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DONALD ROWLETT

DIRECT TESTIMONY

PLEASE STATE YOUR NAMEBY WHOMYOU ARE EMPLOYED AND BUSINESS ADDRESS

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

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

OKLAHOMA CITY OKLAHOMA 73101

WHAT POSITION DO YOU HOLD WITH OGE

HOLD THE POSITION OF DIRECTOR OF REGULATORY POLICY AND COMPLIANCE

PLEASE STATE YOUR EDUCATIONAL QUALIFICATIONS AND EMPLOYMENT HISTORY WITH OGE

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

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

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

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

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

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

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

17 FINANCIAL REPORTING REQUIREMENTS OF THE SEC AND GENERALLY ACCEPTED ACCOUNTING

18 PRINCIPLES GAAP



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

OGE

AM RESPONSIBLE FOR THE ANALYSIS DEVELOPMENT AND COMMUNICATION OF REGULATORY POLICY

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

OKLAHOMA ARKANSAS AND FEDERAL ENERGY REGULATORY COMMISSION FERC JURISDICTIONS

AND MONITORING COMPLIANCE WITH THOSE POLICIES THROUGHOUT THE COMPANY HAVE TESTIFIED

ON BEHALF OF THE COMPANY BEFORE THE OKLAHOMA COMMISSION THE ARKANSAS PUBLIC

SERVICE COMMISSION AND THE ENVIRONMENTAL AND PUBLIC WORKS COMMITTEE IN THE UNITED

STATES SENATE

10

11 HAS THIS COMMISSION PREVIOUSLY ACCEPTED YOUR PROFESSIONAL QUALIFICATIONS

12 YES

13

14 PLEASE DESCRIBE THE SYSTEM OF ACCOUNTING UTILIZED IN MAINTAINING THE COMPANYS

15 BOOKS AND RECORDS

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

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

18 BY THE FEDERAL ENERGY REGULATORY COMMISSION FERC AND ADOPTED BY THE OKLAHOMA

19 CORPORATION COMMISSION COMMISSION FINANCIAL STATEMENTS ARE PREPARED IN ACCORDANCE

20 WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES AND AUDITED ANNUALLY BY AN INDEPENDENT

21 PUBLIC ACCOUNTING FIRM TO ASSURE THESE PRINCIPLES ARE APPLIED ON CONSISTENT BASIS AND IN

22 KEEPING WITH THE PRESCRIBED SYSTEM OF ACCOUNTS IN ADDITION THE OKLAHOMA CORPORATION

23 COMMISSION FERC ARKANSAS PUBLIC SERVICE COMMISSION THE INTERNAL REVENUE SERVICE



AND OTHER GOVERNMENTAL AND REGULATORY AGENCIES PERFORM PERIODIC AUDITS TO ASSURE

COMPLIANCE WITH THEIR RESPECTIVE REQUIREMENTS

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN CAUSE NO PUD 200800398

THE PURPOSE OF MY TESTIMONY IS TO EXPLAIN THE CALCULATION OF OGES REQUESTED GENERAL

RATE CHANGE ALSO SPONSOR THE COMPANYS FINANCIAL STATEMENTS AND SCHEDULES INCLUDED IN

SECTIONS AND OF THE COMPANYS APPLICATION PACKAGE FINALLY AM

RESPONSIBLE FOR SUPPORTING SEVERAL PRO FORMA ADJUSTMENTS

10 HOWIS YOUR TESTIMONY ORGANIZED

11 MYTESTIMONY IS ORGANIZED INTO THE FOLLOWING FIVE SECTIONS

12 SECTION COMMISSION PROCEDURES

13 SECTION II GENERAL RATE CHANGE

14 SECTION 1111 RATE BASE PRO FORMA ADJUSTMENTS

