TARIFF RIDERS DO NOT

ELIMINATE REGULATORY RISK ALSO SUPPORT THE VEGETATION MANAGEMENT PRO FORMA

ADJUSTMENT THE COMPANY IS REQUESTING AND DISCUSS THE COMPANYS GOAL OF EQUALIZATION OF

RATES UNDERLYING THE COMPANYSRATE DESIGN PROPOSAL

10 HOWIS YOUR DIRECT TESTIMONY ORGANIZED

11 MYDIRECT TESTIMONY IS ORGANIZED INTO THE FOLLOWING SECTIONS

12 SECTION ELECTRIC RATE COMPARISON

13 SECTION II METHODS FOR RECOVERING COSTS

14 SECTION III TARIFF RIDERS AND REGULATORY RISK

15 SECTION IV VEGETATION MANAGEMENTCOSTS PRO FORMA ADJUSTMENT

16 SECTION SMARTPOWER TARIFF RIDER

17 SECTION VI RATE DESIGN

18

19 SECTION ELECTRIC RATE COMPARISON

20 HOWDO OGES RATES COMPARE WITH OTHER ELECTRIC RATES IN THE NATION AND REGION



BASED ON THE MOST RECENT CALCNDAI YEAR STUDIES BY THE EDISON ELECTRIC INSTITUTE EEL

EXHIBIT HWM ILLUSTRATES THE COMPARISON OF OGES AVCIAGE ELECTRIC RATES RESIDENTIAL

RATES COMMERCIAL RATES AND INDUSTRIAL RATES TO NATIONAL AND RCGIONAL AVERAGES

HOWDOES OGES RETAIL AVERAGE RATES COMPARE TO THE NATION AND REGION

OGE RETAIL AVERAGE RATE HAS BEEN BELOW THE NATION AND REGION SINCE 2003 AND IS

SUBSTANTIALLY LOWER IN 2007 OGE RETAIL AVERAGE RATES HAVE RANGED BETWEEN L7 TO

25 BEOW THE NAT AXERAGES AND TO 10 BELOW REGIONAL AXERAGES DURING THE FIXE

YEAR PCI IOD CHART WHICH IS ALSO CONTAINED IN EXHIBIT HWM ILLUSTRATES THE EEL STUDY

10 RESULTS FOR OGVS RETAIL AVCRAGE RATES COMPARED TO THE NATION AND REGION OVER THE PERIOD

11 2003 2007

12 CHART

RETAIL AVERAGE RATE COMPARISON

SOURCE EDISON ELECTRIC INSTITUTE WINTER EDITION

50

CU OGEOGES
WERTHEN

WE TH
NATION

TION
AU

TION

OR

50

00

2003 2004 2005 2006 2007

FDIS LECTRIC INSLALUK TYPICAL BILLS AND AVEIA RATES REPORT WINKI

AVERAGE ADIC BASED ON ALL CUSTOMER CLASSES



HOWDOOGES RESIDENTIAL CUSTOMER RATES COMPARE WITH THE NATION AND REGION

OGLS RESIDENTIAL AVERAGE RATES IANGED FIOM 174 TO 254 LOWER THAN THE NATION AND

FROM TO 10 IOWEI THAN THE REGION CHART WHICH IS ALSO CONTAINED IN FXHIBAT

HWM PROVIDES THE 2003 2007 COMPARISON FOR RESIDENTIAL CUSTOMER RATES

CHART
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HAVE YOU PREPARED SIMILAR ILLUSTRATIONS FOR THE COMMERCIAL AND INDUSTRIAL CUSTOMER

