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IM RODUCTION

PLEASE STATE YOUR NAME AND YOUR BUSINESS ADDRESS

MY NAME IS JOHN REED MY BUSINESS ADDRESS IS 293 BOSTON POST ROAD WEST

MARLBOI OUGH MASSACHUSETTS 01752

BY WHOMARE YOU EMPLOYED AND IN WHAT CAPACITY

AM THE CHAIRMAN AND CHIEF FXECUTIVE OFFICER OF CONCENTRIC FNERGY ADVISORS INC AND

ITS SUBSIDIARY CL CAPITAL ADVISORS TOGETHER CONCENTRIC

PLEASE SUMMARIIE YOUR PROFESSIONAL EXPERIENCE IN THE ENERGY AND UTILITY INDUSTRIES

10 HAVE MORE THAN 30 YEARS OF EXPERIENCE IN THE ENERGY INDUSTRY HAVING SERVED AS AN

IL EXECUTIVE IN ENERGY CONSULTING FINNS INCLUDING THE POSITION OF CO OF THE NATIONS

12 LARGEST PUBLICLYTRADED MANAGEMENT CONSULTING FIRM AND AS CHIEF ECONOMIST FOR THE

NATIONS LARGE GAS UTILIT HA ADX ISED MORE THAN 100 CLIENTS OVER THE COURSE OF MY

14 CAREER ON WIDE RANGE OF STRATEGIC ECONOMIC FINANCIAL AND REGULATORY MATTERS MY

15 EXPERIENCE IS DESCRIBED IN MORC DCTAIL IN ATTACHMENT TO MY TESTIMONY HAVE APPEARED

16 AS AN EXPERT WITNESS AND PROVIDED EXPERT TESTIMONY ON WIDE VARIETY OF ECONOMIC

17 FINANCIAL AND VALUATION ISSUES RELATED TO THE ENERGY AND UTILITY INDUSTRY ON NUMEROUS

18 OCCASIONS BETORE ADMINISTRATIVE AGENCIES COURTS ARBITRATION PANELS AND ELECTED BODIES

19 ACROSS NORTH AMERICA ATTACHMENT TO MY TESTIMONY IS LIST OF MY APPEARANCES IN THE

20 PAST FOUR YEARS AS AN EXPERT WITNESS

21

22 WHAI IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING

23 AM TESTIFYING ON BEHALF OF OKLAHOMA GAS AND ELECTRIC COMPANY OGF OR

24 OMPANY IN SUPPORT OF ITS PROPOSED ACQUISITION FROM KELSON HOLDINGS ELC

25 OF 5100 OPERATING INTEREST IN THE REDBUD GENERATING FACILITY REDBUD IS

26 1230 MW NATURAL GASFIRED COMBINED CYCLE GENERATING FACILITY LOCATED NEAR EUTHER

27 OKLAHOMA LESS THAN AN HOUR OUTSIDE OF OKLAHOMA CITY AND WITHIN OGFS SERVICE

28 TERRITORY MORE SPECIFICALLY HAVE BEEN ASKED TO TESTIFY AS TO THE PRUDENCE OF THE

29 ACQUISITION OF REDBUD IN DOING SO DISCUSS THE FOLLOWING



POLICIES AND REQUIREMENTS OF THE OKLAHOMA CORPORATION COMMISSION TOCC OR

COMMISSION WHICH ARC PERTINENT TO THE COMPANYS PROPOSED ACQUISITION OF

REDBUD AND THE REQUESTED APPROVAL THEREOF MOST NOTABLY THE PRUDENCE OF THE

ACQUISITION OF REDBUD SECTION II OF MY TESTIMONY

RENDS IN THE NATIONAL ANO REGIONAL ELCCTRICITY INAIK WLIITH IN PART LED TO THE

COMPANYSDECISION TO PURSUE THC ACQUISITION SECTION HI OF MY TESTIMONY

MY ASSESSMENT OF OGFS DECISION TO CONSIDER THE ACQUISITION OF REDBUD SECTION

IV OF MY TESTIMONY

MY ASSESSMENT OF THE VALUC PAID BY OGF FOR REDBUD BASED ON BOTH MY

10 INDCPENDENT FINANCIAL VALUATION OF REDBUD AND MY REVIEW OF COMPARABLE TRANSACTIONS

11 DURING THIS SAME TIME PERIOD SECTION OF MY TESTIMONY AND

12 THE COMPANYS PROPOSED RATEMAKING TREATMENT FOR THE ACQUISITION OF REDBUD

13 SECTION VI OF MY TCSTIMONY

14

15 HOWDOES YOUR TESTIMONY RELATE TO THE TESTIMONY OF THE OMPANYWITNESSES

16 HE PROPOSED ACQUISITION AND ITS BENEFITS TO OCIF CUSTOMERS ARE DESCRIBED IN

17 CONSIDERABLE DETAIL IN THE TESTIMONY OF OMPANY WITNESS MR JESSE LANGSTON HE

18 RESOURCE PLANNING CONSIDERATIONS WHICH LED TO THE COMPANY PROPOSED ACQUISITION OF

19 REDBUD ARE DESCRIBED IN THE TESTIMONY OF COMPANY WITNESS MR LEON HOWELL THE

20 COMPANY PROPOSED RATEMAKING TREATMENT LBR THC ACQUISITION IS DESCRIBED BY COMPANY

21 WITNESS JIM HATFIELD ALTHOUGH WILL CITE MANY OF THE SAME FACTS CIRCUMSTANCES AND

22 DECISIONS AS DO MESSRS LANGSTON HOWELL AND HATFIELD THE FOCUS OR MY TESTIMONY

23 REMAINS ON THE PRUDCNCE OF OGL ACQUISITION OF REDBUD

24

25 PLEASE SUMMARIZE THE PRINCIPAL CONCLUSIONS THAT YOU REACH IN YOUR TESTIMONY

26 MY PRINCIPAL CONCLUSIONS ARE

21 FHE OMPANYS DECISION TO CONSIDER THE PURCHASE OF AND TO ULTIMATELY ACQUIRE

28 REDBUD WAS APPROPRIATE AND PRUDENT KELSON SALE OF REDBUD PRESENTED THE

29 COMPANY WITH UNIQUE OPPORTUNITY KELSON SALE PROCESS REQUIRED THAT OCIF



EITHER IRNRNEOIATCLY EVALUATE ME PLANT OUTSIDE OT TRADITIONAL COMPETITIVE BIDDING OR

REQUEST FOR PROPOSAL RP PROCESS OR PASS ON THE OPPORTUNITY THE COMPANY

EVALUATED THE POTENTIAL ACQUISITION OF REDBUD IN THE CONTEXT OF OGFS RESOURCE

PLANNING EFFORTS AND DETERMINED THAT THE ACQUISITION OF AN INTEREST IN THIS PLANT IS THE

APPROPRIATE ADDITION TO ITS RESOURCE PORTFOLIO TO MEET ITS CUSTOMERS NEEDS

HE CURRENT MARKET ENVIRONMENT FAVORS THE ACQUISITION OF RCDBUD IN PARTICULAR THE

TIGHTENING SUPPLY AND DEMAND BALANCE GREENHOUSE GAS CONSIDERATIONS

PRACTICAL LIMITATIONS ON OTHER RESOURCE ALTERNATIVES IN THE NEAR TERM AND COST

PRCSSURES ALL MAKE REDBUD VERY ATTRACTIVE RESOURCE

10 THE VALUE PAID BY OGL FOR REDBUD OF 852 MILLION OR692 KW IS WELL WITHIN

11 THE REASONABLC RANGE OF VALUE FOR THE PLANT BASED UPON DISCOUNTED CASH FLOW

12 ANALYSIS OF THE VALUE OF THE PLANT AN ASSESSMENT OF COMPARABLE

13 TRANSACTIONS AND AN ASSESSMENT OF NEW BUILD COSTS

14 IHE PROPOSED RATENIAKUIG TREATMENT FOR THE REDBUD TRANSACTION NAMELY THE USE OF RIDER TO

15 RECOVER REDBUDS ANNUAL REVENUE REQUIREMENT UNTIL OCRL NEXT RATE CASE IS

16 COMPLETED AND NEW RATES WHICH PROVIDE FOR THE RECOVERY OF REDBUD REVENUE

17 REQUIREMCNT ARE IMPLERNCNTED IS RCASONABLC AND APPROPRIATE

HE REDBUD TRANSACTION AS GOOD DEAL FOR CUSTOMERS AND SHOULD RENIAIN VALUABLE ASSET IN

19 OIES PORTFOLIO THROUGHOUT ITS USEFUL LIFE

20

21 IL COMMISSION POLICIES

22 PLEASE IDENTIFY COMMISSION POLICIES THAT ARE PERTINENT TO THE COMPANYS PROPOSED

23 ACQUISITION OF REDBUD

24 FHC PRIMARY POLICY OF THE OC WHICH MUST BE SATISFIED IN ORDER FOR THE COMPANYS

25 PROPOSED ACQUISITION OF REDBUD TO BE APPROVED IS THE PRUDENCE STANDARD OTHER PERTINENT

26 AND INFORMATIVE POLICIES INCLUDE THOSE RELATED TO INTEGRATED RESOURCE PLANNING YIRP AND

27 COMPETITIVE BIDDING



PLEASE DESCRIBE THE PRUDENCE STANDARD

IHE COMMISSION CONSIDERED THE PRUDENCE OF THE COMPANYS ACQUISITION OF POWER PLANT

IN CAUSE NO 200500151 WHEREIN THE COMPANY REQUESTED THE COMMISSIONS

APPROVAL OF AMONG OTHER THINGS ITS ACQUISITION OF AN INTEREST IN THE MECLAIN POWER PLANT

IN APPROVING THAT ACQUISITION THE COMMISSION SUMMARIIED ITS APPLICATION OF THE

PRUDENCE STANDAR

IT IS WELL SETTLCD THAT PRUDENEC INQUIRIES INVOLVE DCTERMINATION WHETHER

THE UTILITY MANAGEMENT MADE REASONABLE DECISION IN LIGHT OF THE

CIRCUMSTANCES EXISTING AT THE TIME OF THE DECISION AND THE KNOWLEDGE OT

10 SUCH CIRCUMSTANCES THAT MANAGEMENT HAD OR SHOULD HAVE HAD

11

12 IS THE COMMISSIONS SUMMARYOF THE PRUDENCE STANDARD CONSISTENT WITH THAT USED IN

13 COMMONUTILITY RATEMAKING

14 YES IN THE TESTIMONIES SPONSORED IN CAUSE NO PUD 200500151 PROVIDED

15 COMPREHENSIVE EXPLANATION OF THE PRUDENCE STANDARD WHICH IS CONSISTENT WITH THE

16 STANDARD ARTICULATED BY THE COMMISSIOR IN THAT PROCEEDING WHILE WILL NOT RESTATE THE

17 LULL DISCUSSION THAT OFFERED IN THAT CASE BELIEVE IT IS USEFUL TO HIGHLIGHT THE PRINCIPLES

18 ARTICULATED BY THE NATIONAL REGULATORY RESEARCH INSTITUTE NRRI THE REGULATORY

19 RESEARCH AFFILIATE OF THE NATIONAL ASSOCIATION OL REGULATORY UTILITY COMMISSIONERS

20 NRRI IDENTIFIED THE FOLLOWING TOUR PRINCIPLES TO BE FOLLOWED BY STATE UTILITY

21 COMMISSIONS WHENEVALUATING THE UDENCE OF UTILITYS ACTIONS

22 PRESUMPTION OF PRUDENCE

23 RULE OF REASONABLENESS UNDER THE CIRCUMSTANCES

24 PROSCRIPTION AGAINST HINDSIGHT AND

25 RETROSPECTIVE FACTUAL INQUIRY

26

27 PHE COMMISSIONS APPLICATION OF THE PRUDENCE STANDARD IN CAUSE NO PUD 200500151 IS

28 CONSISTENT WITH THESE PRINCIPLES

CAUSE NO PUD 200500151 FINAL ORDER 103

THE PRUDENT INVESTMENT LEST IN THE 980S BURNS POLING WHINAHAN AND KELLY 1984 55



OU INDICATED THAT IRP POLICIES ARE ALSO PERTINENT TO THE COMMISSIONS REVIEW OF THE

PROPOSED ACQUISITION OF REDBUD PLEASE EXPLAIN

AS DISCUSSED IN DETAIL BY WITNESSES HOWELL AND LANGSTON SECTION 165 ESTABLISHES

THE PROCEDURES FOR THE COMMISSION REVIEW OF UTILITIES RESOURCE PLANS IN PARTICULAR THE

PROCEDURES REQUIRE THAT UTILITIES SUBMIT IRP PLANS EVERY THREE YEARS UNLESS OTHERWISE

ORDERED BY THE COMMISSION WHICH INCLUDE STRATEGY FOI AMONG OTHER THINGS FUEL

PROCUI EMENT PURCHASCDPOWER PROCUREMENT RISK MANAGEMENT AND ENVIRONMENTAL

COMPLIANCE MONITOR MARKETS AND INPUTS AND NOTIFY THE OMNIISSION OF ANY MATERIAL

CHANGES IN PLANNING ASSUMPTIONS AND SUBMIT PLANS WHICH INCLUDE SPECIFIC FORECASTS

10 DESCRIPTIONS AND ASSESSMENTS AND IN SUPPORT OF THEIR PROPOSED IRPS HE COMMISSIONS

11 IRP OBJECTIVES INCLUDE ENSURING THC PRUDENCE OF RCSOURCC PLANNING AND MAJOR INVESTMENT

12 DECISIONS IN THE CONTEXT OF AN OVERALL FIT IN THE UTILITY PORTFOLIO AND THAT THE OVERALL

COST OF POWER SUPPLY TO RCTAIL RATEPAYERS IS FAIR JUST AND REASONABLE

15 AS DISCUSSED THROUGHOUT MY TESTIMONY AND IN THE TESTIMONY OF COMPANY WITNESSES