15 SECTION IV OPERATING INCOME PRO FORMA ADJUSTMENTS

16 SECTION CONCLUSION

17

18 SECTION COMMISSION PROCEDURES

19 PLEASE STATE THE RELIEF SOUGHT FROM THE COMMISSION THROUGH THIS APPLICATION

20 OGE IS REQUESTING GENERAL RATE CHANGE PURSUANT TO THE COMMISSION RULES CHAPTER

21 70 MINIMUM STANDARD FILING REQUIREMENTS THE ACCOUNTING EXHIBITS SCHEDULES

1657012 DEFINITIONS GENERAL RATE CHANGE MEANS CHANGE IN RATES RESULTING IN MORE THAN ONE PERCENT

INCREASE IN UTILITYS JURISDICTIONAL ANNUAL GROSS OPERATING REVENUES UNLESS OTHERWISE ALLOWED BY LAW CHANGE



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

APPLICATION PACKAGE FILED IN THIS CAUSE

DID OGE PROVIDE THE COMMISSION ADVANCE NOTICE OF THE COMPANYS APPLICATION

YES PURSUANT TO GAC 1657037 UTILITY IS REQUIRED TO PROVIDE 45 DAY NOTICE TO THE

COMMISSION OF ITS INTENT TO FILE AN APPLICATION FOR GENERAL RATE CHANGE THE NOTICE IS

REQUIRED TO BE IN WRITING AND FILED WITH THE COMMISSIONS COURT CLERK ON DECEMBER 12

2008 OGE FILED NOTICE OF INTENT THAT THE COMPANY WOULD BE FILING AN APPLICATION ON

OR ABOUT JANUARY 26 2008 SEEKING TO IMPLEMENT PLAN WHICH WOULD MODIFY THE RATES AND

10 CHARGES FOR ITS OKLAHOMA JURISDICTION CUSTOMERS OGE SUBSEQUENTLY NOTIFIED THE

11 COMMISSION STAFF THAT THE COMPANY INTENDED TO FILE ITS APPLICATION AND SUPPORTING

12 DOCUMENTATION BY THE END OF FEBRUARY 2009

13

14 WHAT IS THE AMOUNT OF THE REQUESTED GENERAL RATE CHANGE

15 THE COMPANY IS REQUESTING THE COMMISSION TO APPROVE 1103 MILLION GENERAL RATE

16 CHANGE THE PROPOSEDEFFECTIVE DATE IS THE FIRST BILLING CYCLE IN SEPTEMBER 2009

MANDATED BY REGULATION OR LEGISLATION CHANGE IN THE TERMS AND CONDITIONS OF SERVICE REQUEST FOR SPECIAL

CONTRACT OR REQUEST FOR NEW ANDOR OPTIONAL SERVICE DOES NOT CONSTITUTE GENERAL RATE CHANGE

1657012 DEFINITIONS APPLICATION PACKAGE MEANS THE REQUIRED SCHEDULES AND TESTIMONY FILED BY CLASS OR

UTILITY TO INITIATE GENERAL RATE CHANGE SEE 1657031 AND 1657054



WHAT TEST YEAR WAS UTILIZED IN DEVELOPING THE APPLICATION PACKAGE

THE COMPANYS EXHIBITS WERE BASED ON THE FINANCIAL RESULTS OF THE TEST YEAR ENDED

SEPTEMBER 30 2008 THE APPLICATION PACKAGE CONTAINS TWELVE 12 PRO FORMA

ADJUSTMENTS TO RATE BASE AND THIRTYSEVEN 37 PRO FORMA ADJUSTMENTS TO OPERATING

INCOME

WHY ARE PRO FORMA ADJUSTMENTS TO TEST YEAR NECESSARY

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

EXPENSE AND INVESTMENT LEVELS THE UTILITY IS EXPECTED TO EXPERIENCE IN SOME REGULATORY

10 JURISDICTIONS FUTURE TEST YEAR IS UTILIZED TO ACHIEVE THIS GOAL IN OKLAHOMA HISTORICAL

11 FINANCIAL RESULTS ARE USED BUT REQUIRE RESTATEMENT FOR ACTUAL OCCURRENCES NOT EXPECTED TO

12 RECUR AND II EVENTS THAT ARE EXPECTED TO OCCUR BUT DID NOT TRANSPIRE IN WHOLE OR IN PART

13 DURING THE TEST YEAR THERE MAY ALSO BE COSTS EXPECTED TO RECUR BUT ARE VIEWED AS NOT

14 BEING THE CUSTOMERS RESPONSIBILITY IN THIS SPECIFIC CAUSE PRO FORMA ADJUSTMENTS SHOULD

15 RECOGNIZE THE REVENUE EXPENSE AND INVESTMENT LEVELS THAT THE COMPANY WILL EXPERIENCE

16 AFTER NEWRATES ARE IMPLEMENTED IN SEPTEMBER 2009

17