AVERAGE RATES

YES FXHIBIT HWM INCLUDES THE SAME FIVE YEAR COMPARISON FOR HOTH THE COMMERCIAL

10 AND INDUSTRIAL AVERAGE RATES

11

12 HOWDO COMMERCIAL AND INDUSTRIAL AVERAGE RATES COMPARE TO THE NATION AND THE

13 REGION IN 2007



OGES COMMERCIAL AVERAGE LATE WAS 24 BELOW THE NATION AND 11 BELOW THE REGION

OGLS INDUSTRIAL AVERAGE TATE WAS 15 BELOW THE NATION AND 14 BELOW THE REGION

HAVE ELECTRIC RATES INCREASED OVER THE LAST 20 YEARS MORE THAN OTHER CONSUMERGOODS

OR THE CONSUMER PRICE INDEX

NO AS ILLUSTRATED IN CHART AECOIDING TO AN EEL PRESENTATION OVER THE 20 YEAI PERIOD

1987 THROUGH 2007 ELECTRIC RATES IN THE NATION HAVE RISEN 43 AS COMPARED TO THE

CONSUMER PRICE INDEX CPU INCREASING 83 THE COST OI OUTER CONSUMER GOODS INCREASED

EVEN MORE FOR EXAMPLE GASOLINE INCREASED 195 HEALTH CARE BY 170 NATUIAL GAS BY

10 35 AND HOUSING BY 84

11 CHART
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13 WAS THERE AN ADDITIONAL CHART IN THE EEL PRESENTATION THAT PLACES INTO PERSPECTIVE

14 ELECTRIC COST AS IT RELATES TO THE AVERAGE HOUSEHOLD BUDGET

15 YES CHART DEPICTS THE CHANGES IN HOUSEHOLD EXPENDITURES OVER TEN YEAR PEIIOD IN

16 1995 ELECTRICITY WAS OF THE AVET AGE HOUSEHOLD BUDGET FHIS AMOUNT DECREASED TO



IN 2005 THIS IS DECREASE OF APPROXIMATELY OVER THE TEN YEAR PERIOD HEALTH

CARE HOUSING INSURANEC AND PENSIONS INCREASED WHILE ENTERTAINMENT APPAREL AND

TRANSPORTATION DECREASED
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DO YOU HAVE FINAL COMMENT REGARDING OGES RATES

YES ALTHOUGH COSTS ARE INCREASING AND RATE INERCASE IS NECESSARY AT THIS TIME OGL

HAS MAINTAINED TOWER THAN NATIONAL AND IEGIONAL RATES FOR SEVERAL YEARS BECAUSE OF THE

COMPANYS CONTINUOUS EFFORTS TO HOLD DOWN COSTS JESSE LANGSTON DESCRIBES IN DETAIL OUR

10 EFFOITS TO CONTROL GENERATIOR COSTS INCLUDING THE ACQUISITION OF NEW POWER PLANTS AT

11 ADVANTAGEOUS PRICES AND CONSTRUCTION OF NEW WIND FARM SIMILARLY SCOTT FORBES

12 DESCRIBES THE COMPANYSEFFOITS TO CONTROL OMEXPENSES

13

14 SECTION II METHODS FOR RECOVERING COSTS

15 ARE THE BASE RATES ESTABLISHED BY THE COMMISSION IN RATE CASES THE ONLY WAY FOR

16 OGETO RECOVER ITS COSTS TO PROVIDE RELIABLE ELECTRIC SERVICE

IV NO AS SUMMARIZED IN CHAIT THERE AIE THREE METHODS THAT THE COMMISSION TRADITIONALLY

18 EMPLOYS TO ALLOW OGE TO RECOVEI THE COSTS TO PROVIDE SERVICE



CHART

WDE
BASE RATES OPERATING COSTS DEPIECIATION DEBT LN RATE CASE AUDIT

INCOME TAXES AND OPERATING INCOME
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OTHCR RARITI RIDCRS SPCCIAL PROJECTS OR EXTRAOIDINARY EXPENSE REPORTS AND RUUPS