16 HOWELL AND ANGSTON BELIEVE THAT OGFS PROPOSED ACQUISITION OF REDBUD SATISFIES

17 THE COMMISSION 1RP OBJECTIVES NOTABLY MR HOWELL EXPLAINS THAT THE COMPANY HAS

18 UPDATCD ITS RESOURCE PLANNING ANALYSES AND BASED ITS ASSESSMENT OF THE REDBUD

19 OPPORTUNITY ON CURRENT PERSPECTIVE OF KEY COMPANY AND GLOBAL DRIVERS

20

21 WHAT ARE THE COMMISSIONS REQUIREMENTS WITH REGARD TO COMPETITIVE BIDDING

22 FHE COMPETITIVE BIDDING REQUIREMENTS OF SECTION L6535 3E STATE THAT

23 PIAOR TO UTILITY TAKING LONGDERM PRO ACTIO OTHER THAN THAT

24 CONTEMPLATED BY THESE RULES UTILITY SHALL SEEK WAIVER OF ALL OR ANY PART

25 OF THESE COMPETITIVE BIDDING RULES BY FILING CAUSE WITH THE COMMISSION

26

27 IT IS APPARENT THAT OOE WAS NOT ABLE TO COMPARE THE ACQUISITION OF REDBUD TO OPTIONS

28 THAT MAY HAVE BEEN PROPOSED THROUGH COMPETITIVE BIDDING PROCESS OGL DID NOT

29 INDEPENDENTLY SEEK OUT THE ACQUISITION OF GENERATING FACILITY RATHER REDBUDS OWNER

30 KELSON DECIDED TO OFFER ITS ASSETS INCLUDING REDBUD PROVIDING INTERESTED PARTIES

31 TARGETED OPPORTUNITY TO CONSIDER THE ACQUISITION AND PRESENT PROPOSALS IHIS IS NOT AT ALL

32 UNUSUAL IN THE SALE OF MERCHANT PLANT BY AN UNREGULATED OWNER MOREOVER OGE



WONID NOT HAVE HAD NEARLY ENOUGH TIME TO DESIGN ISSUE AND EVALUATE COMPETITIVE

SOLICITATION BR LONGTERM RESOURCES AND TO SIMULTANEOUSLY COMPLY WITH THE TRANSACTION

SCHEDULE IMPOSED BY KELSON

WHAT ARC THE IMPLICATIONS OF THC COMMISSIONS REQUIREMENTS WITH REGARD TO BOTH

IRP AND COMPETITIVE BIDDING FOR THE COMPANYS PROPOSAL TO ACQUIRE AN INTEREST IN

REDBUD

WHILE THE COMMISSION HAS ARTICULATED SPECIFIC REQUIREMENTS TO DETERMINE IT PARTICULAR

RESOURCE BEST SATISFIES THE NEED OF UTILITY CUSTOMERS THE COMMISSIONS PROCEDURES

10 RECOGNIZE THE COMPLEXITY OF THE RESOURCE PLANNING PROCESS AND PROVIDE FOR NUMBER OF

11 THINGS

12 ESTABLISHING THE NEED FOR ADDITIONAL RESOURCES SERVING AS THE BASIS FOR

13 LONGTERM COMPETITIVE PROCUREMENT OF RESOURCES INCLUDING BUT NOT

14 LIMITED TO UTILITY CONSTRUCTION OF NEW ELECTRIC GENERATION FACILITIES THE

15 UTILITY PURCHASE OF EVISTING ELECTRIC GENERATION FAEI1ITIE AND THE

16 PURCHASE OF LONGTERM POWER SUPPLIES

17

18 MPHASIS ADDED
19

20 AS DISCUSSED IN MORE DETAIL BY WITNESS HOWELL AND LATER IN MY TESTIMONY RESOURCE

21 PLANNING AND PROCUREMENT IS COMPTEX UNDERTAKING IN SOME CASES TRADITIONAL

22 COMPETITIVE BIDDING OR RI PROCESSES ARE THE BEST MEANS OF SECURING THE APPROPRIATE NEXT

23 RESOURCE CONVERSELY IN SITUATIONS LIKE THE REDBUD TRANSACTION AN OPPORTUNITY IS BROUGHT

24 TO THE UTILITY AND IN THE BEST INTEREST OF CUSTOMERS MUST BE IMMEDIATELY EVALUATED BOTH

25 OF THCSE TYPES OF RESOURCE PLANNING PROCESSES AND DECISIONS SHOULD BE EVALUATED IN AN

26 OVERALL RESOURCE PLANNING CONTEXT WHICH IS CONSISTENT WITH MY UNDERSTANDING OF THE

27 INTENT OFTHE COMMISSIONS RULES THE COMPANY WAS PRESENTED WITH UNIQUE OPPORTUNITY

28 TO PURCHASE REDBUD WHICH IT EVALUATED IT IN THE CONTEXT OF ITS IRP AND IN ACCORDANCE WITH

29 THE SCHEDULE OFTHE UNREGULATED SELLER AND DETERMINED THAT THE ACQUISITION OF AN INTEREST IN

30 THIS PLANT WAS THE APPROPRIATE ADDITION TO ITS RESOURCE PORTFOLIO TO MEET ITS CUSTOMERS

31 NEEDS WITH REGARD TO RELIABILITY COST EFFECTIVENESS AND ENVIRONMENTAL CONSIDERATIONS NOT

GAC165 AND



CONSIDERING THE ACQUISITION OF REDBUD WOULD HAVE IN MY OPINION BEEN UNREASONABLE AND

NOT IN THE BEST INTERESTS OF THE COMPANYSCUSTOMERS

III ELFCIRIC MARKET RENDS

PLEASE DESCRIBE RECENT TRENDS IN THE NATIONAL AND REGIONAL ELECTRIC MARKET

ENVIRONMENT

IN RECENT YEARS WE HAVE SEEN NUMBER OF SIGNIFICANT CHANGES IN THE ELECTRIC POWER

MARKET KEY DRIVERS OF THE MARKET INCLUDE SIGNIFICANT MCI EASE IN CONCERNS ABOUT GHCJ

EMISSIONS ENCRGY SECURITY AND ENERGY PRICE VOLATILITY DETERIORATING MACRO ECONOMIC

10 CONDITIONS INCLUDING INFLATIONARY PRESSURES CREDIT AVAILABILITY AND RECESSIONARY CONDITIONS

ARE AFFECTING ALL SECTORS OF THE ECONOMY INCLUDING THE ELECTRIC GENERATION SECTOR

12 SCALATION OF CONSTRUCTION COSTS IS BEGINNING TO HAVE MEANINGFUL IMPACTS ON ELECTRICITY

13 PRICES WHILE THE BALANCE OF SUPPLY AND DEMAND HAS RETURNED TO MORE OF STATE OF

14 EQUILIBRIUM IN MANY PARTS OF THE MTED STATES THERE IS STILL NEED FOR RESOURCES WHICH

15 ARE CNVIRONMENTALLY FRIENDLY RELIABLE AND COST EFFECTIVE FINANCIAL MARKETS CONTINUE TO

16 HAVE CONCERNS ABOUT UTILITIES ICLIANCE ON POWER PURCHASC CONTRACTS AS WELL AS THE

17 CHALLENGES TO BUILDING LARGE BASC LOAD PLANTS OGF LIKE OTHER UTILITIES FACES

18 SIGNIFICANT CHALLENGES HARMONIZING ALL OF THESE FACTORS WHILE CONTINUING TO PROVIDE

19 ADEQUATE RELIABLE AND REASONABLY PRICED ELECTRIC SERVICE TO ITS CUSTOMERS

20

21 WHY ARE THESE TRENDS IMPORTANT

22 THEY ARE DRIVING RESOURCE INVESTMENT DECISIONS THROUGHOUT THIS COUNTRY DEMAND

23 ONTINUCS TO GROW CX WITH AN APPARCNT SLOWDOWN IN THE ECONOMY AND YET THERE ARE

24 QUESTIONS THAT REMAIN REGARDING THE ROLES THAT CAN HE PLAYED BY VARIOUS SOURCES OF SUPPLY

25 INCLUDING COAL NUCLEAR AND RICC PLANTS AND BY DEMAND SIDE MANAGEMENT DSM
26 PROGRAMS

27

28 HOWHAS THE INCREASE IN CONCERN ABOUT GHG EMISSIONS IMPACTED THE MARKET

29 HE PROSPECT OF CARBON REGULATION IS THE MAJOR FACTOR DRIVING INVESTMENT IN NEW

30 GENERATION AND DSM RESOURCES LT IS WIDELY BELIEVED THAT SOME FORM OF LEGISLATION

31 REGULATING CARBON EMISSIONS IS LIKELY ALTHOUGH NOT UNTIL AFTER THE PRESIDENTIAL ELECTION



IHE CONCERN ABOUT EINI HAS KD VARIOUS JURISDICTIONS TO SHIFT POLICIES IN FAVOR

OF RCNEWABLC ENERGY NEW NUCLEAR FACILITIES ADVANCED CLEAN COAL FACILITIES AND RENEWED

COMMITMENT TO DSM DEMAND RESPONSE MEASURES AND STRATEGIC INVESTMENT IN

TRANSMISSION UNDERSTAND THE COMMISSION IS ALSO CONDUCTING RULEMAKING PROCEEDING

TO ESTABLISH MORE AGGIESSIVE DSM TARGETS

OKLAHOMA LEADS THC FIVE SPP STATES WITH 4300 OF THE INSTALLED WIND GENERATION IN THE SPP

MARKET MORE THAN 260O OF WHICH IS OWNEDOR CONTRACTED FOR BY OGL

INSTALLED WIND CAPACITY

KANSAS 22
MISSOUN

NEWMEXICO 13
OKLAHOMA43
TEXAS 22

10

II

12 OOF CURRENTLY OWNS 120 MW OF WIND CAPACITY AND HAS PPA FOR AN

13 ADDITIONAL 50 MW OGE HAS ANNOUNCED ITS INTENTION TO DEVELOP 600 MWOF ADDITIONAL

14 WIND CAPACITY THE TRANSMISSION INVESTMENT REQUIRED TO DELIVER NEW WIND CAPACITY TO

15 OGPS LOAD AREAS IS BEING STUDIED BY THE SPP FURTHER AS DISCUSSED BY WITNESS

16 HOWCLL THE OKLAHOMA ELECTRIC POWER TRANSMISSION TASK FORCE IS EXAMINING

17 TRANSMISSION INVESTMENTS NECESSARY TO DELIVER WIND POWER TO MAJOR LOAD AREAS IN THE STATE

SPP EXPANSION PLANNING OI OKLAHOMA AND MD JANUAIY 24 2008



IN AXKAIIS THE OO7 LEGI ERCATED NEW CURN11IB TO ADDRLS GLOBAL XARMING

ISSUES ACT 696 CREATES COMMISSION TO STUDY ISSUES RELATED TO GLOBAL

WARMING AND DEVISE COMPREHENSIVE PLAN TO ADDRESS THE PROBLEM

ARE THERE PARTICULAR ISSUES WITH REGARD TO WIND POWERRESOURCES

WHILE WIND GENERATED NERGY CLEARLY HAS IOLE IN THE POWER SUPPLY MIX THE AVAILABILITY

OF WIND GENERATED ENERGY DURING TIMES OF PEAK DEMAND MAY BE LIMITED WIND ENERGY IS

CLEARLY ONLY AVAILABLE WHEN THERE IS SUFFICIENT WIND TO TURN THE TURBINES TO GENERATE

ENERGY HIS IS RECOGNIZED BY SPP IN ITS DECISION TO COUNT APPROXIMATELY 500 OF WIND

10 CAPACITY AS AVAILABLE CAPACITY FOR THE SPP SYSTEM THUS IT OGL WERE TO INSTALL

11 5OMWL OT NEW WIND CAPACITY IT WOULD RECEIVE CAPACITY CREDIT FOR APPROXIMATELY

12 HEREFORE MORE OTHER FORMS OF CAPACITY USUALLY NATURAL GAS4IRED RESOURCES

13 THAT ARE CAPABLE OF FOLLOWING LOAD ARE NECESSARY TO BACKSTOP WIND CAPACITY AND INSURE

14 THAT THERE IS ENOUCH CAPACITY AND ENERGY DURING PERIODS OF PEAK DEMAND

15

16 PLEASE DESCRIBE THE ROLE OF RENEWABLE RESOURCES IN THIS NEW ENERGY ECONOMY

17 RENEWABLE POWER GENERATION RESOURCES HAVE RECEIVED BROAD PUBLIC SUPPORT FOR ALMOST

18 TWO DECADES HE NERGY INFORMATION ADMINISTRATION PROJECTS THAT WITH

19 CONTINUED POLICY PUSH TECHNOLOGICAL ADVANCEMENT AND HIGHER FOSSIL TUEL PRICES NON

20 HYDRO RENEWABLES WILL GROW BY 100 PER YEAR AND COULD ACCOUNT FOR 1100 OF ELECTRIC

21 PRODUCTION BY 2030

22

23 ARC OTHER NON OR MINIMALLY CHG EMITTING GENERATING RESOURCES AVAILABLE TODAY

24 NO WITH SUFFICIENT TIME HOWEVER BELIEVE NEW NUCLEAR GENERATION AND ADVANCED CLEAN

25 COAL FACILITIES WILL BE COMMERCIALLY AVAILABLE CURRENT PRIMARY HURDLE TO BOTH IS COST

26 AND DEVELOPMENT LEAD TIMES THERE IS STRONG OPPOSITION TO NEW CONVENTIONAL COALFIRED

27 GENERATION ADVANCED TECHNOLOGIES WITH C02 CAPTURE AND SEQUESTRATION ARE YEARS AWAY

28 FROM COMMERCIAL VIABILITY IN ADDITION IT IS VIRTUALLY CERTAIN THAT NEW NUCLEAR PLANTS ALSO

LI ANNUAL ENERGY OUTLOOK 2008 OVERVIEW



WILL REQUIRE NIUIIY YEDIS FUR PLUMNING AND ON NATURAL GA
RESOURCES CONTINUE TO BE THE MOST CCOFL MICAL AND TIMELY OF THE LESSER EMITTING