18 PLEASE EXPLAIN THE GENERAL CATEGORIES OF PRO FORMA ADJUSTMENTS

19 PRO FORMA ADJUSTMENTS USUALLY FALL INTO ONE OF THE FOLLOWING THREE CATEGORIES

1657012 DEFINITIONS TEST YEAR MEANS THE TWELVE 12 MONTH PERIOD USED IN DETERMINING RATE BASE OPERATING

INCOME AND RATE OF RETURN

APPLICATION PACKAGE VOLUME LI SECTION SCHEDULE B4

APPLICATION PACKAGE VOLUME II SECTION SCHEDULE H3



NORMALIZATION ADJUSTMENTS ARE USUALLY MADE TO REVENUES AND EXPENSES TO OFFSET

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

WEATHER CONDITIONS CAN CREATE ABNORMAL LEVELS OF REVENUES AND EXPENSES

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

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

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

OPERATIONS FOR THE ESTABLISHMENT OF PROSPECTIVE RATES

ANNUALIZATION ADJUSTMENTS RECOGNIZE THAT SOME ACTION OCCURRED DURING THE TEST YEAR

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

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

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

12 HISTORICAL FINANCIALS THE PRO FORMA ADJUSTMENT IS NECESSARY TO INCREASE PAYROLL COSTS

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

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

15 SHOULD ALSO BE CONSIDERED

16 OUTOFPERIOD ADJUSTMENTS CONSIDER KNOWN AND MEASURABLE CHANGES THAT OCCUR

17 OUTSIDE THE END OF THE TEST YEAR IN THIS CAUSE TWO GOOD EXAMPLES ARE PRO FORMA

18 ADJUSTMENT NO TO RATE BASE AND PRO FORMA ADJUSTMENT NO 29 TO OPERATING

19 INCOME PRO FORMA ADJUSTMENT NO RECOGNIZES CONSTRUCTION EXPENDITURES FOR

20 PROJECTS THAT WILL BE SERVING CUSTOMERS BY MARCH 31 2009 WHICH IS WITHIN SIX

21 MONTHS OF THE TEST YEAR PRO FORMA ADJUSTMENT NO 29 RECOGNIZES ADDITIONAL

22 EMPLOYEES THAT WILL BE HIRED AFTER THE CLOSE OF THE TEST PERIOD THESE OUTOFPERIOD



ADJUSTMENTS ARE CRITICAL IN ESTABLISHING FAIR AND REASONABLE RATES THAT WILL BE

IMPLEMENTED IN SEPTEMBER 2009

IS THERE HARD DEADLINE FOR CONSIDERATION OF OUT OF PERIOD ADJUSTMENTS

NO OUT OF PERIOD ADJUSTMENTS ARE SOMETIMES CHALLENGED BASED ON 17 OS 284 WHICH

READS THE COMMISSION SHALL GIVE EFFECT TO KNOWN AND MEASURABLE CHANGES OCCURRING OR

REASONABLY CERTAIN TO OCCUR WITHIN SIX MONTHS OF THE END OF THE TEST PERIOD UPON WHICH

THE RATE REVIEW IS BASED SOME FOCUS ON THE WORD WITHIN BASED ON THAT LIMITED

READING SOME ARGUE FOR SIXMONTH LIMITATION FOR OUTOFPERIOD ADJUSTMENTS

10

11 WHAT IS OGE VIEWPOINT REGARDING OUTOFPERIOD ADJUSTMENTS

12 THE COMPANY AGREES THAT THE COMMISSION MUST GIVE EFFECT TO OUTOFPERIOD ADJUSTMENTS

13 OCCURRING WITHIN SIX MONTHS SUCH AS PRO FORMA ADJUSTMENTS AND 29 JUST DISCUSSED BUT

14 THE COMPANY UNDERSTANDS THE COMMISSION HAS THE DISCRETIONARY AUTHORITY TO APPROVE

15 JUSTIFIED KNOWN AND MEASURABLE CHANGES SUBSEQUENT TO THE SIXMONTH PERIOD THE

16 COMPANY FILED LEGAL BRIEF IN PUD 455 ADDRESSING 17 08 284 THE LEGAL BRIEF

17 ESTABLISHED THAT THE COMMISSION HAS BROAD DISCRETION TO ACCEPT OR REJECT KNOWN AND

18 MEASURABLE CHANGES TO TEST YEAR FINANCIAL INFORMATION OUTSIDE THE SIXMONTH PERIOD