PLEASE EXPLAIN THE BASE RATES RECOVERY METHOD

BASE RATES ARE ESTABLTSHED IN RATE CASCS LIKE THIS PROCEEDING TO RESET THE PRICE CHARGEDOUR

CUSTOMERS BASED ON MORE CURRENT COSTS OR INSTANCE IN THIS PROCEEDING OGE IS

REQUESTING THE COMMISSION TO TNCREASE BASE TATES BASED ON 2008 COSTS INSTEAD OF 2004

COSTS USED IN OUR LAST TATE CASE TODAY OUR CUSTOMERS ARE PAYING 2004 PRICES FOR

ELECTRICITY THAT COSTS CONSIDERABLY MORE TO PRODUCE THIS TIMING PROBLEM IS GENET ALLY

REFERRED TO AS REGULATOI LAG THE OVERSIGHT PROCESS FOR ESTABLISHING BASE ATES IS PROVIDED

10 THROUGH COMPREHENSIVE AUDIT OF OGES INVESTMENT REVENUES AND EXPENSES TO

11 DETERMINE THE ITEED OI THE INCRED

12

PLEASE DISCUSS THE FUEL COST ADJUSTMENT FCA TARITF RIDER

14 THE FCA IS THE TARIFF RIDER THAT WAS ESTABLISHED BY THE COMMISSION IN THE LATE 1970S TO

15 DEAL WITH THE VOLATILITY OF FUEL CAUSED BY THE ARAB OIL EMBARGO PREVIOUSLY FUEL COSTS

16 WERE BUILT INTO BASE LATES AND ONLY CHANGED BY RATE CASES THE RIDER ENSURES THAT FUEL COSTS

17 RECOVERED FROM CUSTOMERS MATCH ACTUAL COSTS RHE COST OF ATURAL GAS COAL AND OTHER FUEL

18 BUT NED IN THE COMPANY GENERATION PLANTS AND POWCI PURCHASED FROM OTHERS ARE PASSED

19 DIRECTLY ON TO OUR CUSTOMERS WITHOUT MARKUP OR PROFIT LOT THE COMPANY



IN WHAT OTHER CIRCUMSTANCES HAS THE COMMISSION USED TARIFF RIDERS

ANFF RIDERS ARE GENUALLY EMPLOYED TO IECOVER COSTS OF SPECIAL PROJECTS LIKE THE

CENTENNIAL WIND LARM OR EXTRAORDINARY COSTS SUCH AS STORM RESTORATION EXPENSE TARIFF

RIDEIS ARE DISCUSSED IN DETAIL IN THE NEXT SECTION

HOWARE BASE RATES AND THE LYCA REFLECTED IN CUSTOMERSBILL FROM OGE

LAIGE PORTION OF CUSTOMER BILL GOCS TO PAY FOR FUEL COSTS SPECIFIC LEVEL OF FUEL

COSTS IS DESIGNED TO BE IECOVERED IN BASE RATES WITH THE FLUCTUATION III FUEL COST BEING

CHARGED OR CREDITED THROUGH THE FCA CHART ILLUSTRATES HOW TOTAL FUEL COSTS ARE

10 RECOVERED IN BASE RATES AND THE FCA OTAL FUEL COST IS APPROXIMATELY 47 OF THE

11 CUSTOMER BILL APPROXIMATELY 42 OF THE CUSTOMER BILL GOES TO PAY OPERATING COSTS

12 DEPRECIATION DEBT INTEREST INCOME TAXCS AND OPERATING INCOME

13

14 WHAT PORTION OF CUSTOMERS BILL IS ATTRIBUTED TO TARIFF RIDERS OTHER THAN THE ECA

15 THE COMPANY IS CURRENTLY RECOVERING 99 MILLION THROUGH TARIFF RIDERS FOR SPECIAL

16 PROJECTS SUCH AS SECURITY THC CENTENNIAL WIND LARM AND THE REDBUD POWER PLANT AS

17 DEPICTED IN CHART THIS REPIESENTS APPROXIMATELY OF THE CUSTOMER BILL

CHART
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IN THIS PROCEEDING OGES RATE DESIGN PROPOSAL IS TO MOVE THE 995 MILLION RECOVERY OF