RESOURCES AVAILABLE TODAY

WHAT ARE YOUR CONCLUSIONS REGARDING THE COMBINATION OF MORE ROBUST RENEWABLES

DEVELOPMENT AND DSM PROGRAMS TO SATISFY THE NEAR TO MID TERM NEED FOR

GENERATION

DO NOT BELIEVE THCSE RESOURCES WILL BE SUTFICIENT TO SATISFY NEAI TO MIDDERM NEEDS HIS

IS EVEN MORC UNLIKELY IF WE ARC TO CONSIDER THE NEED FOR RESOURCE TO BE BASED ON BOTH

10 THE ABILITY TO SERVE LOAD AND THE ABILITY TO REDUCE GLIG EMISSIONS HE FPRI STUDY

11 REFERENCED EARLY IN MY TESTIMONY CONCLUDED THAT IN ORDER TO RETURN TO 1990 LEVELS FOR C02

12 EMISSIONS FROM THE POWER SECTOR THE TARGET STUDIED ON NATIONAL LEVEL ALL OF THE

13 FOLLOWING MUST BE ACHIEVED OVER THE NEXT 23 EARS

14 GROWTH IN RENEWABLE GENERATION MUST TRAPLE

15 ENERGY EFFICIENCY MEASURES MUST SLOW LOAD GROWTHBY PER YEAR

16 THE RATE OF EFFICIENCY IMPROVEMCNT IN CLEAN COAL TECHNOLOGIES MUST DOUBLE AND

17 THOSE TECHNOLOGIES MUST BE RETROFITTCD INTO ABOUT ONE HALF OF THE EXISTING COAL FIRED

18 FLEET

19 CARBON CAPTURC AND SEQUESTRATION MUST BE WIDELY DEPLOYED AT COAL PLANTS AFTER

20 2020

21 MAJOR BREAKTHROUGHS IN PLUG IN HYBRID ELECTRIC VEHICLES WHICH CAN BE UTILIZED AS

22 RESOURCES ON AN INTELLIGENT GRID MUST BE ACHIEVED AND THOSE VEHICLES MUST

23 ACHIEVE 3QU MARKET SHARE BY 2030 AND

24 THE ROLE OF DISTRIBUTED ENERGY RESOURCES INCLUDING DISTRIBUTED SOLAR MUST BE

25 INCREASED FROM LESS THAN 0100 OF BASELOAD REQUIREMENTS TO AT LEAST 500 OF BASELOAD

26 REQUIREMENTS

27 ACHIEVING ANY ONE OF THESE OBIECTIVES WOULD BE CHALLENGE ACHIEVING THE ORG TARGET

28 STUDIED BY LPRI REQUIRES THAT EVERY SINGLE ONE OF THESE STRATEGIES BE FULLY SUCCESSFUL

ID

10



OU MENTIONED EUN EAST AS DRNECS OF ENERGY MARKET TRENDS

PLEASE EXPLAIN

AS REFERENCED BY COMPANY WITNESS ANGSTON IN HIS TESTIMONY IN AUSE NO PUL

200700012 MAJOR DRIVER OF ENERGY PRICES IS THE COT OL BUILDING NEW GENERATION IN THE

PAST SEVERAL YEARS CONSTRUCTION COST COMPONENTS HAVE DRAMATICALLY INCREASED RAW

MATERIALS STECI CEMENT AND MANUFACTURED PRODUCTS WIRE CABLE COSTS HAVE

INCREASED DUE TO HIGH GLOBAL DEMAND AND WEAKENING DOLLAR AS WELL AS INCREASED

PRODUCTION AND TRANSPORTATION COSTS LABOR COSTS HAVE GROWN ADDITIONALLY LARGE

ENGINCERING PROCUREMENT AND CONSTRUCTION LPC FIRMS EXPERIENCED 3700 INCREASE IN

10 THE BACKLOG OF CONTRACTS FROM 2005 TO 2006 WHICH MAY BE EXPECTED TO DECREASE THE COST

11 COMPETITIVENESS OF PROPOSALS HIS TREND WAS DISCUSSED IN DETAIL IN RECENT STUDY

12 PREPARED FOR THE LDISON FOUNDATIOIV

13

14 EHE RAPID INCREASES EXPERIENCED IN UTILITY CONSTRUCTION COSTS HAVE RAISED

THE PRICE OF RECENTLY COMPLETED INFRASTRUCTURE PROJECTS BUT THC IMPACT HAS

16 BEEN MITIGATED SOMEWHAT TO THE EXTENT THAT CONSTRUCTION OR MATERIALS

17 ACQUISITION PRECEDED THE MOST RECENT PRICE INCREASES HE IMPACT OF RISING

18 COSTS HAS MORC DRAMATIC INCREASE ON THE ESTIMATED COST OF PROPOSED

19 UTILITY INFRASTRUCTURE PROJECTS WHICH FULLY INCORPORATE IECENT PRICE TRENDSI

20

21 FHE STUDY SPECIFICALLY HIGHLIGHTS THC COST OF NEW COMBUSTION TURBINES KEY ELEMENT OF

22 NEW COMBINED CYCLE FACILITY AS RISING 1800 IN 2006 NEARLY 10 TIMES THE RATE OF INFLATION

23 71 HE OVERALL INCREASE IN CONSTRUCTION COSTS CAN BE SEEII BY THC TREND IN THE HANDYWHITMAN

24 INDEX BELOW

KIPNG DAY ON UCTION STV SOURECS AND IMPACH OO7 PREPARED FOR THE LDISON OUNDATION

PRCPARED BY THE BRATDE GROUP

IDP3
IDP

11



HANDYWHITMAN INDEX

COST TRENDS OF ELECTRIC UTILITY CONSTRUCTION SOUTH CENTRAL REGION

GAS FIRED STEAM PRODUCTION PLANT EQUIPMENT

JAN1998 JULY 2007

550

500

450 NDEX

350

PLEASE DESCRIBE THE HANDY WHITMAN INDEX

THE HANDYWHITMAN INDICES SHOW THE LEVCL OF COSTS FOR DIFFERENT TYPES OF UTILITY

CONSTRUCTION SEPARATE SETS OF INDICES ARE PUBLISHCD FOI THE ELECTRIC GAS AND WATER

INDUSTRIES EACH SET INDICE IS MAIPTAIN GENERAL TERN OF CONSTRUCTION SUCH

REINFORCED CONCRETE AND SPECIFIC ITEMS OF MATERIAL OR EQUIPMENT SUCH AS PIPE OR TURBO

GENERATORS FHESE PUBLICATIONS ARE USED BY REGULATORY BODIES OPERATING BODIES OPERATING

UTILITIES SERVICE COMPANIES VALUATION ENGINEERS AND EQUIPMENT INDUSTRIES HANDY

10 WHITMAN INDEX NUMBERS ARE WIDELY USED TO TREND EARLIER VALUATIONS AND ORIGINAL COST AT

11 PRIECS PREVAILING AT CERTAIN DATE FHEY ARE THE ONLY PUBLISHED CONSTRUCTION COST INDICES

12 SPECIFICALLY TAILORED TO THC UTILITY INDUSTRY THE ELECTRICAL INDICES HAVE BEEN PUBLISHED

13 SEMIANNUALLY SINCE 1924 AND COMPILE CONSTRUCTION COST INDICES FOR VARIOUS CATEGORIES OF

14 PLANT CAPITAL FOR THE ELECTRIC UTILITY INDUSTIY

15

16 HAVE NATURAL GAS PRKES INCREASED AS WELL

17 YES AS DESCRIBED BY WITNESS HOWELL OGF UPDATED TUEL FORECASTS PREDICT HIGHER

18 AND MORE VOLATILE COMMODITY PRICES HE LACK OF NEW COAL GENERATION IS EXPECTED TO

12



DRIVE WHOLESALE ELECTXIC PIICES IGHE US WELL US SUCH PRICCS WALL AEFLCC4 NEW GUS

CONSTRUCTION COSTS WHICH AS NOTED ABOVE MAY EXCEED 900KW

PLEASE DESCRIBE THE CHANGING BALANCE OF SUPPLY AND DEMAND ACROSS THE COUNTRY

AS DISCUSSED IN MY TESTIMONIES FILED IN CAUSE NO PUD 200500151 SUBSTANTIAL

IMBALANCE OF SUPPLY AND DCMAND EXISTED DURING THE 20012002 PERIOD HAS IMBALANCE

WAS DRIVEN BY COMBINATION OF REDUCED POWER DEMAND COUPLED WITH THE SIGNIFICANT

NUMBER OF MERCHANT PLANTS BEING DEVELOPED IN ANTICIPATION OF PERCEIVED DEREGULATION

OPPORTUNITIES

10

II IN RECENT YEARS SUPPLY AND DEMAND HAS RETURNED TO MORE OF AN EQUILIBRIUM CONDITION

12 DEMAND HAS GROWN STEADILY ANNUAL AVERAGE GROWTH OF APPROXIMATELY 4300 BETWEEN

13 2004 AND 2006 AT THE SAME TIME GROWTH IN SUPPLY HAS DRAMATICALLY TAPERED OFF

14 APPROXIMATELY 700 OVER THC SANIE TIME PERIOD HE RESULTING CAPACITY ESERVE

15 MARGINS DECLINED FROM HIGH OF 2100 IN 2004 TO MORE MODERATE 1600 IN 2006 HIS

16 STATE OF EQUILIBRIUM IS EXPECTED TO CONTINUE OVER THE COINING YEARS AND ALTHOUGH COAL IS

17 AMONGTHE LEAST DESIRABLC RESOURCES FROM 0110 PERSPECTIVE IT IS EXPECTED TO CONTINUE ITS

18 PROMINENT PLACE IN OUR NATION RESOURCE PORTFOLIO OF COURSE THE BALANCE OF SUPPLY AND

19 DEMAND IS MOST IMPORTANT IN THE RELEVANI MARKET AREA

20

21 WHAT HAS BEEN THE EXPERIENCE IN THE SPP MARKET

22 AS DESCRIBED BY WITNESS HOWELL DUE TO OVERBUILDING EARLIER IN THE DECADE SPP IS IN

23 EXCESS CAPACITY STATUS FOR THE NEARTENN NORTH AMERICAN LLECTRIC RELIABILITY

24 CORPORATIONS NLRCS 2007 RELIABILITY ASSESSMENT PROJECTS HIGHER AVEIAGE ANNUAL

25 ENERGY LOAD GROWTH IN SPP 180O AS COMPARED TO 1300 IN ITS 2006 ASSESSMENT AS

26 DISCUSSED BY WITNESS HOWELL O0 HAS ARRANGED SUPPLIES TO MEET DEMAND IN

27 20082009 BUT HAS PROJECTED 400 MWNEED FOR ADDITIONAL CAPACITY IN 2010 INCREASING

28 BY APPROXIMATELY 100 MWIN SUBSEQUENT YEARS

10
SOURCE LI ICEROC WCR AL 2006 REIEA TOBER O0 NEXT IPDAAC OCTOBER 0O8

ID
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ARV THVRV OTHET NOTABLE TRENDS OR DEXELOPMENTS IN THE SPP MARKET

YES SPP IS PRIMARILY BILATERAL MARKET IN WHICH POWER TRADES ARE THE RESULT OF

NEGOTIATED CONTRACTS BETWEEN SPECIFIC POWER SELLERS AND BUYERS SPP DOES NOT HAVE

SEPARATE CAPACITY MARKCT AS RESULT SPP IS SOMEWHAT LESS FLUID AND TRANSPARENT THAN

OTHER ENERGY MARKETS

ON 2007 HOWEVER SPP LAUNCHED ITS ENERGY IMBALANCE SERVICES LIS
MARKET IMBALANCE ENERGY IS PRICED USING LOCATIONAL IMBALANCE PRICING LIP HIS

LOCATIONSPECIFIC IMBALANCE PRICING VARIES BASED ON MARKET CONDITIONS AT THE TIME OF THE

10 IMBALANCE HE MARKET PARTICIPANT THAT NEEDS THE ENERGY SUCH AS AN ENTITY LIKE OUL
11 WHICH SERVES LOAD PAYS FOR THE AMOUNT OF INCREASE OR DECREASE IN GENERATION AT THE LIP

12 THE INTENT OF THE IP MARKET IS TO INCREASE MARKET COORDINATION TRANSPARENCY AND

13 LIQUIDITY

14

15 IN ADDITION SPP IS WORKING ON L11V OVERLAY STUDY TO ASSESS THE VIABILITY OF CREATING

16 SUPERHIGHWAY OF EXTRA HIGH VOLTAGE TRANSMISSION LINES 345KV 500 KV AND 765 KV

17 OR GREATER IF THE REDBUD ACQUISITION BY OGF GOES FORWARD THE IMPACT ON

18 TRANSMISSION COSTS REGIONAL MARKET PRICES AND THE ABILITY TO IMPORT AND EXPORT POWER WILL

19 NEED TO BE ASSESSED

20

21 HOWHAVE THE FINANCIAL MARKETS REACTED TO THESE TRENDS IN THE ELECTRIC MARKETS

22 FINANCIAL MARKETS HAVE REACTED IN SEVERAL WAYS FIRST TIGHTENING CREDIT MARKET IS

23 MAKING IT NMCH MORE JIFFICUL TO OBTAIN PRJECT FINANCING FOR NEXX DEX ELOPMENT AS AS

24 TO FINANCE DEALS INVOLVING NEW ASSETS

25

26 HE MAJOR RATINGS AGENCIES CONTINUE TO VIEW FIXED OBLIGATIONS UNDER POWER PURCHASE

27 CONTRACTS AS DEBT EQUIVALENTS OR SUBSTITUTES FOR DEBTFINANCED CAPITAL INVESTMENTS IN

28 GENERATION CAPACITY HUS THE USE OF PPAS MAY RESULT IN THE IMPUTATION OF DEBT BY THE

29 RATINGS AGENCIES

14



HE FLIIUIICIAL COMMUNITY ALSC COUCCMCD ABOUL AG AND THE CHA1LCNGC TO LARGE BASE

LOAD COAL AND NUCLEAR PLANTS BREE OF THE NATION LARGEST INVESTMENT BANKS CITIGROUP

INC JPMORGAN CHASE CO AND MORGAN STANLEY RECENTLY ARTICULATED NEW

EN IRONMENTAL STANDARDS TO HCLP LENDERS EVALUATE THE RISKS ASSOCIATED WITH INVESTMENTS IN

COAL FIRED POWER PLANTS HE GENESIS OF THESE BANKS NEW STANDARDS IS THEIR BELIEF THAT THE

GOVERNMENT WILL CAP GIIG EMISSIONS FROM POWER PLANTS CAUSING THE BANKS TO

REQUIRE UTILITIES SEEKING FINANCING TO DEMONSTRATE THE ECONOMIC VIABILITY OF THEIR PROJECTS

EVEN UNDER FEDERAL CAPS ON CARBON DIOXIDE AS WELL AS TO ENCOURAGE ENERGY EFFICIENCY

RENEWABLES AND LOW CARBON DISTRIBUTED ENERGY TECHNOLOGIES
I2

10

11 WE HAVE TO WAKE UP SOME PEOPLE WHO ARE ASLEEP JEFFREY HOLZSCHUH

12 VICE CHAIRMAN OF INSTITUTIONAL SECURITIES AT MORGANSTANLEY
I3

13 WHAT IS EARTHSHAKINGLY DIFFERENT BETWEEN NOW AND TWO YEARS AGO IS THE

14 FOCUS ON CO2 URIC ORNELL VICE CHAIRMAN OF NATURALRESOURCES BANKING

15 AT JPMORGAN CHASE
I4

16 EADING UTILITIES AND FINANCIAL INSTITUTIONS UNDERSTAND THAT THE RULES OF THE

17 ROAD HAVE CHANGED FOR COAL HESE PRINCIPLES ARE FIRST STEP IN

18 FACILITATING AN HONEST ASSESSMENT OF ELECTRIC GENERATION OPTIONS IN LIGHT OF

19 THE OBVIOUS AND PRESSING NEED TO SUBSTANTIALLY REDUCE NATIONAL GREENHOUSE

GAS POL1UUON MARK BROWNSTEIN MANAGING DIRECTOR OF BUSINESS

21 PARTNERSHIPS ENVIRONMENTAL DEFENSE

22 WHAT ARE YOUR CONCLUSIONS REGARDING THE IMPACT OF THE TRENDS IN THE ELECTRIC MARKET

23 ON THE COMPANYS DECISION TO PURSUE REDBUD

XPPROPRIATELY ALUING THE REDBUD OPPORTUNITY MUST INCLUDE CONSIDERATION OF THE STATE OF

25 THE ELECTRIC MARKET SUPPLY AND DEMAND BALANCE NEARTERM VIABILITY OF VARIOUS RESOURCE

26 OPTIONS IMPLICATIONS AND NEW BUILD CONSIDERATIONS REDBUD ON ITS FACE IS AN

27 ATTRACTIVC RESOURCE GIVEN THESE CONSIDERATIONS

WAI SIRCLI SHOWS SKCPL CISM OVAR COAT NEWYORK LIMES FEBRUARY 2008 A6

ID

ID

ITIGROUP IF VORGAN AND MOIGAN STANLEY UNIED CARBON PRINCIPLES NVIRONMENTAL LEADER FEBRUARY

2008
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THE DECISION TO CONSIDER THE ACQULSI HON OF RFDBUD

PLEASE DESCRIBE YOUR UNDERSTANDING OF HOW THE COMPANY CAME TO CONSIDER THE

ACQUISITION OF REDBUD

OMPANY WITNESS ANGSTON DESCRIBED THE COMPANYS DECISION THE OPPORTUNITY AND THE

PROPOSED ACQUISITION IN DETAIL IT IS MY UNDERSTANDING THAT OGE WAS ATTRACTED TO

REDBUD BASED ON SEVENI TACTORS INCLUDING ITS LOCATION WITHIN OGPS CONTROL AREA AGE

AND CONDITION OF THE PLANT PORTFOLIO FIT TO MCET NEARTERM CAPACITY NEEDS PRICE AND AS

HEDGE AGAINST HIGHER C02 PRICES AND TIGHTENING SPP MARKET

10 WAS IT APPROPRIATE FOR OGE TO CONSIDER THE ACQUISITION OF REDBUD OUTSIDE OF

11 FORMAL RFP PROCESS

12 YES AS NOTED EARLIER IN MY TESTIMONY THE COMMISSIONS PROCEDURES RECOGNIZE THE

13 COMPLEXITY OF THE RESOURCC PLANNING PROCESS IN SOME CASES TRADITIONAL COMPETITIVE

14 HIDDMG RIP PROCESSES ARC THC HCST MEANS OF SECIIRAR THE APPROPRIATE NEXI RESOURCE

15 IN OTHER SITUATIONS AN OPPORTUNITY LIKE REDBUD IS AVAILABLE TO THE UTILITY AND IN THE BEST

16 INTEREST OF CUSTOMERS MUST BE IMMEDIATELY EVALUATED

17

18 IT WAS PRACTICAL IMPOSSIBILITY FOR OGI TO EVALUATE REDBUD AND SIMULTANEOUSLY

19 CONDUCT AN RI PROCESS KELSON ARTICULATED SPECIFIC SCHEDULE FOR THE SUBMITTAL OF BIDS

20 TO ACQUIRC REDBUD ALTHOUGH THC ORIGINAL SCHEDULE WAS SHORTER OGL WAS REQUIRED TO

21 SUBMIT ITS INITIAL BID ON NOVEMBER 15 2007 PROVIDING LITTLC MORE THAN TWO MONTHS

22 BCFORE THE AGREEMENTS WERE EXECUTED IT CAN TAKE UP TO YEAR TO CONDUCT AN RFP PROCESS

23 TO ADD SIGNIFICANT LONG TERNI MESOUICE TO DIE PORTFOLIO HERE WAS IIISUFFIEIENT TIME FOR

24 OGF TO CONDUCT AND RFP PROCESS DURING THE REDBUD SALE PROCESS

25

26 HE FACT THAT THERE WAS INSUFFICIENT TIME TO CONDUCT AN RI PROCESS DOES NOT IN ANY WAY

27 REFLECT ON THE COMPANYS DECISION TO EVALUATE AND ULTIMATELY PURSUE THE ACQUISITION OF

28 REDBUD ON BEHALF OF ITS CUSTOMERS MANAGEMCNT MADE THE APPROPRIATE AND PRUDENT

29 DCCISION TO EVALUATE UNIQUE OPPORTUNITY AT THE TIME IT WAS PRESENTED AS DESCRIBED BY

30 WITNCSSES LANGSTON AND HOWELL THE COMPANY EVALUATED THE RESOURCE IT IN THE CONTEXT OF

31 OGLS LRP AND DETERMINED THAT THE ACQUISITION OF AN INTEREST IN THIS PLANT IS THE

16



APPROPRIAIE ADDITION TO ITS RE OURCE PONLONO TO MEET ITS CUSTOMERS NEEDS WITH

APPROPRIATC EONSIDEIATION OF RELIABILITY COST EFFECTI ENESS AND ENVIRONMENTAL

CONSIDERATIONS CONCUR WITH THE OMPANY

WERE THERE OTHER OPPORTUNITIES AVAILABLE TO OGE AT THE TIME OF THE REDBUD

ACQUISITION THAT IT DID OR SHOULD HAVE CONSIDERED

OG1 PERIODICALLY TESTS THE MARKET THROUGH RIP PROCESSES IHE MOST RECENT RIP TOR

CAPACITY IN THE 2OO8 TAME PERIOD RESULTED IN APPROXIMATELY TEN BIDS BUT ONLY TWO OF

THE PROSPECTIVE SELLERS COULD ACTUALLY DELIVER TO OGF OGB ULTIMATELY EXECUTED AN

10 AGREEMENT TO PURCHASE 300 MWOT REDBUD CAPACITY FOR 2008 AND 2009

11

12 YOU STATED THAT REDBUD PRESENTED UNIQUE OPPORTUNITY PLEASE EXPLAIN

13 AS DCSCRIBED BY WITNESS ANGSTON REDBUD HAS NUMBER OF ATTRIBUTES WHICH MAKE IT AN

14 ETREMELV AND UNIQI LY AITRACTIVE MSOIIREE TO CUSTOMERS FIRST REDBUD IS

15 LOCATED WITHIN THE SPP WESTC ENTRAL SUBREGION JUST OUTS DE OF OKLAHOMA CITY WITHIN

16 OGB CONTROL AREA DUC IN LARGE PART TO ITS GEOGRAPHIC PROXIMITY TO LOAD OG1 HAS

17 PERIODICALLY RELIED UPON REDBUD FOR PEAKING POWER KS THE SPP MARKET TIGHTENS OVER

18 TAME OGF WOULD LIKELY HAVE NEEDED TO ACQUIRE REDBUD CAPACITY AND ENERGY AT

19 INCREASINGLY HIGHER PRICES OGF ACQUISITION OF REDBUD ELIMINATES THIS ADVANTAGE

20 FURTHER THE LOCATION OL REDBUD SHOULD RESULT IN THE LOWEST EXPENDITURES FOR TRANSMISSION

21 AND SYSTEM INVESTMENTS BY OGF
22

23 SEWND OWNECUF MAJORITY INTEREA IN AND OPERATIONAL CONTROL OF REDBUD PRESENTS

24 NUMBER OF ADVANTAGES OGF HAS PROVEN ITSELF TO BE STRONG OPERATOR IT IS REASONABLE

25 TO EXPECT THAT IN HANDS REDBUD WILL BE WELLRUN FHROUGHOGF OPERATIONS

26 AND MAINTENANCE PRACTICES IT WILL PRESERVE THE LONGTERM VALUE OT THE ASSET INCLUDING

27 EFFICIENCY RELIABILITY AND AVAILABILITY OGF PARTNERS GRAND RIVER DAM AUTHORITY

28 AND THE OKLAHOMA MUNICIPAL POWER AUTHORITY WILL SHARE

29 PROPORTIONATE TO THEIR RESPECTIVE OWNERSHIP INTERESTS IN ALL COSTS AND OUTPUT

17



THIRD GAS FIRED GENCRANON IS THE ONIY VIABIE INCREMENTAL RND TCRM OPIION AVAILABLE AT

THIS POINT IN TIME HE LEADTIME AND ENVIRONMENTAL ISSUES ASSOCIATED WITH COALFIRED

GENERATION MAKE IT UNVIABLE OGT IS ALREADY ACTIVELY PURSUING SIGNIFICANT RENEWABLE

WIND AND DSM INVESTMENTS AS DISCUSSCD BY WITNESS HOWELL GAS FIRED GENERATION

IS THE BEST BR OGT MIDTERM NEEDS

FINALLY AS DISCUSSED BY WITNESS LANGSTON THE ACQUISITION OF REDBUD IMPROVES OGFS
OVERALL SUPPLY PORTFOLIO IN PARTICULAM REDBUD WILL SUBSTITUTE FOR COMBINED