COSTS FROM TARIFF RIDERS TO BASE RATES THE COMPANY ALSO HAS THE COGENERATION CREDIT RIDER

CCR THAT OFFSETS BASE RATES BY 805 MILLION THE CCR IS REFLECTED AS AN OFFSET TO THE

BASE RATE PORTION OF CHART THE COMPANY IS ALSO PROPOSING THROUGH RATE DESIGN TO

DECREASE BASE RATES 805 MILLION AND REDUCE THE CURRENT CREDIT CUSTOMERS RECEIVE THROUGH

THE CCR BY 805 MILLION THESE RATE DESIGN CHANGES TO BASE RATES AND THE CCR HAVE NO

EFFECT ON THE 1103 MILLION RATE INCREASE REQUESTED IN THIS PROCEEDING

SECTION III TARIFF RIDERS AND REGULATORY RISK

10 HAS THE COMMISSION ALLOWED RECOVERY OF EXTRAORDINARY EXPENSES IN THE PAST

11 YES BEGINNING IN THE 1980S THE COMMISSION STAFFS GENERAL POLICY WAS TO RECOMMEND

12 RECOVERY OF EXTRAORDINARY EXPENSE IN 1982 THE COMMISSION AUTHORIZED PSO TO RECOVER

13 THE COSTS ASSOCIATED WITH THE BLACK FOX NUCLEAR PROJECT SINCE THEN THE COMMISSION HAS

14 AUTHORIZED RECOVERY OF CERTAIN EXTRAORDINARY EXPENSES THROUGH TARIFF RIDERS IN OTHER

15 INSTANCES THE COMMISSION HAS AUTHORIZED REGULATORY ASSET TO MINIMIZE THE IMPACT OF

16 SIGNIFICANT PLANT ACQUISITION OR EXTRAORDINARY EXPENSE LIKE DAMAGE FROM SEVERE STORM

17 BOTH TYPES OF REGULATORY DECISIONS ARE EFFORTS BY THE COMMISSION TO ALLOW UTILITY THE

18 OPPORTUNITY TO EARN ITS AUTHORIZED RATE OF RETURN

19

20 PLEASE PROVIDE AN EXAMPLE OF COMMISSION DECISION INVOLVING RECOVERY OF SUCH

21 COSTS BY AUTHORIZING REGULATORY ASSET

22 IN 1988 WHEN WAS THE PUBLIC UTILITY DIVISION DIRECTOR IN CAUSE NO 920001342 THE

23 STAFF RECOMMENDED THE DEFERRAL OF P80S COSTS ASSOCIATED WITH THE DECEMBER 1987 ICE



STORM AND II APPROVAL OF AN APPROPRIATE AMOUNT IN COSTOFSERVICE RELATING TO THE

AMORTIZATION OF THESE UNUSUAL STORM RECOVERY EXPENSES IN PSOS NEXT RATE CASE THE

COMMISSION ISSUED ORDER NO 378891 GRANTING P80 REGULATORY ASSET OF MILLION FOR

THE 1987 ICE STORM AND 1992 WIND STORM COSTS AND AUTHORIZED THE RECOVERY OF 12 MILLION

PER YEAR OVER THE NEXT FIVE YEARS

PLEASE PROVIDE AN EXAMPLE OF RECOVERY OF AN EXTRAORDINARY EXPENSE UNDER TARIFF

RIDER

IN CAUSE NO PUD 200100455 COMMISSION ORDER NO 470044 AUTHORIZED OGE TO

10 RECOVER ITS COSTS ASSOCIATED WITH THE JANUARY 2002 ICE STORM PAGE 13 OF THE COMMISSION

11 ORDER STATES

12 THE COMMISSION FURTHER FINDS THAT IT IS IN THE PUBLIC INTEREST AND IS FAIR JUST AND

13 REASONABLE FOR THE COMPANY TO RECOVER THE OPERATION AND MAINTENANCE EXPENSE

14 INCURRED DURING THE JANUARY 2002 ICE STORM IN THE AMOUNT OF FIVE MILLION FOUR HUNDRED

15 THIRTYONE THOUSAND NINETYFIVE DOLLARS 5431095 THROUGH THE COMPANYS RIDER

16 FOR OFF SYSTEM SALES OF ELECTRICITY EMPHASIS ADDED

17

18 WHAT IS THE MOST RECENT OGE TARIFF RIDER APPROVED TO RECOVER AN EXTRAORDINARY

19 EXPENSE

20 THE STORM COST RECOVERY RIDER WAS APPROVED BY THE COMMISSION IN ORDER NO 558445

21 ISSUED IN CAUSE NO PUD 200800215 AND PROVIDES FOR THE RECOVERY OF OGE ACTUAL