CYCLESCOMBUSTION TURBINES OR PPAS BASED ON THESE TYPES OF PLANTS TO SERVE LOAD AND

10 IMPROVE THE OVERALL EFFICIENCY AND RELIABILITY OF THE COMPANY PORTFOLIO EG IMPROVED

11 HEAT RATE AS COMPARED TO OLDER GASFIRED PLANTS REDBUD WILL ALSO MAKE IT POSSIBLE FOR

12 OGL TO EXPAND ITS COMMITMENT TO WIND ENERGY

13

ARE THERE ADDITIONAL OPPORTUNITIES PRE HY REDBUD WHICH OTHER AITERNATIVE DO

15 NOT OFFER

16 YES ALTERNATIVES TO THE REDBUD ACQUISITION INCLUDE INCREASED RENEWABLES OR DSM

17 CONTRACTING FOR SUPPLICS OR BUILDING NEW PLANT HAVE ADDRESSED THE COMPANYSEFFORTS

18 WITH REGARD TO RENEWABLES AND DSM AND CONCUR WITH THE COMPANYS OTHER WITNESSES THAT

19 OG1 IS ACTIVELY AND APPROPRIATELY PURSUING THESE RESOURCES

20

21 DUE TO THE WAY IN WHICH THE REDBUD OPPORTUNITY AROSE CONTRACTING WITH MERCHANT

22 GENERATOR FOR POWER SUPPLIES WAS NOT VIABLE OPTION THERE SIMPLY WAS INSUFFICIENT TIME

23 TO CONDUCT OLIEITATIOU FUITHER AS DISEU DETAIL IN MY TESTIMONIES IN CAUSE NO

24 PUD 200500151 AND HIGHLIGHTED EARLIER IN MY TESTIMONY THE MERCHANT POWER SEGMENT OF

25 THE SPP MARKET HAS FACED NUMBER OF CHALLENGES THAT HAVE HAD NEGATIVE CONSEQUENCES IN

26 THE FINANCIAL MARKETS IN PARTICULAR THE POTENTIAL FOR RATINGS AGENCIES TO IMPUTE DEBT

27 RELATED TO PPAS WHEN CONSIDERING CREDIT RATINGS ACQUIRING CONTROLLING OPERATING

28 INTEREST IN REDBUD DOES NOT COME WITH THESC NEGATIVE ATTRIBUTES

29

30 ASIDE FROM THE FACT THAT OC COULD NOT FLOW CONSTRUCT NEW POWER PLANT IN TIME TO

31 SATISFY ITS NEED FOR INCREMENTAL POWER THE ACQUISITION OF REDBUD INSULATES THE COMPANY

18



FROM LOST RISK XS DI IFI SEETTON UF MY TC4LMONY THE PRICE PAID BY THC

COMPANY FOT REDBUD IS LOWER THAN THE COST OF NEW CONSTRUCTION URTHER AS DISCUSSED IN

SCCTION II OF MY TESTIMONY CONSTRUCTION COSTS HAVC DRAMATICALLY ESCALATED OVER TIME AS

STEE1 IN THE GROUND REDBUD IS NOT SUBJECT TO DEVCLOPMENT AND CONSTRUCTION COST RISKS

AND HAS INTERCONNECTIONS IN PLACE TO NATURAL GAS AND ELECTRIC TRANSMISSION FACILITIES

FURTHER THE ACQUISITION OF REDBUD DECREASES THE NEED TO PURCHASE POWER IN TIGHTENING

SPP MARKET JIHE ACQUISITION OF REDBUD LOCKS IN FAVORABLC PRICE FOR CAPACITY REMOVING

BOTH CONSTRUCTION COST RISK AND INCREASING PURCHASE POWER COSTS

10 WAS OGES DECISION TO PURSUE THE ACQUISITION OF REDBUD PRUDENT

11 YES HE COMBINATION OF ALL OF THESE BENEFITS OFFCRED BY REDBUD COUPLED WITH THE

12 FINANCIAL VALUE OF THE PLANT DESCRIBED IN SECTION OF MY TESTIMONY SUPPORT THC PRUDENCE

13 OF THE COMPANYS ACTIONS AND DECISIONS NOT CONSIDERING THE ACQUISITION OF REDBUD

14 WOULD HAVE IN MY EXPERT OPINION BEEN UNMEASONABLE AND NOT IN THE BEST INTERESTS OF THE

15 COMPANY CUSTOMERS

16

17 ASSFSSMI NI OF HF VALUL PAID REDBUD

18 PLEASE DESCRIBE THE VALUATION YOU PERFORMED OF REDBUD

19 HE OBJECTIVE OF MY VALUATION STUDY WAS TO ESTABLISH THE RANGE OF VALUE THAT OGL AND

20 ITS CUSTOMERS WOULD ENJOY AND THEREFORE SHOULD BE WILLING TO PAY FOR REDBUD THE

21 VALUATION STUDY CONSISTED OF THREE PARTS IRST CALCULATED THE MERCHANT VALUE OF THE

22 PLANT USING DISCOUNTED CASH FLOW DCF MODEL VALUE PRESENT VALUE

NALYYS THE MERCHANT VALUE PRESENT ALUE NALY SS ATTEMPTED TO QUANTIFY ON

24 DCF BASIS THE VALUE OF THE PLANT IN THE MARKETPLACE TODAY AS MERCHANT PLANT IN THEORY

25 IN ORDER TO ACQUIRE REDBUD OGL AND ITS PARTNERS NEED TO PAY WHAT BOTH THE SELLER AND

26 THE MARKET GENERALLY BELIEVE TO BE THE PLANT MARKET PRICE IF OGF HAD THE

27 OPPORTUNITY TO CONDUCT AN RFP THE REDBUD PLANT WOULD HAVE BEEN COMPARED TO OTHER

28 MERCHANT FACILITIES OFFERED IN RESPONSE TO THE RFP DETERMINING THE MERCHANT VALUE OF

29 THE PLANT TO OGL IS ONE ELEMENT IN ESTABLISHING PRUDENT VALUATION FOR REDBUD

19



NCXT PERTUIMCD AN ANALYSH UT WHAT IT WOULD CO TO BUILD NEW PLANT LIKE REDBUD

TODAY BUILD VALUE ANALYSIS GIVEN OGF CURRENT SHORT TERM SUPPLY SURPLUS

ONE WOULD EXPECT SOME DISCOUNT OFF FULL NEW BUILD COSTS

HIRD EXAMINED OTHER RECENT TRANSACTIONS TOR GAS FIRED GENERATING PLANTS OMPARABLE

VALUE ANALYSIS WHILE MY OMPARABLE VALUC ANALYSIS WAS CHALLENGED BY THE LACK OF

MEANINGFUL SAMPLE OF SIMILAR TRANSACTIONS IT STILL PROVIDES VALUABLE INPUT REGARDING THE

MARKETPLACE FOR GAS FIRED GENERATING PLANTS

10 INALLY ESTABLISHED THE RANGE OF REASONABLE VALUES FOR THE PLANT IN CONSIDERATION OF EACH

11 OF THE ABOVE ANALYSES AND MY ASSESSMENT OF OTHER STRATEGIC VALUE OFFERED BY THE PLANT

12

13 PLEASE DESCRIBE THE MERCHANT VALUE PRESENT VALUE ANALYSIS

14 THE MERCHANT VALUE VALUE ANALYSIS RELIED UPON DC MODEL DCF ANALYSIS

15 CALCULATES THE CURRENT VALUE THE NET PRESENT VALUE OR NPV OF AN ASSET BASED UPON THE

16 ESTIMATE OF ITS FUTURE AFTER TAX CASH FLOWS DISCOUNTED TO CURRENT OR PRESENT VALUE AT AN

17 APPROPRIATE AFTER TAX DISCOUNT RATE DC ANALYSIS IS COMMONLY USED TOOL FOR THIS TYPE OF

18 FINANCIAL EXAMINATION AND IS USED BY MOST ACQUIRERS AND INVESTORS WHEN VALUING ASSETS

19

20 HE KEY INPUTS TO PRESENT VALUE ANALYSIS INCLUDE FORECASTS OF REVENUE EXPENSES FUTURE

21 CAPITAL EXPENDITURE REQUIREMENTS INCOME TAX RATES AND THE DISCOUNT RATE FOR MERCHANT

22 PLANT REVENUE IS BASED ON SELLING ENERGY AND CAPACITY INTO THE MARKET GOING FORWARD

23 INCLUDING SHORT TERM SALES AND POTENTIALLY LONGER TERM SALE UNDER CONTRACTS EHE ABILITY

24 TO GENERATE REVENUE DEPENDS ON THE EXPECTED MARKET OR CONTRACT PRICING FOR ELECTRICAL

25 ENERGY AND CAPACITY COUPLED WITH THE PLANTS OPERATING AND LOCATIONAL CHARACTERISTICS

26 EXPENSES INCLUDE THE COST OF FUEL NATURAL GAS AND THE FIXED AND VARIABLE OPERATING COSTS

27 OF OPERATING THE PLANT WHICH INCLUDES TAXES OF VARIOUS TYPES FUTURE CAPITAL

28 EXPENDITURES INCLUDE THOSE REQUIRED EXPENDITURES TO MAINTAIN THE PLANTS OPERATING

29 PERFORMANCE AND MAKE REGULAR AND NECESSARY OVERHAULS OR REPLACEMENT OF EQUIPMENT

20



THE DISCOUIIT RATE UI CUST OF CAPITAL IS THE RATE AT WHICH THE AFTER TAX CASH FLOWS ARE

DISCOUNTED TO DETERMINE THE PRESENT VALUE OF PROJECT IN THEORY THE DISCOUNT RATE IS

THE RATE OF RETURN THAT INVESTORS WOULD REQUIRE ON PROJECTS AND INVESTMENTS WITH SIMILAR

RISK CHARACTERISTICS TO THE PROJECT BEING ANALYZED

HC NPV RESULT OF THE DCI MODELING IS AN IMPORTANT INDICATOR OF THE APPROPRIATE

VALUATION OF THE PLANT HOWEVER THIS AS NOT THE ONLY METHOD OF VALUING THE PLANT AND

THERE MAY BE REASONS TO PAY MORC OR LESS THAN THE DCL VALUE AS WILL DISCUSS LATER IN MY

TCSTIMONY

10

II PLEASE DESCRIBE TH KEY INPUTS AND ASSUMPTIONS UNDERLYING YOUR DCF ANAIYSIS

AS NOTED ABOVE DCL ANALYSIS REQUIRES FORECAST OF EXPECTED FUTURE REVENUES AND COSTS

DEVELOPED THE NECESSARY INFORMATION BASED ON NUMBER OF SOURCES INCLUDING PLANT

14 COSTS INFORMATION RECEIVED FROM KELSON THE SELLER DURINE THE DUE LIGENCE PROCESS

15 WHICH WAS MODIFIED SOMEWHAT BY OGI BASED ON THEIR KNOWLEDGE OF THEIR SIMILAR

16 PLANTS SUCH AS MCCLAIN VARIOUS FORECASTS ENERGY AND CAPACITY PRICES FUEL COSTS

17 02CARBON TAXES FROM THE FORECASTING FIRM OF GLOBAL FNERGY DECISIONS OLD WHICH

18 WAS RETAINED BY 0GL TO PERFORM THESE ANALYSES AND MY OWN PROFESSIONAL EXPERTISE

19 VNDCRLYING ALL ELEMENTS OF THE VALUATION WERE THE FOLLOWING ASSUMPTIONS

20 JANUARY 2009 START DATE FOR THE VALUATION WHICH ASSUMES THAT OWNERSHIP OF

21 THE PLANT WOULD TRANSFER TO 0GL ON THAT DATE

22 AN ANALYSIS PERIOD OF 30 YEARS FROM THE JANUARY 2009 START DATE WHICH ASSUMES

23 USEFUL LIFE OF THE PLANT OF APPROXIMATELY 34 YEARS GIVEN THAT THE PLANT ENTERED

24 SERVICE IN MID 2004

25

26 PLEASE DISCUSS YOUR REVENUE PROJECTIONS METHODOLOGY

27 0OL ENGAGED OLD TO DEVELOP REVENUE FUEL COSTS AND OPERATING FORECASTS FOR THE

28 PLANT AS NOTED EARLIER THE GOAL OF THE DCL ANALYSIS IS TO DETERMINE THE MARKET VALUE OF

29 THE PLANT AS MERCHANT PLANT ATTEMPTED TO CONSIDER BOTH THE CAPACITY VALUE OF THE

30 PLANT USUALLY CONSIDERED TO BE THE VALUE OF PAYMENTS NECESSARY IN THE MARKET TO RECOVER



THE FIXED COSTS OT PLANT JR LUDING THE COST TO BUILD OR ACQUIRE THE PLANT AND THE

ENERGF VALUE USUALLY CONSIDERCD TO BE THC VALUE OR PAYMENTS NECESSARY TO RECOVER THE

MARGINAL COSTS OF RUNNING THE PLANT INCLUDING FUEL GLI HAS SOPHISTICATED CAPABILITIES

TO MODEL THE SPP AND SURROUNDING IEGTONS TO FORECAST HOW OFTEN THE PLANT WOULD BE

EXPECTED TO OPERATE IN THE MARKETPLACE AND TO ESTIMATE THE PRICING THE PLANT WOULD RECEIVE

IN THE MARKET FOR THC ENERGY GENERATED FURTHERMORE GFD HAS THE CAPABILITY TO ESTIMATE

THE VALUC OF IN THC MARKETPLACE AND RELIED UPON GLDS PROJECTIONS OF THE

VALUE OF CAPACITY OVER THE 30YEAR VALUATION PERIOD

10 ASSUMES 500 GENERAL INFLATION RATE IN ALL OF ITS PROJECTIONS FOR ENERGY CAPACITY

II AND FUEL COSTS

12

13 PLEASE DISCUSS THE VALUATION OF CAPACITY THAT YOU REFERRED TO ABOVE

14 DEVELOPED WHOLESALE ENERGY MARKETS SUCH AS THC NEW ENGLAND ISO HAVE MECHANISMS

THAT PROVIDC CAPACITY PAYMENTS TO OWNCRS OF GENERATION FACILITIES USUALLY THESE

16 PAYMENTS ARE DESCRIBED IN TERMS SUCH AS KWMONTH OR KWYEAR WHILE THE CAPACITY

17 PAYMENTS ARE DESIGNCD TO ALLOW GENERATION OWNERS TO RECOVER THE FIXED COSTS OF THEIR

PLANTS AND PROVIDE AN INCENTIVC TO BUILD NEWPLANTS THE CAPACITY PAYMENTS ARE SENSITIVE

19 TO MARKET CONDITIONS IN REGIONS OR DURING PEIIODS WHERE THERE IS EXCESS GENERATION LOW

20 OR NO CAPACITY PAYMENTS MIGHT BC NORMAL BECAUSE THERE IS CONSIDERABLE EXCESS CAPACITY

21 IN REGIONS WHERE CAPACITY IS SHORT THE CAPACITY PAYMENTS WOULD GENERALLY RISE TO LEVELS

22 AT OR CVEN ABOVE THOSE LEVELS NECESSARY TO SUPPORT THE CONSTRUCTION OF NEW CAPACITY

23

24 FHE SPP REGION DOES NOT HAVC FORMAL CAPACITY PAYNIENT PROCESS HOWEVER CAPACITY

25 PAYNTENTS CAN BE STRUCTURED ON BINLATERAL BASIS BETWEEN WILLING BUYER AND WILLING

26 SELLER AS AN EXAMPLC IN AN ARMSLENGTH TRANSACTION NEGOTIATED IN 2007 BEFORE THIS

27 ACQUISITION WAS CONTEMPLATED OGL CONTRACTED WITH THE REDBUD PLANT FOR 300MW OF

28 CAPACITY FOR THE SUMMERS OF 2008 AND 2009 OG15 AGREED TO PAY REDBUD

29 KWMONTH PER MONTH PER KILOWATT OF CAPACITY IN 2008

30 FOR THE SUMMER MONTHS OF THE YCAR EQUIVALENT TO 33KWMONTH IF PAID OVER THE

31 FULL YEAR FHE PRICE FOR 2009 IS KWMONTH EQUIVALENT TO

22



KK RNONT IF PAID OVCR THE FULL YEAL OGL HA INDHATED TO THAT

BOTH OMPA AND 3RD THE CO OF THE REDBUD PLANT WITH OGL HAVE

CONTRACTS IN PLACC WITH THE REDBUD PLANT THAT INCLUDE CAPACITY PAYMENTS

TED ESTIMATED THE FUTURC VALUE OF CAPACITY IN THE SPP REGION HE VALUES AS SHOWNON

THE CHART BELOW START IN 2009 AT 09 KWAND ESCALATE TO 65KW IN

2015 31 IS ASSUMING THC GROWING DEMAND TOR POWER IN THE REGION WILL ABSORB EXCESS

CAPACITY AND WILL REDUCE THE RCSERVE MARGIN THUS THE VALUE OF CAPACITY WILL INCREASE

SIGNIFICANTLY KS ONE CAN SEE ON THE CHART GED EXPECTATIONS FOR THE CAPACITY VALUE

10 RISES TO LEVEL APPROXIMATCLY CQUAL TO THE COST OF CONSTRUCTING NEW GAS TURBINE TACILITY

11 IN THC IEGION SINGLE CYCLE GAS TURBINE COMBUSTION TURBINE OR IS GENERALLY

12 CONSIDERED TO BE THE CHEAPEST TBRM OF CAPACITY AVAILABLE

20

18

16
COST OF NEW ENTRY

14

12

10 COSTOTNCWLNTRYCL

BILATERAL CAPACITY MARKET

2008 2010 2012 2014 2016 2018 2020 2022 2024 2026

13

14

15 HAVE USED THESC CAPACITY VALUES IN MY ANALYSIS AS THE BASIS FOR CAPACITY REVENUE

16 AVAILABLE FROM THE PLANT OVER ITS LIFE ESSENTIALLY THE ASSUMPTION IS THAT IF REDBUD

17 REMAINED AS MERCHANT ONE OR MORE LOAD SERVING ENTITIES WOULD CONTRACT WITH THE PLANT
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III LHC ABSEIICE OF FOIMA SPP CDPDCLTY MAID FOR IT CAPAJTY JUST AS OGF DID FOR

PORTION OF THE PLANFS CAPACITY IN 2009 ASSUMED THAT THE AMOUNT OF CAPACITY SOLD IS

CQUAL TO THE LOWER SUMMERCAPACITY VALUE OF THE PLANT 1160MW

WHILE BELIEVE THAT JEDS ARALYSIS IS REASONABLE IT MAY BE CONSERVATIVE GFD
FORECASTED CAPACITY VALUE NEVER EXCEEDS THE COST OF NEW COMBUSTION TURBINE IF

CAPACITY TIGHTENS SIGNIFICANTLY IN THE MARKET IN THE ABSENCE OF NEW GENERATION KEEPING IN

MIND THAT SOME FORMS OF GENERATION SUCH AS WIND POWER HAVE LIMITED CAPACITY VALUE

BELIEVE THAT THE CAPACITY VALUE COULD RISE MUCH HIGHER THAN THAT FORECASTED BY GI FOR

10 PERIODS OF TIME FURTH RNIORE THE COSTS OF NCW FACILITIES IS GROWING AT VERY HIGH RATES OF

II INFLATION AS UTILITIES EXPERIENCED RELATIVE TO RECENT PREVIOUS PLANS TO BUILD NEW FACILITIES

12 AND IT IS LIKELY THE COST OF NEW CAPACITY COULD BE SIGNIFICANTLY ABOVE THC NUMBERS

13 ESTIMATED BY GE AND SHOWNON THE CHART HIS INCREASE IN THE COST OF NEW CAPACITY IS

14 DISCUSSED LATER IN MY TESTIMONY

15

16 PLEASE DESCRIBE THE ENERGY REVENUE PROJECTIONS

17 AGAIN RELIED UPON GI DS PIOJECTIONS FOR THE VALUE OF ENEIGY OVER THE 30 VALUATION

18 PERIOD GID MODELS INCLUDE DATA ON PLANT COSTS AND CAPABILITIES FOR ALL GENERATING

19 FACILITIES IN THE SPP REGION AS WELL AS TRANSFCR POTENTIAL TOFROM OTHER REGIONS AND ALSO

20 INCLUDE FORECASTS OF PLANT ADDITIONS AND RETIREMENTS GE DS MODEL SETS UP DISPATCH

21 ORDER AND ASSUMCS THAT THE LOWEST COST PLANTS OPERATE EACH HOUR SUBJECT TO PLANT

22 CHARACTERISTICS TO MEET THE FORECASTED LOAD HIS DISPATCH ORDER ALSO DETERMINES THE PRICE

23 OF POV ER IN THE MARKETPLACE EACH HOUR THE PRICE OF POXX ER IN THE MARKET WOULD NORMALLY

24 BE EQUAL TO THE COST OR PRICE OF POWER FROM THE HIGHEST COST OR MARGINA1 GENERATOR THAT

25 IS OPERATING DURING THAT TIME PERIOD PHEREFORE THE MODEL PROVIDES AN ESTIMATE OF

26 THE AMOUNT OF TIME THAT THE REDBUD PLANT WOULD OPERATE IN MERCHANT MODE AND THE

27 REVENUES THAT THE PLANT WOULD EARN DURING ITS HOURS OF OPERATION IF THE PLANT WERE NOT

28 ACQUIRED BY OGL
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CJLD PRUJE THAT THE CAPACTY FACTOR OF THE PLANT XXOULD RISE FROM 1E OF

APPROXIMATELY 2OOO IN 2009 TO PEAK OF 34 IN 2016 IT WOULD THEN DECLINE SLOWLY

THROUGH THE END OF ITS LITC HIS REFLECTS SEVERAL FACTORY

REDBUD AND OTHER GAS PLANTS WILL TEND TO RUN ONLY DURING PEAK HOURS SPPS

COAL PLANTS WHICH ARE CHEAPER TO RUN ON MARGINAL BASIS ARE ABLE TO SUPPLY

MUCH OF THE LOAD DURING OTT PEAK TIMES

GROWING SUPPLIES OF WIND ENERGY WHICH HAS NEAR ZERO MARGINAL COST

SUPPLANT ENERGY SALES FROM PLANTS SUCH AS REDBUD IT SHOULD BE NOTED THAT

ALTHOUGH WIND POWER IS GOOD SOURCE OL ENERGY AT TIMES THERE IS LIMITED

10 CAPACITY VALUE IN WIND POWER GIVEN THAT WIND ENERGY IS ONLY AVAILABLE WHEN

11 THE WIND BLOWS AN UNCERTAIN ELEMENT UNDERSTAND THAT SPP FOR EXAMPLE

12 WHICH REQUIRES LOAD SERVING ENTITIES TO MAINTAIN CERTAIN CAPACITY MARGINS

13 DURING THC SUMMEI PCRIODS ALLOWS ONLY LIMITED AMOUNT OF WIND CAPACITY TO

14 BE ACTUALLY COUNTED IN ITS CAPACITY MARGIN CALCULA IONS

15 IN THE LATTER YEARS OF THE PLANTS LIFE IF ASSUMES THAT MORE EFFICIENT NEW

16 GENERATORS ARE DEVELOPED AND COME ON LINE IN THE SPP REGION FHEREFORE

17 REDBUD BECOMES RELATIVCLY MORC COSTLY ENERGY PRODUCER AND WOULD BE

18 SUPPLANTED BY THE MORC EFFICIENT GENERATORS DURING MANY HOURS OFTHE DAY

19

20 GUDS ANALYS TAKES INTO CONSIDERATION TRANSMISSION CONSTRAINTS BETWEEN SPP AND OTHER

21 REGIONS AND ALSO BETWEEN SPP CENTRAL WHERC OG AND REDBUD ARE LOCATED AND OTHER

22 SPP SUBREGIONS IT DOES NOT HOWEVER CONSIDER TRANSMISSION CONSTRAINTS WITHIN SPP

23 CENTIAL ITSELF THIS COULD HAVE BOTH POSIT AND NEGATHE IMPACTS ON THC MERCHANT XALUE

24 OF REDBUD ON THE NEGATIVE SIDE TRANSMISSION CONSTRAINTS COULD LIMIT REDBUDS POTENTIAL

25 MARKCT WITHIN SPP ENTRAL REDUCING THE POTENTIAL NUMBER OF BUYERS AND LIMITING

26 POTENTIAL SALES FROM THE PLANT ON THE POSITIVE SIDE POTENTIAL PURCHASERS CLOSE TO REDBUD

27 MAY HAVE BEEN LIMITED IN THEIR ABILITY TO CONTRACT WITH GENERATORS OR UTILITIES FARTHER AWAY

28 IN SPP CENTRAL THUS FORCING THCM TO PURCHASE MORE POWER FROM REDBUD THAN THEY WOULD

29 HAVE IN MARKET WITHOUT TRANSMISSION CONSTRAINTS AM COMFORTABLE THAT IN THE CONTEXT OF
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THIS OV ANALYSIS LHCS TWU TAUUIS AR LIKCY TO HA AR OFFSETTING IMPAD ON THE