22 STORM COSTS FOR THE FOURYEAR PERIOD 2006 THROUGH 2009 THIS RIDER WAS RESULT OF THE

23 EXTRAORDINARY EXPENSES INCURRED IN THE 2007 ICE STORM RESTORATION EFFORT AND SERVES TO

24 LEVELIZE THE RECOVERY OF STORM RESTORATION COSTS OVER LONGER PERIOD OF TIME

10



HAS THE COMMISSION RECENTLY APPROVED TARIFF RIDERS THAT ALLOW OGETO RECOVER THE

REVENUE REQUIREMENT ASSOCIATED WITH SPECIAL PROJECTS

YES IN THE PAST FIVE YEARS THE COMMISSION HAS APPROVED THE FOLLOWING TARIFF RIDERS FOR

OGE THE SECURITY RIDER THE CENTENNIAL WIND ENERGY PROJECT RIDER CWEPR

AND THE REDBUD ACQUISITION RECOVERY RIDER RARR

PLEASE SUMMARIZE THESE SPECIAL PROJECT TARIFF RIDERS

THE CWEPR AUTHORIZED OGE TO RECOVER THE REVENUE REQUIREMENT FOR THE CENTENNIAL

PROJECT 120 MWWIND ENERGY FACILITY WHICH IS NOW ON LINE AND PROVIDING POWER TO THE

10 OGE SYSTEM IN 2008 THE CENTENNIAL WIND FARM FUEL SAVINGS EXCEEDED THE REVENUE

11 REQUIREMENT CHARGED THROUGH THE CWEPR BY ABOUT MILLION

12 THE REDBUD ACQUISITION RECOVERY RIDER RARR PROVIDES FOR THE RECOVERY OF THE

13 REVENUE REQUIREMENT RELATED TO OGES OWNERSHIP OF THE REDBUD GENERATION FACILITY THE

14 REDBUD PLANT WILL PRODUCE ENERGY SAVINGS AND FACILITATE THE ADDITION OF WIND ENERGY

15 RESOURCES ON THE OGE SYSTEM

16 THE SECURITY RIDER WAS AUTHORIZED AFTER THE SEPTEMBER 11TH TERRORIST ATTACK TO ADDRESS

17 HOMELAND SECURITY MEASURES FOR CRITICAL INFRASTRUCTURE

18

19 DO THESE TARIFF RIDERS SERVE TO ELIMINATE OGES REGULATORY RISK

20 NO THE TARIFF RIDERS APPROVED BY THE COMMISSION HAVE GENERALLY RELATED TO SPECIAL

21 PROJECTS FOR WHICH THE COMPANY REQUESTED PREAPPROVAL IN THIS RATE CASE THOSE SPECIAL

22 PROJECTS ARE SECURITY CENTENNIAL AND REDBUD THESE PROJECTS REPRESENT APPROXIMATELY

23 700 MILLION OF THE 16 BILLION OGEHAS INVESTED IN ITS ELECTRIC SYSTEM SINCE 2004 AS

11



SHOWN ON CHART PAGE THESE THREE TARIFF RIDERS REPRESENT LESS THAN OF THE

COMPANYS CURRENT REVENUES WHILE PREAPPROVAL MITIGATES REGULATORY LAG FOR THESE

PROJECTS THE COMPANY IS STILL EXPOSED TO TRADITIONAL REGULATORY LAG

WOULDYOU PLEASE ELABORATE

THE COMPANYS INCREASED COSTS RESULTING FROM THE 900 MILLION IN CAPITAL EXPENDITURES

NOT CURRENTLY BEING RECOVERED AND THE 48 MILLION INCREASE IN ITS OPERATION AND

MAINTENANCE EXPENSE SINCE 2004 REMAIN SUBJECT TO THE TRADITIONAL RATEMAKING PROCESS AND

REGULATORY LAG

10

11 SECTION IV VEGETATION MANAGEMENT COSTS

12 WHAT EXPENSE LEVEL FOR VEGETATION MANAGEMENT IS OGE REQUESTING IN THIS CASE

13 OGE IS REQUESTING 19592337 TOTAL COMPANY VEGETATION MANAGEMENT EXPENSE LEVEL

14 OF THIS AMOUNT 17496421 IS ALLOCATED TO THE OKLAHOMA JURISDICTION IN THE TEST YEAR

15 THE COMPANY INCURRED 15569711 IN TOTAL EXPENSE FOR VEGETATION MANAGEMENT WHICH

16 REQUIRED PRO FORMA ADJUSTMENT OF 4022626

17

18 WHY IS SUCH LARGE PRO FORMA ADJUSTMENT REQUIRED

19 OGES 2008 TARGETED EXPENDITURE LEVEL FOR VEGETATION MANAGEMENT WAS AROUND 192