ANALYSIS

PLEASE IDENTIFY THC REDBUDSPECIFIC COST INPUTS AND ASSUMPTIONS

KEY REDBUDSPECIFIC COSTS INCLUDE FIXED AND VARIABLE OPERATIONAL COSTS CAPITAL

EXPENDITURES DEPRECIATION AND AMORTIZATION AND TAXCS

OPERATIONAL COST INPUTS AND ASSUMPTIONS WERE DEVELOPED PRIMARILY BASED UPON BUDGETS

AND FORECASTS PRODUCED BY KELSON AND OGB OWN ASSESSMENT OF THIS INFORMATION

10 THROUGH ITS DUE DILIGENCE ON THE PLANT AND ITS OWN EXPERICNCE IN OPEIATING THE MECLAIN

11 FACILITY KEY ASSUMPTIONS ARE AS FOLLOWS

12

UEL COSTS WERE OBTAINED FROM CU GF USES ESTIMATED FUEL PRICES AS AN INPUT

14 TO DEVELOPING POWCR MARKET PRICES SINCE THE PRICE OF ENERGY IN THE MARKET IS

15 HEAVILY DETERMINED BY THE COST OF FUELS HEREFORE IS APPROPRIATE TO USE OLDS

16 NATURAL GAS PRICING FORCEASTS IN OUR ANALYSIS FOR CONSISTENCY USED THE ANR

11 SW PRICING POINT FOR NATURAL GAS

18 NON FUEL FIXED COSTS ARE ESTIMATED TO BE APPROXIMATELY 15 MILLION IN 2009

19 EXCLUDING PROPERTY TAXES AND CSCALATE WHILE COSTS ARC ESTIMATED TO INCREASE AT

20 RATE OF PCI YEAR IN THE LATTER YEARS OGF ESTIMATES THAT COSTS ARE

21 INCREASING AT HIGHER RATE CURRENTLY AND USED 400 INFLATION RATE THROUGH 2012

22 VARIABLE COSTS ARE ASSUMED TO BE MWIIR OFGENERATION

23 PROPERTY TAXES ARE ASSUMED TO BE APPROXIMATELY OF THE PURCHASE PRICE

24 MILLION PER YEAR IS ASSUMED AND DO NOT ESCALATE WITH INFLATION GIVEN THAT THE

25 PLANT IS DEPRECIATING ASSET

26 CAPITAL EXPENDITURES ARE PRIMARILY ASSUMED TO BE MAJOR OVERHAUL OF EACH TURBINE

27 OF THC FOUR TURBINES EVERY FOUR YEARS WITH COST OF MILLION PER TURBINE

28 ESCALATING WITH INFLATION ASSUMED OTHER CAPITAL EXPENDITURES ARE ASSUMED TO BE

29 APPROXIMATELY 300000 PER YEAR AND INCREASE WITH INFLATION
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20 YEAR MACRS TAX DEPRECATIOII IS ASSUMED ON THE PLANT THIS IS THE METHOD OF

TAX DEPRECIATION THAT OGF AND OTHER POTENTIAL BUYERS WOULD USE FOR THE MAJOR

EQUIPMENT IN THE PLANT

CARBON TAX BEGINNING IN 2012 IS ASSUMCD IN THE ANALYSIS THE 2012 LEVEL IS

ASSUMED TO BE 30TON OF C02 AND RISES TO 3020 TON IN 2038 THE END YEAR OF

THE ANALYSIS HIS ASSUMPTION WAS OBTAINED FROM ID GIVEN THAT THE OVERALL

LEVEL OF ENERGY PRICES WILL BC IMPACTED BY ANY C02 TAX AND THE MIX OF GENERATING

UNITS IT IS IMPORTANT TO USC GFDS FORECAST TO MAINTAIN CONSISTENCY THROUGHOUT THE

ANALYSIS HE SMALL COSTS S02 AND OTHER ENVIRONMENTAL POLLUTANT REMOVAL IS

10 ASSUMED IN THE VARIABLC COST ASSUMPTION

COMBINED LEDERAL STATE INCOMC TAX RATC OF 38700 IS UTILIZED IN THE ANALYSIS

WHICH INCLUDES 690O OKLAHOMA STATE INCOME TAX RATE

13

14 PLEASE IDCNTIF OTHER INPUTS AND ASSUMPTIONS

15 GENERAL INFLATION LEVEL OF 500 WAS ASSUMED THROUGHOUT THE ANALYSIS THIS IS FIGURE

16 THAT OGT HAS USED IN PREVIOUS ANALYSES AND IS CONSISTENT WITH GFDS PROJECTIONS AS

17 NOTED ABOVE CERTAIN COSTS WERE INFLATED AT HIGHER LEVELS FOR SOME YEARS BASED ON OGF
18 INPUT

19

20 ASSUME THAT THERC IS ZERO TERMINAL VALUE TO THE PLANT IN 2038 THE END DATE OF MY ANALYSIS

21 ASSUME THAT THE DEMOLITION COSTS ARE OFFSET BY SCRAP VALUE THIS MAY BE CONSERVATIVE

22 ASSUMPTION GIVEN THAT MANY WELLMAINTAINED GENERATING PLANTS OPERATE FOR 50 YEARS OR

MORE AND RHE REDBUD PLANI MAY HAVE CONTINUING VDLUE AS PEAKING PLANT AFTER 2038

24 EVEN ASSUMING THAT NEWER GENERATORS HAVE COME ON LINE

25

26 HOWDID YOU DEVELOP THE APPROPRIATE DISCOUNT RATE FOR THE ANALYSIS

27 BECAUSE AM EVALUATING THIS PLANT ON MERCHANT BASIS IT IS APPROPRIATE TO UTILIZE

28 DISCOUNT RATE THAT IS CONSISTENT WITH THE RISK CHARACTERISTICS OF MERCHANT PLANTS GENERALLY

29 MY ANALYSIS INDICATES THAT THE APPROPRIATE AFTER TAX DISCOUNT RATE FOR MERCHANT PLANT IN

30 THE APPLICABLE MARKET IS APPROXIMATELY 88 THIS COMPARES WITH AN OGF AFTER TAX
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DISCUUIU RATE BASLD 011 IL CAPITAL STRUCTURE AND COBB OF DEBT AND EQUITY OF IHE

HIGHER DISCOUNT RATE THAT HAVE UTILIZED RESULTED IN SIGNIFICANTLY LOWER VALUATION THAN IF

HAD USED THE ACTUAL OGF DISCOUNT RATE

TO DEVELOP THIS DISCOUNT RATE EXAMINED THE FINANCIAL CHARACTERISTICS OF THE THREE

PUBLICLY TRADED INDEPENDENT GENERATING COMPANIES ALL CORP NRGENERGY AND

RELIANT ENERGY AS SHOWN IN THE TABLE BELOW 16

DOMIODE INDUSTRY COMMON LTDCAPITAL

COMPANY TICKER CODE NAME BETA EQUITYCAPITAL LATEST QTR

AES CORP AES US POWER 25 16 93 82 93

NRG ENERGY NRG US POWER 05 40 59A8

RELIANT ENERGY RRI US POWER 20 55A2 41

MEAN 117 3764 6127

MEDIAN
MEAN EXCL AES 113 4800 50A4

10

11 AS IS SHOWN THE MEAN BETA OF THE COMPANIES IS 17 AND THE COMMONEQUITY TO CAPITAL

12 RATIO IS 37 640 ALTHOUGH EXCLUDING THE HIGHLY LEVERED AES CORP THE EQUITY RATIO IS

13 40O USED 4500 EQUITY RATIO IN MY ANALYSIS GIVEN THAT IT IS WITHIN THE RANGE OF THE

14 TWO FIGURES AND IS MORE CONSERVATIVE THAN THE MEAN OF THE THREE COMPANIES

15

16 THEN DEVELOPED THE APPROPRIATE RETURN ON EQUITY USING THE CAPITAL ASSET PRICING MODEL

17 CAPM METHODOLOGY THIS METHODOLOGY PROVIDES THAT THE REQUIRED EQUITY RETURN IS

18 EQUAL TO THE RISK FREE RATE PLUS THE MARKET RISK PREMIUM TIMES BETA HE RISK FREE RATE

19 UTILIZED IS 4SOOI FHE MARKET RISK PREMIUM UTILIZED IS LOOTS TAKING THE RISK FREE RATE

20 PLUS THE MARKET RISK PREMIUM TIMES THE ADJUSTED BETA OF THE COMPANIES PROVIDES

21 DESIRED AFTER TAX RETURN ON EQUITY OF

INFORMATION ON CAPITAL SIRUCIURCS AND BETAS FROM VALUE LINE

BLUE CHIP FINANCIAL 1ORECASTS RISK FREE RATE QI O09
18

MORNINGSIAR INC 2001 YEARBOOK VALUATION LDITION

ADJUSTED UPWARD FROM 15 DUE TO THE USE OF 450O EQUITY RATIO
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COMPIETE LHE ANALYSIS AND DEVELOP THC APPROPIIATE DISCOUNT IATE RESEARCHED THE

APPROPRIATE INTCREST RATC FOR BB COMPANIES WHICH IS 85OO 400 BASIS POINT PREMIUM

OVER THE RISK FREE LATE

APPLYING THE 5545 DCBT CQULTY RATIO PREVIOUSLY DESCRIBE TO THE 500 DEBT RATE AND

13 0800 AFTER TAX COST OT EQUITY AND CONSIDERING THE 38 700 STATE AND FEDERAL CONSOLIDATED

INCOME TAX RATE APPLICABLE IN OKLAHOMA RESULTS IN AN AVERAGE COST OT CAPITAL OR WACC OF

UTILIZED THIS 800 WAC IN MY ANALYSIS OF REDBUD

10 IT IS IMPORTANT TO NOTE THAT THIS DISCOUNT RATE IS APPROPRIATE FOR MERCHANT PLANT IN TODAYS

11 MARKET IN RELATIVELY BALANCED POWER SUPPLY REGION SUCH AS SPP BUT THE RATE MAY HAVE

12 BEEN MUCH DIFFERENT HIGHER EVEN YEAR AGO OR IN DIFFERENT REGION AS POWER SUPPLIES

13 HAVE TIGHTENED IN MANY REGIONS THE VALUC OF MERCHANT PLANTS HAS INCREASED INVESTORS SEE

14 LOWER RISK IN BUYING MCRCHANT PLANT IN TODAYS MARKET WHERE PLANTS CAN OPERATE AT

15 HIGHER CAPACITY FACTORS AND POTENTIALLY RECEIVE GROWING CAPACITY PAYMENTS THAN THEY DID

16 FEW YEARS AGO WHERE MANY PLANTS WOULD RARELY OPERATE DUE TO EXCESS CAPACITY

17

18 HE MOST DIRECT EXAMPLC OF THIS IS IN THE COMPARISON OF OOLS PURCHASE OF MCCLAIN

19 VCRSUS THIS PROPOSCD PURCHASE OF REDBUD MC LAIN AND REDBUD ARE FAIR SIMILAR PLANTS

20 BOTH COMBINED CYCLE GAS TURBINES AND BOTH FAIRLY STRATEGICALLY LOCATED WITHIN OGL
21 SERVICE TERRITORY OGF WAS ABLE TO PURCHASE THE MEC LAIN PLANT FOR APPROXIMATELY

22 400 KW IN 2004 FHE VALUATIONS OF PLANTS HAVE INCREASED MARKEDLY IN THAT TIME FRAME

23 AS ILL DISCUSS LATER MY TESTIMONY XHEN LOOKING AT OMPARABLC TRANSACTIONS AND THE

24 VALUE OF REDBUD AND MECLAIN HAVE INCREASED

25

26 PLEASE REVIEW THE RESULTS OF YOUR DCF ANALYSIS

27 MY DETERMINISTIC ANALYSIS CONSISTED OF BASE CASE AND VARIOUS SCENARIO ANALYSES THE

28 BASE CASE DCF ANALYSIS USING THE PARAMETERS DISCUSSED ABOVE RESULTS IN NET PRESENT

29 VALUE OF THE PLANT OF KW AS COMPARED WITH THE PROPOSED PURCHASE PRICE

CLA ESLIRNALE
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OF 692 KW BASED ON 2I0 OF TOTAL PLANT APALITY IHIS EXCLUDES ANY STRATEGIC

VALUE TO OG1 FROM THE PLA IT AS WILL DISCUSS LATER IN THIS ESTIMONY

PERFORMED VARIOUS SENSITIVITIES AROUND THE BASE VALUATION INCLUDING VARIATIONS IN

DISCOUNT RATE ENERGY MARGIN CAPACITY PRICING AND OPERATING COSTS HE RESULTS ARE

SHOWN IN SCHEDULES JJR 1A THROUGH JJRID THE RESULTS ARE MOST SENSITIVE TO CHANGES

IN THE DISCOUNT RATE AND LEAST SENSITIVE TO CHANGES IN OPERATING COSTS AS AN EXAMPLE IF

OGB 6200 AFTER TAX DISCOUNT RATE IS UTILIZED THE VALUE OF THE PLANT RISES SIGNIFICANTLY

TO KW

10

11 ALSO PERFORMED STOCHASTIC ANALYSIS THE STOCHASTIC ANALYSIS AS DONE HERE CONSIDERS

12 NUMBER OF POTENTIAL OPERATING SCENARIOS FOR THE PLANT AND DETERMINES AN AVERAGE

13 VALUATION PROVIDED INLBRMATION ON REVENUES AND FUEL COSTS FOR 50 POTENTIAL

14 OPERATING SCENARIOS FOR THE PLANT TOOK THE MEAN OF THIS INFORMATION AND DEVELOPED AN

15 NPV BASED ON THIS DATA HE VALUE OF THE PLANT USING THIS INFORMATION KEEPING CONSTANT

16 THE DISCOUNT RATE AND COSTS THAT WERE USED IN THE BASE ANALYSIS WAS 1KW

17 COMPARED WITH THE PROPOSED PURCHASE PRICE OF 692 EW

18

19 WHILE NOT THE PRIMARY PURPOSE OF THIS DCF ANALYSIS THE VALUE OF THE PLANT BASED ON

20 OGF DISCOUNT RATE SHOULD NOT BE COMPLETELY IGNORED VHERE IS CLEARLY STRATEGIC

21 VALUE TO OG17 OVER AND ABOVE THE MERCHANT VALUE OF THE PLANT AS DESCRIBED MORE

22 FULLY IN THE NEXT ANSWER GIVEN THAT SPP IS NOT FULLY INTEGRATED OR LEAST COST

23 MARKET RCDBUD AS AN OGF PLANT IS LIKELY TO RUN MORE THAN IT HAXE AS MERCHANT

24 PLANT AND OGL CAN DISPATCH THE UNIT TO DISPLACE ITS HIGHER COST GENERATORS BECAUSE OF

25 THIS AND BECAUSE OF OTHER FACTORS SUCH AS THE INCREASED CERTAINTY AND REDUCTION IN VOLATILITY

26 THAT OWNERSHIP BRINGS TO OGF AS OPPOSED TO THE UNCERTAINTY OF HAVING TO PROCURE POWER

27 IN THE MARKET OR TO BUILD NEW PLANT WHEN PLANT CONSTRUCTION COSTS CONTINUE TO RISE

28 REDBUD SHOULD HAVE MORE VALUE TO OGE THAN TO OTHER POTENTIAL BIDDERS FURTHERMORE

29 REDHUD LOCATION WITHIN THE OGF FOOTPRINT AND NEAR THE OKLAHOMA CITY LOAD CENTER IS

30 VERY VALUABLE TO OGB MY DCF ANALYSIS HOWEVER SHOWS THAT OGL IS PAYING PRICE
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SLIGHTLY NUDER DIE VALUE UF THE PLANT AS UIEREHANT PLANT JA THE MDUKETPLACE TODAY IT IS

NOT PAYING PREMIUM FOR THE OGF STRATEGIC VALUE ISSUES MENTIONED HERE

PLEASE DESCRIBE TH OTHER SOURCES OF VALUE YOU CONSIDERED IN YOUR ANALYSIS

WHILE DID NOT INCLUDE ANY STRATEGIC VALUATION POTENTIAL TO OGT IN MY 1CF ANALYSIS

HAVE CONSIDERED VARIOUS OTHER SOURCES OL STRATEGIC VALUE TO OCIF IN REVIEWING THE

VALUE OF OWNING 5100 OF REDBUD PREVIOUSLY DISCUSSED THE VARIOUS LOCATIONAL

ADVANTAGES REDBUD OFFERS DISCUSSED BY COMPANY WITNESS RISSUP LIMITED

TRANSMISSION INVESTMENT WILL BE NEEDED TO MAKE FULL USE OF THE 510O OF REDBUD THAT

10 OGL IS PROPOSING TO ACQUIRC REDBUD WILL ALSO PROVIDE IMMEDIATE SAVINGS TO OGE

11 DUE TO THE HIGHER HEAT RATE AND WER COST OF OPERATION AS COMPARED TO SOME OF OGL
12 OLDE LESS EFFICIENT PLANTS FINALLY REDBUD OFFERS SIGNIFICANT OPERATING FLEXIBILITY AND

13 OPTIONALITY REDBUD FOUR 17IIRSG COMBINATION PROVIDES GREATER OPERATING FLEXIBILITY

14 THAN PLANTS WITH LARGER SUED INDIVIDUAL UNITS HE PLANTS ABILITY TO CYCLE ON AND OFF LINE

15 FAIRLY QUICKLY TO RESPOND TO FAVORABLE MARKET CONDITIONS WOULD PROVIDE OPTION VALUE TO

16 OGL
17

PLEASE SUMMARIE THE RESULTS OF YOUR MERCHANT PLANT VALUATION

19 BASED UPON MY ASSESSMENT DESCRIBED ABOVE THE REASONABLE RANGE OF VALUE FOR REDBUD IS

20 BETWEEN MILLION OR KW TO MULLION OR

21 1KW WITH BASE DETERMINISTIC VALUATION OF MILLION OR

22 KW HE STOCHASTIC VALUATION WHICH CONSIDERS AN AVERAGE OF THE IMPACT

23 TO REVENU ND FUEL COSTS OF 50 POTENTIAL SCENARIOS IS MILLION OR

24 1KW HE BASE DETERMINISTIC VALUATION AND THE STOCHASTIC VALUATIONS ARE

25 BOTH ABOVE THE PRICE BEING PAID BY POGB AND ITS PARTNERS FOR REDBUD

26

27 MAJOR DRIVERS OT VALUE INCLUDE THE BILATERAL CAPACITY VALUE ASSUMED FOR THE PLANT THE

28 DISCOUNT RATE WACCASSUMPTIONS AND THE ENERGY VALUE DUE TO RUNNING TIMES AND GROSS

29 MARGIN AVAILABLE FROM ENERGY SALES UTILIIING OG LOWER WACC T62 VERSUS THE

30 BASE MERCHANT WACC OF 80 RESULTS IN SIGNIFICANT INCREASC IN PLANT VALUATION TO

31 APPROXIMATELY MILLION OR KW SHOULD NOTE THAT MY
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MCRT PI VUI UNALYSIS DUCS NUT MDUDE THE SUUC OF OTHER ALU DIS
ABOVE INCLUDING THE LOCATIONAL ADVANTAGES AND THE POTENTIAL SUBSTITUTION OF REDBUD

POWER BY OGF FOR MORE EXPENSIVE POWER GENERATED FROM OTHER OGL PLANTS ALSO

DID NOT TAKE INTO CONSIDERATION THE POTENTIAL HIGHER CAPACITY VALUE THAT WOULD RESULT FROM

HIGHER FUTURE PLANT CONSTRUCTION COSTS OR FROM THE USE OF COMBINED CYCLE PLANT AS THE

VALUE OF CAPACITY

EHE PURCHASE PRICE OF 852 TILLION OR 692 KW BEING PAID BY OGL AND ITS PARTNERS

IS WELL WITHIN THE REASONABLE RANGE OF VALUE FOR THE PLANT

10

11 PLEASE DESCRIBE THE NCW BUILD VALUE ANALYSIS

12 FOR COMPARISON PURPOSES DEVELOPED AN ESTIMATE OF THE ALLIN COST TO OGF TO BUILD

13 NEW COMBINED CYCLE GENERATING FACILITY IN DOING THIS RELIED ON RECENT ENGINEERING

14 INFORMATION PREPARED BY SARGENT II UNDV WELL KNOWN ENGINEERING AND CONSTRUCTION

15 FIRM ON COSTS OF NEW GENERATING FACILITIES OG CNGAGED SARGENT LUNDY IN LATE 2007

16 TO PREPARE THIS INFORMATION AS PART OF ITS INTEGRATED RESOUREE PLANNING PROCESS

17

18 IN EARLY 2008 SARGENT UNDY PROVIDED ESTIMATED OVERNIGHT COSTS TO EONSTRUCT

19 FACILITIES IN 2008 DOLLARS 71 HESE OVERNIGHT COSTS INCLUDE ALL OF THE EQUIPMENT AND OTHER

20 CONSTRUCTION RELATED COSTS OF THE PLANT EXPENDED OVER THE CONSTRUCTION CYCLE FOR PLANT

21 COMPLETED IN 2008 HOWEVER THESE COSTS DO NOT INCLUDE AL UDC DURING CONSTRUCTION

22 OWNERS COSTS AND TRANSMISSION RELATED COSTS APPROPRIATE COSTS TO INCLUDE IN MY ANALYSIS

23

24 SARGENT LUNDY PROVIDED COSTS FOR SEVERAL DIFFERENT TYPES OF COMBINED CYCLE NATURAL GAS

25 PLANTS AS WELL AS FOR OTHER TYPES OF GENERATING FACILITIES FOR PURPOSES OF MY ANALYSIS

26 UTILIZED THE COST OF NEW 2X GENERAL LECTRIC 7FA COMBINED EYCLE PLANT CONFIGURATION

27 HE 2X CONFIGURATION INVOLVES COMBUSTION TURBINES CONNECTED TO ONE STEAM TURBINE

28 UTILIZED THIS CONFIGURATION BECAUSE OGF INDICATED TO ME THAT THIS IS THE TYPE OF PLANT

29 THAT IT WOULD BUILD ABSENT THE ACQUISITION OF REDBUD PROBABLY AT THE MCCLAIN SITE HIS

SARGENT UNDY PRCLIMINARY ANALYSIS DATED
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CORITIGURATIOLI IS CUIASISTEFLT WITH IHE OF THC LXISTLALG MCCLAIIA PLDNT II IS ALSO THE

LEAST EXPENSIVE CONFIGURATION TO BUILD AND THEREFORC THE MOST CONSERVATIVE VALUE TO USE

IN MY ANALYSIS IF HAD USED THE XL CONFIGURATION SIMILAR TO THAT OF THE REDBUD PLANT

THE OVERNIGHT COST ACCORDING TO THE ST ESTIMATES WOULD HAVE BEEN BETWEEN AND

HIGHER

OBTAIN THE TOTAL COST OF THC HYPOTHETICAL PLANT ON COMPARABLE BASIS TO REDBUD WHEN

PLACED IN SERVICE HAVE INCLUDED CERTAIN OTHER COSTS THAT WERE PROVIDED TO ME BY OGL
HESE INCLUDE THE ESTIMATED COSTS OF TRANSMISSION IMPROVCMENTS NECESSARY TO EQUALIZE THE

10 TRANSMISSION POSITION OF NEW PLANT BUILT AT THE MCLAIN SITE VERSUS VALUE OF THE EXISTING

11 PLANT AT THE REDBUD SITE ALSO INCLUDE ESTIMATED OWNERS COSTS THAT ARE NOT INCLUDED

12 IN THE SARGENT LUNDY OVERNIGHT COSTS FURTHER ADDED IN APPROXIMATE AFUDC COSTS

13 AS THE NORMAL ALLOWANCE FOR FINANCING COSTS DURING CONSTRUCTION IRANSMISSION COSTS ARE

14 IN 2006 DOLLARS AND HAVE ESCALATED THEM AT 2500 PER YEAR FOR INFLATION THE RATE THAT

15 OGE OFTEN USES IN ITS ANALYSIS HOWEVER THIS RATC WOULD BE HIGHLY CONSERVATIVE GIVEN

16 THE RCCENT COST INCREASES EXPERIENCED BY UTILITIES IN CONSTRUCTION PRO WHILE

17 CANNOT COMMENT SPECIFICALLY ON THE VALUES USED FOR THE TRANSMISSION COSTS IT IS CLEARLY

18 APPROPRIATE TO CONSIDER THIS COST IN THE ANALYSIS

19

20 FINALLY INFLATED ALL COSTS BY ONE YEAR TO 2009 DOLLARS HIS EQUALIZES THE NEW BUILD COST

21 TO THE COST OF PURCHASING THE REDBUD PLANT AT THE EXPECTCD CLOSING DATE WHICH IS EARLY IN

22 2009 OR LATE IN 2008 AGAIN USED HIGHLY CONSERVATIVE 250O INFLATION RATE

TI

24 AS SHOWN IN THE TABLE BELOW SARGENT UNDYS CAPITAL COST ESTIMATES WHEN COMBINED

25 WITH OGFS ESTIMATES OF THE OTHER COSTS NOTED RESULTED IN NEW BUILD COST PER KW OF

26 953 IN 2009 DOLLARS RHESE FIGURES ARC SHOWN IN THC TABLE THAT FOLLOWS

ID

OG RESOUN PLAN DAIED 07 APPENDIX 14 DOUBKD TO ACCOUNT FOR 000MW PLANT

SARGENT UNDY ESTIMATED OWNCR COSTS AT 00O OF CAPITAL COSTS 900 WAS UTILIZED

FROM RISING UTILITY CONSTRUCTION COSTS SOURCES AND INPUTS PREPARED BY THC I3RANLE GROUP SEPTEMBER 2007
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COST OF CONSTRUCTION OF NEW2X1 COMBINED CYCLE GENERATING PLANT

COST ELEMENT SOURCE

CAPITAL COSTS 754 SARGENT AND LUNDY

OWNERCOSTS 68 SARGENT AND LUNDY

TRANSMISSION COST 48 OGE
AFUOC CEA CALCULATION

SUB TOTAL2008 930

INFLATION TO 2009 25 PER ANNUM FOR YEAR

TOTAL 2009 953

IN 2008 DOLLARS

VHIS 953 COST PER KW IN 2009 DOLLARS IN WELL IN CXCESS OF THE PRICE OF 6927 PER KW

BEING PAID FOR REDBUD

HOWEVER IT IS APPROPRIATE TO CONSIDER THAT THE REDBUD PLANT WILL BE FIVE YEARS OLD WHEN IT

IS PURCHASED HIS WOULD SUGGEST THAT THE REDBUD PHMT WOULD HAVE YEAR SHORTER IN

SERVICE LIFE SPAN FOR OGF THAN NEW PLANT ACCOUNT FOR THIS NET OUT YEARS OF

DEPRECIATION ON STRAIGHT LINE BASIS FROM THE COST TO BUILD NEW PLANT ASSUMING THAT

10 THIS TYPE OF PLANT HAS 35 YEAR LIFE SPAN WHICH IS CONSISTENT WITH THE LIFE SPAN USED IN

11 MY DC ANALYSIS ANNUAL DEPRECIATION ON THE PLANT AT THE 953 KW IS 27 PER YEAR PER

12 KW IHE EXPANDED TABLE BELOW INCLUDES THE IMPACT OFTHIS DEPRECIATION
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COST OF CONSTRUCTION OF NEW 2X1 COMBINED CYCLE GENERATING PLANT

COST ELEMENT KW SOURCE

CAPITAL COSTS S754 SARGENT AND LUNDY

OWNERCOSTS 68 SARGENT AND LUNDY

TRANSMISSION COST 48 QGE
AFUDC 60 CEA CALCULATION

SUB TOTALF2006 930

INFLATION TO 2009 PER ANNUM FOR YEAR

TOTAL 2009 953

DEPRECIATION YEARS STRAIGHT LINE

NET 2009 817

IN 2008 DOLLARS

CONSIDERATION OF THE YEAR AGE OF THE REDBUD PLANT AT THE PROJECTED TIME OF APPROVAL OF

ITS PURCHASE REDUCES THE EFFECTIVE COST TO CONSTRUCT TO 81 7KW HOWEVER THIS COST IS STILL

WELL ABOVE THE 6923 KW COST OF REDBUD MY ANALYSIS SUGGESTS THAT THE COST OF THE

REDBUD PLANT IS WELL BELOW THE COST OF CONSTRUCTING SIMILAR NEW FACILITY

PLEASE DESCRIBE THE COMPARABLE VALUE ANALYSIS

HAVE EXAMINED OTHER TRANSACTIONS INVOLVING NATURAL GAS FIRED GENERATING PLANTS IN 2007

10 TO PRODUCE COMPARABLE RANGE OF SALE VALUES EHESE VALUES ARE SHOWNON THE CHART

11 BELOW HE SALE VALUES COVER THE RANGE FROM 297KW TO 801KW WITH MEAN OF

12 491 KW WHILE THE PRIEC BEING OFFERED FOR REDBUD IS WITHIN THE RANGE IT IS ABOVE THE

13 MEAN PAID IN OTHER TRANSACTIONS AS DISCUSSED EARLIER IN MY TESTIMONY REDBUD OFFERS

14 NUMBER OF STRATEGIC ADX ANTAGES XX HICH IN MY OPINION JUSTIFY PURCHASE PRICE XX HICH IS

15 ABOVE THE MEAN OF MY COMPARABLE VALUE ANALYSIS
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WHAT IS YOUR ASSESSMENT OF THE COMPARABILITY OF THESE TRANSACTIONS TO THE REDBUD

TRANSACTION

HERC ARC EONSIDEIABLC DIFFERCNCC IN THE TRANSACTIONS NOTED IN THE COMPARABLES CHART

ABOVC FROM THE REDBUD TRANSACTION WHICH MAKES THE COMPARABLES INFORMATION DIFFICULT TO

RELY UPON FOR VALUATION GUIDANCE OF PRIMARY IMPORTANCE IS THAT TOUR OF THE SIX

TRANSACTIONS CLOSED IN THE FIRST MONTHS OF THE YEAR AND WERE PRICED IN 2006 OR EARLY IN

2001 BELIEVE THAT THE MARKET VALUE OF NATURAL GAS FIRED PLANTS IS RISING AS IT BECOMES

MUCH MORE DIFFICULT TO BUILD COAL FIRED POWER PLANTS DUE TO ENVIRONMENTAL ISSUES THE

10 2007 DECISION BY THE 0CC THAT FORCED THE CANCELLATION OF THE RED ROCK COAL FIRED FACILITY

11 IS AN EXAMPLE IN MY OPINION THE VALUE OF NATURAL GAS FIRED PLANT NOW IS GENERALLY

12 MUCH HIGHER THAN IN 2006 AN EXAMPLE OF THIS IS THAT THE TWO TRANSACTIONS COMPLETED LATE

IN 2007 ARE THE TRANSACTIONS THE HIGHEST PRICES AN AXERAGE OF 713KW

14

ALSO AS TO THE FIRST TWO TRANSACTIONS SET FORTH IN THE CHART ABOVE THE ARIES AND GOLDENDALE

16 TRANSACTIONS WERE SOLD BY BANKRUPT ENTITY IN POWER MARKETS WHERE RESERVE MARGINS
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WERE HIGH OVER 2O HES TWO TDTTOIS WOUID TEND TO IEDUC VALUCS BELOW WHERE THEY