20 MILLION AS JUST STATED THE TEST YEAR ONLY RESULTED IN 156 MILLION HOWEVER BY

21 DECEMBER 31 2008 THE COMPANY HAD EXPENDED 189 MILLION DUE TO CERTAIN

22 CIRCUMSTANCES MUCH OF THE 2008 BUDGET WAS DEFERRED AND SPENT DURING THE FOURTH QUARTER

12



WHYDID VEGETATION MANAGEMENT EXPENSE INCREASE IN 2008

VEGETATION MANAGEMENT EXPENSE INCREASED IN CALENDAR 2008 AS THE COMPANY WORKED TO

COMPLY WITH BOTH THE NERC REQUIREMENTS FOR TRANSMISSION AND THE COMMISSIONS

REQUIREMENT OF FOURYEAR TRIM CYCLE FOR DISTRIBUTION LINES SYSTEMWIDE OGE SPENT

TOTAL OF 18942076 ON VEGETATION MANAGEMENT IN 2008 THIS TOTAL IS COMPRISED OF

15156859 IN DISTRIBUTION LINE EXPENSE AND 415813 IN DISTRIBUTION SUBSTATION GROUNDS

EXPENSE FOR TOTAL DISTRIBUTION EXPENSE OF 15572672 ALSO INCLUDED IN THE TOTAL

VEGETATION MANAGEMENT EXPENSE FOR 2008 IS 3258793 FOR TRANSMISSION LINE EXPENSE AND

110611 FOR TRANSMISSION SUBSTATION GROUNDS EXPENSE FOR TOTAL OF 3369404 IN

10 TRANSMISSION EXPENSE

11

12 WHY DID OGES VEGETATION MANAGEMENT EXPENSES INCREASE IN THE FOURTH QUARTER

13 OF 2008

14 IN JULY OF 2008 OGE HAD ALMOST ALL OF ITS BUDGETED VEGETATION MANAGEMENT ACTIVITIES

15 UNDER CONTRACT THEN IN AUGUST AND LATER IN MIDSEPTEMBER TWO LARGE HURRICANES GUSTAV

16 AND IKE HIT THE GULF REGION IN SUCCESSION IN RESPONSE TO REQUESTS FOR MUTUAL ASSISTANCE

17 FROM UTILITIES IN THAT REGION OGE RELEASED MOST OF ITS VEGETATION MANAGEMENT CONTRACT

18 CREWS OGE NORMALLY OPERATES WITH ABOUT 100 CREWS BUT FOR PERIOD OF ABOUT TWO

19 MONTHS DURING WHICH CLEANUP FROM THE HURRICANES WAS OCCURRING THE COMPANY HAD ONLY

20 ABOUT HALF THAT NUMBER WORKING IN ITS SERVICE AREA THE CONTRACTED WORKFORCE DID NOT

21 BEGIN TO RETURN TO OGE UNTIL MIDOCTOBER AFTER THE CLOSE OF THE TEST YEAR AT THAT POINT

22 ADDITIONAL CREWS WERE ADDED TO CATCH UP WITH THE WORK THAT WAS ALREADY UNDER CONTRACT

13



BASED ON THIS ACCELERATED VEGETATION MANAGEMENT ACTIVITY THE COMPANY WAS ABLE TO

ACHIEVE 986 OF THE ORIGINAL BUDGET

HAS THE COMPANY DEVELOPED NEW PROCESS TO IDENTIFY THE OKLAHOMA JURISDICTIONS

ACTUAL VEGETATION MANAGEMENT EXPENSE AND STORM RESTORATION COSTS

YES IN 2008 THE COMPANY DEVELOPED PROCESS TO CAPTURE ACTUAL VEGETATION MANAGEMENT

EXPENSE AND STORM RESTORATION COSTS BY JURISDICTION THIS PROCESS WAS DEVELOPED MAINLY

DUE TO THE 2007 ICE STORM WHEN TRANSPARENCY OF ACTUAL VEGETATION MANAGEMENT EXPENSE

AND STORM RESTORATION COSTS WAS NEEDED BY SPECIFIC RETAIL JURISDICTIONS THE ULTIMATE

10 BENEFIT OF THIS PROCESS IS THE TRACKING OF THESE COSTS FOR REGULATORY DECISIONS IN RATE CASE

11 OR TARIFF RIDER ADDITIONALLY THIS TRACKING MECHANISM WILL BE NEEDED IF THE COMMISSION

12 APPROVES THE COMPANYS SYSTEM HARDENING APPLICATION

13

14 WHYIS THE INCREASE IN VEGETATION MANAGEMENT EXPENSE NECESSARY

15 THE INCREASE IN EXPENSE FOR DISTRIBUTION LINES IS NECESSARY TO IMPLEMENT FOURYEAR TRIM