MIGHT OTHERWISE BE IN MORE NORMAL MARKET ENVIRONMENT

WHAT IS THE IMPORTANCE OF GRDAS AND OMPAS ACQUISITION OF OWNERSHIP INTERESTS

IN REDBUD WHEN ASSESSING THE REASONABLENESS OF THE VALUE THE COMPANY PROPOSES TO

PAY FOR REDBUD

BE TACT THAT TWO ADDITIONAL AND KNOWLEDGEABLE BUYERS ASSESSED THE VALUE OF REDBUD TO

BE AT LEAST EQUAL TO THE VALUE ASSESSED BY OCI1 IS VERY RELEVANT AND INFORMATIVE BOTH

JRDA AND OMPA WILL ACQUIRE AN OWNERSHIP INTEREST IN REDBUD AT THE SAME PURCHASE

10 PI ICE AI UNDER THE SAME GENERAL TERMS OF THE TRANSACTION AS WILL THE COMPANY THOSE

TRANSACTIONS ARE THE MOST RECENT RELEVANT AND COMPARABLE TRANSACTIONS TO OGL
REDBUD TRANSACTION AND PROVIDE INDEPENDENT SUPPORT FOR THC COMPANYSVALUATION

13

14 WHAT ARE YOUR CONCLUSIONS REGARDING THE VALUE PROPOSED TO BE PAID BY OGE FOR

15 REDBUD

16 OGL PURCHASE PRICE OF 852 MILLION OR 6927KW IS WELL WITHIN THE REASONABLE

17 RANGE OF VALUE FOR THE PLANT

18

19 VI RA TRFATMLNI

20 PLEASE SUMMARIZE OGES PROPOSED RATEMAKING TREATMENT FOR REDBUD

21 AS DESCRIBED IN DETAIL BY COMPANY WITNESS HATFIELD OGIF PROPOSES TO RECOVER

22 REDBUDS ANNUAL REVENUE REQUIREMENT THROUGH RIDER UNTIL OGLS NEXT RATE CASE IS

22 COMPLETED AND NEW RATE3 ARE IMPLEMCNTED REDBUDS REXENUE REQUIREMENT INCLUDES THE

24 FULL INVESTMENT OR PURCHASE PRICE RETUM ON AND AMORTIZATION OF TRANSACTION COSTS OM
25 EXPENSES DEPRECIATION AND AD VALOREM TAXCS RELATED TO THE PLANT

2007 ONGJERM RELIABALIMY ASSCSSMCNT 2007 2016 NERC OCTOBER 200
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DO YOU HDIEVE THAT THE COMPANY PROPOSED RATEMAKING TREATMENT REGARDING

REDBUD IS APPROPRIATE

YES AS DISCUSSED BY MR HATFIELD RITICAL COMPONENT OF THE REGULATORY COMPACT

BETWEEN REGULATED UTILITY AND ITS CUSTOMERS IS THE OPPORTUNITY FOR THE UTILITY TO BOTH

RECOVER PRUDCNTLY INCURRED COSTS AND TO EARN FAIR ICTUM ON PRUDENT UTILITY INVESTMENTS

AS DESCRIBED CARLIER IN MY TEST MONY BELIEVE THAT THE ACQUISITION OF REDBUD IS PRUDENT

AND ACCORDINGLY ITS COSTS INCLUDING BOTH THC RETURN OF AND RETURN ON CAPITAL INVESTED

SHOULD BE RECOVERED BY THE COMPANY HE COMPANYS PROPOSED RIDER FOLLOWED BY

PERMANENT RATE RECOVERY WILL PROVIDC OGL WITH THE NCCESSARY OPPORTUNITY TO RECOVER

10 ITS COSTS

11

12 IS THC OMPANYS PROPOSED RATEMAKING TREATMENT REGARDING REDBUD CONSISTENT

13 WITH OTHER RATEMAKING MECHANISMS

14 YES AS DISCUSSED BY MR HATFIELD THC COMMISSION HAS ADOPTED RIDERS TO ENSURE THE

15 OPPORTUNITY FOR APPROPRIATE AND APPROPRIATELY TIMELY COST RECOVERY URTHER THE

16 RECOVCRY OF TRANSACTION RELATED CXPENSES IS COMMONIN OTHCR JURISDICTIONS IN NUMEROUS

17 CASES WHERE UTILITY SOLD AN ASSET WHICH WAS FORMERLY IN RATE BASE TRANSACTION4ELATED

18 CXPCNSCS WERE RCCOVERCD BY THE UTILITY

19

20 DO YOU CONCUR WITH MR HATFIELD THAT THE BUSINESS RISK FOR OGE INCREASES WHEN IT

21 IS NOT ALLOWED TO RECOVER MATERIAL INVESTMENTS THROUGH RATES

22 YES HE REGULATORY ENVIRONMENT AND EXPECTED OUTCOMES FROM RATE RELATED REQUESTS IS

23 MAJOR RISK FACTOR CONSIDERCD INX ANALY STS DCX IATIONS FROM EXPECTATIONS OR

24 EVEN HEIGHTENED RISK OF SUCH DEVIATIONS CAN AFFECT INVESTMENT AND RATINGS OUTLOOKS LO

25 THIS POINT MOODY INVESTOR SERVICES MOODY WROTE IN REPORT PUBLISHED IN AUGUST

26 2007 THAT THE POTENTIAL FOR CONTENTIOUS REGULATORY ENVIRONMENTS FACED BY UTILITIES WAS ONE

27 OF ITS NOTED STORM CLOUDS GATHERING ON THE HORIZOW SPECIFICALLY MOODYS STATED

28 CONCEIVABLY THE COMBINATION OF RISING COSTS HIGHER INFRASTRUCTURE

29 INVESTMENT NEEDS AND LARGER OR MORE FREQUENT REQUESTS FOR RATE

30 RELIEF COULD CREATE PRESSURE IBR FUTURE INCREMENTAL RATE RELIEF FROM

31 STATE REGULATORS OR AT MINIMUM RAISE THE UNCERTAINTY LEVEL
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ASSOCIAWD WITH EXPECTCD RECOVERIES THERCOY DIIEC LY AFFECTING

ONE OF OUR PRIMARY RATING DRIVERS

ITCH RATINGS ITCH LISTED THC LEGAL FRAMEWORK AND REGULATORY AND POLITICAL

ENVIRONMENT AT THE STATE LEVEL AS ONE OF THE MAIN CONSTITUENTS OF ITS COMPARATIVE

OPERATING RISK ANALYSES FOR REGULATED UTILITIES

CONCUR WITH MR HATFIELD THAT WHEN MATERIAT INVESTMENTS RELATCD OPERATING EXPENSES

ARE NO ALLOWED RECOVERY THROUGH RATES THC RATINGS AGENCIES AND FINANCIAL COMMUNITY

10 ATTRIBUTE GREATER DEGREE OF BUSINESS RISK TO THE UTILITY WHICH IN TURN NEGATIVELY IMPACTS

11 CUSTOMERS

12

13 DOES THIS CONCLUDE YOUR PREPARED DIRECT TESTIMONY

14 YES ITDOES

MOODY INVESTORS SERVICES SP IA REPORT STORM CLOUDS GATHERING ON IHL JIORI FOR THE NORTH AMERICAN

LIEC INC UTIHT SEUOR AUGUST 2007

28
FITCH RATINGS POUS EN AND GAS OMPARA MIE OPERATING RISK COR ANATION MND FINANCIAL GUIDELINES

AUGUST2 007
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SCHEDULE JJR

DISCOUNT RATE VALUATION SENSITIVITIES

DISCOUNT PLANT TOTAL PLANT

RATE VALUATION VALUE

AT WACC KW SMMS

OGE WACCAT L62 8371 10298
800 792 974
850 7374 907

BASE WACCAT 880 711 8756
900 687 846

50 642 790

SCHEDULE JJR

CAPACITY VALUE VALUATION SENSITIVITIES

CAPACITY PLANT TOTAL PLANT

PAYMENTS VALUATION VALUE

IKW SMMS

4000 638 7850
675 830

BASE CAPACITY VALUE BASE 7119 8756
500 746 9208

10 00 7854 9661
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SCHEDULE JJRI

ENERGY MARGIN VALUATION SENSITIVITIES

FUEL COST PLANT TOTAL PLANT

CHANGE VALUATION VALUE

SKW MMS

000 755 9293
200 7337 9025

BASE ENERGY MARGIN BASE 7119 8756
200 6900 8487
400 668 821

ASSUMES MARKET POWERCOSTS ARE UNCHANGED LARGE CHANGES

IN FUEL COSTS WOULD LIKELY CHANGE MARKET POWERCOSTS AS WELL

SCHEDULE JJR1

OPERATING COST VALUATION SENSITIVITIES

OPERATING COST PLANT TOTAL PLANT

CHANGE VALUATION VALUE

KW MMS

1000 7301 8980
500 7210 8868

BASE OPERATING COSTS BASE 7119 8756
500 7027 8643

10 00 6936 8531
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OPERATING COST VALUATION SENSITIVITIES

OPERATING COST PLANT TOTAL PLANT

CHANGE VALUATION VALUE

KW MMS

1000 7304 8980
7210 8868

BASE OPERATING COSTS BASE 7119 8756
500 702 8643

1U 00 B93B
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RESUMEFOR JOHNJ REED

JOHNJ REED

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

JOHN RE IS FINAI CII AND EU NON OISOLTINI WITH TRORE THAN TH ARS OF EXPERIENCE IN THE UIERG

INDU TRY MR REED HA ALSO BEEN THE IN SI INETVLER CEUNUES FIRM AND OF THE NATIONS

LARHEST PUBLIEL INDED IIIAN IGENI IT EON IG TIRM NYSL LE II PROX IDED ADVI OR SERVICES III THE

AREAS OT MERGER NID ACQUISITIONS SET ESTIATIRE AND PURCHASES STR ITEGIE PLAIINING PROJEET FIIIANCE

CORPORA IHWITIOII ENERGX MARKET INAB ITE IIID REGULAN MATTERS AND ENERGY CONTRACT NEGOTIATIONS TO

CLIENTS AEROS NORTHI AND ENTRAH MERI MR REED COMPREHENSIVE EXPERIENCE INCLUDES THIE DEVELOPMENT
AND IMPLEMCIITITIOU NUDE IR FT SSIL II DR EHECTNE GCNERATMOII DIX ESTNCRRE PROGRAMS WITH AN AGGREGATE

VALNATIOII IN EXCESS CF HIL ION MI REE HI IS AL PRO IDED EXPERT TE TI NON ON FNANEIAH AND ECONOMIC

MATTERS ON MORE LUAU 12 CEEASIOIIS BEFORE TR RE ANADIAN REGULATORY IGENCIES STA UTILITN REGULATORX

AGENCIES ARIONS STATE AND FEDERAL COURT ICL BEFORE ARBITRATION PANELS III THE MTED ST ITES MUD MACLA

FIER GRADU TIC II FROIII THE HIARR II SD OH OT THE NIX CRSIRX OF PENNSHX ANN MR REED JOINED SOUTHERN

ALIT NIA GAS UIPANX WHERE HE XV RKCD IN THE REGULATORX IMID FINANCIAL GROUPS LEAVING THE FRNUI AS HIEF

CONONIMST IN 1981 LIE EN ED AS EXEEM LIX AND NSUHTAIIT WITH STONE WEBSTER MANAGENIENT CONSULTING

AMID RJ RUDDEII WIATES NOR TO LORNIING RI OIISUL NIG GROUP IN 1988 WAS ACQUIRED

NIXIGAMIT ENSULTING IN 199 WHEUC MR REED ERIED US AN EXECUTIX UNTIL HEIVING NAVUGATIT TO
JOMMI

CIA AS

HUIMIRCIN NID CC TIXE CFFUER

REPRESENTATIVE PROJECT EXPERIENCE

EXECUTIVE MANAGEMENT
XS IN EXECUTAX HEX EL DONS MLTANN RKED XVMTHU LOS OTHER SENIOR OFFICER AMID BOARD OF DIRECTORS OF

UMMAMM
NOT TI UMIE OP CHEEMIME MIUEH GS WELL DS SEMMUEN JIUHITMEAL

LCDDERS OF MHC UND

CAN UCLA OII UMNMMUIEROU EM AGEMENTS OXEN THE PIST 20 VEIRS DIRECTED MIIERGER UCQUISITMON CLIX ESTITNURE AND

PROJECT ELEVEHOPUICUIT ENGUGEMEMMI FT ITILUTMES PIPELINE MID ELECTRIC GENERATION COMP MIMICS REPOSMEMOMIED

SEVERAL ELECTRIC AUID AS UTITUIME AS PURE CHSTRMBUTOUS TLURO
IGHI SERIES OF REGULATORY FINANCIAL AND LEGISLATIX

UNITMATIX ES IMID HELPED TO DEV LOP MD CXECUTE SEVERAL ROLL UP MARKET UGGREGANON STRATEGIES FOR COMPANIES

SEEKING TO UCHIMEX NIBSTAMUNI ML SCALE III ENERG DISTRIBUTION GENERATION RRAMISMRNSSUONAIID MARKETING

FINANCIAL AND ECONOMIC ADX ISOR SERVICES

RETAINED BY UIIAUI OT THE ATIC MM LEACHMIG CNERGX ONIPANRES AMID FIRM UMUEMAL IMISTITUTIONS FOR SERVICES RELATING TO

THE PUIRCHIASE SUE OR ELEVELOPUIENT OF UE CUILERPRISES THESE PROJECTS ICLUDED MAJOR UIEXV GUS PIPEHUE

PROJECT GAS TONAGE PROJECTS EV RAL NOMI UNLUTY GENCRATUOMI PROJECTS THE PURCHASE AND SALE OT PROJECT

DEVELOPMENT MUD GAS NNARKERIIUG FIRMS AMID UTILITY ACQUISITIOUIS SPECIFIC SEN ICES PUOX IDED UMICLUELE THE

ELEVELOPURICUIT
OF CORPORATE EXPAUUSUOUI PLAN REX MEW OF

AEQUISMTICNI CAMIDUDATES ESTABLISHMENT OF DIVESTITURE

SNIUUDARD DUE DILIGENCE OUM AEQUISITIOUI FNNAMUCMNG MARKET ENTRI OR EXPANSION STUDIES CONIPEUNVE

ASSESNNENUTS PROMECT FIUIANEUNG STNDIES AND MUENOTIATIONS RELATING DUESE TRAUMSACTUOIUS

LITIGATION SUPPORT AND EXPERT TESTIMONY

PROVIDED EXPE IESNUUUIOMMY ON MORE DIAN 125 OCEASMOMIS MU ADUNIUNSTRAUX AND CIVIL PROCEEDINGS ON WIDE

RAN UC OF EMIERGY MUD ONONIMC US UES HENTS IN THESE NUANTERS HAVE INCLUDED GAS DISTRIBUTION UTILITIES GAS

PIPELINES GAS PRODUCERS AL PRODUCERS ELECTRIC ULMUES LARGE ENERGY ONSUMERS GOVERIUMUAENTUH MUD REGULATORY

CONCUNI RIC NI ADVISORS INC PTXUF AL
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