16 CYCLE AND TO COMPLY WITH THE OKLAHOMA COMMISSIONS RULE GAC 165352515C IN

17 ADDITION OGE BELIEVES THAT FOURYEAR CYCLE IS THE BEST WAY TO ENSURE ITS CUSTOMERS

18 RELIABLE SAFE AND UNINTERRUPTED SERVICE THE INCREASE IN EXPENSE FOR TRANSMISSION LINES IS

19 NECESSARY TO COMPLY WITH THE NEW NERC STANDARD FAC003 WHICH IMPOSES PENALTIES

20 REACHING MORE THAN 1000000 FOR FAILURE TO COMPLY THAT STANDARD CAN BE FOUND AT

21 HTTPWWWNERCCOMLFILESFAC003 PDF

14



DO OGES CUSTOMERS BENEFIT FROM VEGETATION MANAGEMENT

YES OUR CUSTOMERS RECEIVE SUBSTANTIAL BENEFITS FROM THE WORK ACCOMPLISHED WITH THESE

EXPENDITURES THE PURPOSE OF THIS PROGRAM IS TO REDUCE OR ELIMINATE TREERELATED OUTAGES

ON EITHER TRANSMISSION OR DISTRIBUTION LINES OUTAGES ADVERSELY AFFECT CUSTOMERS BECAUSE

THEY DISRUPT AND SOMETIMES HALT COMMERCIAL ACTIVITY AND DEGRADE THE QUALITY OF LIFE

TREERELATED OUTAGES ARE EXCEPTIONALLY DAMAGING BECAUSE THEY CAN POSE SEVERE SAFETY

HAZARDS WHEN LINES ARE DOWNED THE COST OF TREERELATED OUTAGES TO THE COMPANY AND

ULTIMATELY TO ITS CUSTOMERS IS SIGNIFICANT IN TERMS OF RESTORATION COSTS AND DAMAGE TO

FACILITIES OGE BELIEVES THAT THE INCREASED EXPENSES OF VEGETATION MANAGEMENT WILL

10 RESULT IN BENEFITS TO BOTH CUSTOMER AND COMPANY BY PREVENTING OUTAGES

11

12 SECTION SMARTPOWER TARIFF RIDER

13 IS OGE REQUESTING TARIFF RIDER TO RECOVER THE COST OF THE SMARTPOWER PROJECT IN

14 NORMAN

15 YES OGE WITNESS KENNETH GRANT EXPLAINS OGES REQUEST FOR COMMISSION APPROVAL

16 OF THE NORMAN SMARTPOWER PROJECT IF THAT PROJECT IS AUTHORIZED OGE IS REQUESTING

17 APPROVAL OF TARIFF RIDER THAT WILL BECOME EFFECTIVE WHEN FULL DEPLOYMENT OF THE METERS

18 HAS BEEN COMPLETED THE COMPANY EXPECTS FULL DEPLOYMENT TO BE COMPLETED BY JUNE

19 2010

20

21 WHAT IS THE ANNUAL REVENUE REQUIREMENT FOR THE NORMAN SMARTPOWER PROJECT

22 THE ANNUAL REVENUE REQUIREMENT IS CURRENTLY ESTIMATED TO BE 53 MILLION THIS

23 CALCULATION IS BASED ON THE EXPECTED CAPITAL INVESTMENT AND OM EXPENSE DESCRIBED IN

15



KENNETH GRANTS TESTIMONY THE ANNUAL REVENUE REQUIREMENT WILL BE ALLOCATED TO

CUSTOMER CLASSES BASED ON THE PRODUCTION DEMAND ALLOCATOR APPROVED BY THE COMMISSION

IN THIS PROCEEDING BASED ON THE ESTIMATED COSTS THE RESIDENTIAL CUSTOMER WILL PAY

APPROXIMATELY 34 CENTS PER MONTH FOR THIS PROJECT THE COMPANY EXPECTS TO REPORT THE

INITIAL FINDINGS OF THE PROJECT TO THE COMMISSION IN THE LATE FALL OF 2010 THE TARRIF RIDER

WILL RECOVER ACTUAL NOT ESTIMATED COSTS AND WILL BE EFFECTIVE UNTIL THE COSTS ARE RECOVERED

OR UNTIL THE UNRECOVERED COSTS ARE INCLUDED IN FUTURE RATE CASE

SECTION VI RATE DESIGN

10 WHAT IS THE AMOUNT OF THE RATE INCREASE REQUESTED IN THIS CASE

11 OGE IS REQUESTING RATE INCREASE IN THE AMOUNT OF 103 MILLION THERE ARE TWO

12 PRIMARY DRIVERS BEHIND THE COMPANYS NEED TO FILE THIS RATE CASE OGE HAS MADE

13 SUBSTANTIAL INVESTMENTS AND HAS EXPERIENCED AN INCREASE IN OPERATION AND MAINTENANCE

14 EXPENSE

15

16 HOW DOES OGE DETERMINE THE PORTION OF THE 1103 MILLION ASSIGNED TO EACH

17 CUSTOMER CLASS

18 THE BASIS UPON WHICH RATE DESIGN DECISIONS ARE MADE BEGINS WITH AN ALLOCATED COST OF

19 SERVICE TO EACH CUSTOMER CLASS THE COST OF SERVICE DISTRIBUTES THE OVERALL COST BASED ON

20 THE CUSTOMER CLASS PAYING THE COMPANYS EQUALIZED RATE OF RETURN AFTER DETERMINING

21 WHAT THE CUSTOMER CLASS SHOULD PAY THAT AMOUNT IS COMPARED TO WHAT THE CUSTOMER CLASS

22 IS CURRENTLY PAYING THIS COMPARISON WILL USUALLY REVEAL THAT SOME CUSTOMER CLASSES ARE

16



NOT PAYING ENOUGH AND OTHER CUSTOMER CLASSES ARE PAYING TOO MUCH AT THIS POINT THE

DECISION PROCESS BECOMES MORE PRACTICAL THAN MATHEMATICAL

WHAT DO YOU MEANBY THE DECISION PROCESS BECOMESMORE PRACTICAL

FOR MANY YEARS OGE HAS PROPOSED MOVEMENT TOWARD EQUALIZATION OF RATES

UNFORTUNATELY BECAUSE OF THE LARGE DISPARITY BETWEEN RATES OF RETURN FOR SPECIFIC CUSTOMER

CLASSES THE TASK OF MOVING CUSTOMER CLASSES TOWARD PARITY HAS BEEN DIFFICULT

HAS THE COMPANY MADE PROGRESS IN MOVING TOWARD EQUALIZATION OF RATES BETWEEN

10 CUSTOMER CLASSES

11 YES THE COMPANY HAS MADE PROGRESS TOWARDEQUALIZATION OF RATES BUT WE HAVE NOT BEEN

12 ABLE TO ACHIEVE PARITY IN THE OKLAHOMA JURISDICTION HOWEVER OGEHAS HAD EQUALIZED

13 RATES IN THE ARKANSAS JURISDICTION FOR SEVERAL YEARS BASED ON PHASEDIN PROCESS

14

15 IS IT PRACTICAL TO ACHIEVE EQUALIZED RATES IN THIS PROCEEDING

16 NO IN MY OPINION THE 785 MILLION INCREASE THAT WOULD BE REQUIRED TO BRING THE

17 RESIDENTIAL CUSTOMER CLASS TO PARITY IS TOO GREAT IN THIS CASE THE COMPANY IS PROPOSING TO

18 MOVE THE RESIDENTIAL CUSTOMER CLASS TO 90 PARITY THE PROPOSED INCREASE IS

19 APPROXIMATELY 564 MILLION OF WHICH APPROXIMATELY 48 MILLION IS RECOVERED THROUGH AN

20 INCREASE TO THE RESIDENTIAL CUSTOMER CHARGE THE CUSTOMER CHARGE WILL INCREASE FROM 650

21 TO 1300 PER MONTH CURRENTLY PUBLIC SERVICE COMPANY OF OKLAHOMA CHARGES 1495 AS

22 CUSTOMER CHARGE AS DISCUSSED IN THE DIRECT TESTIMONY OF BRYAN SCOTT THE

23 COMPANYSACTUAL COST THAT SHOULD BE RECOVERED IN THE CUSTOMER CHARGE IS OVER 2000

17



PLEASE EXPLAIN HOW THE SHORTFALL IN RECOVERING THE RESIDENTIAL CUSTOMERS COST OF

SERVICE AFFECTS OTHER CUSTOMER CLASSES

IN DETERMINING HOW TO SPREAD THE SHORTFALL THE COMPANY CONSIDERED THE CURRENT RELATIVE

RATE OF RETURN FOR EACH MAJOR CUSTOMER CLASS AND THE AMOUNT EACH CUSTOMER CLASS

HISTORICALLY HAS PAID TO SUBSIDIZE THE RESIDENTIAL CUSTOMER BASED ON THESE CONSIDERATIONS

OGE IS PROPOSING 1172 RELATIVE RATE OF RETURN FOR ALL CUSTOMER CLASSES EXCEPT

PUBLIC SCHOOLS AND THE LIGHTING CLASSES TO FUND THE SHORTFALL OF THE RESIDENTIAL CUSTOMER

CLASS

10 DOES THIS CONCLUDE YOUR TESTIMONY

11 YES

18
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