19

20 HAS THE COMMISSION RULED ON THIS POINT RECENTLY

21 YES IN THE MOST RECENT PSO RATE ORDER CAUSE NO PUD 200800144 ORDER NO 564437

22 THE COMMISSION STATED ALTHOUGH THE COMMISSION IS MANDATED TO ADOPT KNOWN AND

23 MEASURABLE CHANGES THAT OCCUR WITHIN THE MONTHS POSTTEST YEAR THE COMMISSION ALSO



HAS THE OPTION OF GOING BEYOND THE MONTH POST TEST YEAR TO CONSIDER APPROPRIATE

ADJUSTMENTS PAGE OF THE ORDER

IS OGEPROPOSING OUTOFPERIOD ADJUSTMENTS THAT OCCUR AFTER MARCH 312009

YES AS DISCUSS IN MORE DETAIL LATER IN MY TESTIMONY OGE IS PROPOSING TO DETERMINE

THE AMORTIZATION OF UNRECOVERED PENSION EXPENSE BASED ON THE REGULATORY ASSET BALANCE AT

AUGUST 31 2009 THE COMPANY IS ALSO REQUESTING THE COMMISSION TO APPROVE LEVEL FOR

COAL INVENTORY BASED ON CURRENT REPLACEMENT COSTS PROJECTED TO JUNE 30 2009

10 SECTION II GENERAL RATE CHANGE

11 HOWIS OGES REQUESTED GENERAL RATE CHANGE DETERMINED

12 THE CALCULATION OF THE COMPANYS REQUESTED 110325328 GENERAL RATE CHANGE IS

13 SUMMARIZED IN CHART

14 CHART

LINE MSFR GENERAL RATE CHANGE

NO SCHEDULE CALCULATION

B2 RATE BASE 2862736554
FLA RATE OF RETURN 9640

RETURN REQUIREMENT 275967804

HI PRO FORMA OPERATING INCOME 208A43747
RETURN DEFICIENCY 67524057

FEDERAL AND STATE INCOME TAX 42801271

BI RATE INCREASE 110325328

15

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

17 2862736554 RATE BASE VALUE IN CHART LINE



SECTION SCHEDULE B2 DISPLAYS THE TOTAL COMPANY PER BOOK AMOUNTS PRO FORMA

ADJUSTMENTS AND THE RESULTING OKLAHOMA JURISDICTION RATE BASE THIS SCHEDULE SHOWS THAT

THE COMPANY HAS INVESTED APPROXIMATELY 286 BILLION TO SERVE OUR OKLAHOMA CUSTOMERS

THE COMPONENTS OF THE 286 BILLION OKLAHOMA JURISDICTION PRO FORMA RATE BASE ARE

IDENTIFIED UNDER THE DESCRIPTION COLUMN THE REFERENCE COLUMN PROVIDES THE LOCATION

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

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

SCHEDULE B3 ITEMIZES EACH PRO FORMA ADJUSTMENT BY COMPONENTTHE TOTAL COMPANYPRO

FORMA VALUES ARE THEN ALLOCATED TO DETERMINE THE OKLAHOMA JURISDICTION RATE BASE OF 286

10 BILLION OGE WITNESS GREG VEITCH MANAGER COST OF SERVICE SPONSORS THE OKLAHOMA

11 JURISDICTION ALLOCATION FACTORS SHOWNON SCHEDULE B2

12

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

14 SCHEDULE B4 CATALOGS TWELVE 12 PRO FORMA ADJUSTMENTS THAT TOTAL 42777600 THESE

15 ADJUSTMENTS ARE REQUIRED TO ESTABLISH THE APPROPRIATE RATE BASE VALUE INVESTMENT LEVEL FOR

16 RATEMAKING PURPOSES SCHEDULE B4 ALSO CONTAINS DESCRIPTIONS AND AMOUNTS FOR EACH

17 PRO FORMA ADJUSTMENT II LIST OF COMPANY WITNESSES AND III WORKPAPER REFERENCES

18

19 WHAT IS OGES REQUESTED RATE OF RETURN IN THIS CAUSE

20 OGE IS REQUESTING 9640 RATE OF RETURN AS DEPICTED ON LINE OF CHART THE OVERALL

21 COST OF CAPITAL IS ESTABLISHED IN SECTION VOLUME II OF THE COMPANYS APPLICATION

APPLICATION PACKAGE VOLUME II SECTION SCHEDULE BI



PACKAGE SECTION HAS BEEN UPDATED IN THIS FILING TO REFLECT THE COMPANYS LONGTERM

DEBT AND COMMONEQUITY AS OF DECEMBER31 2008

BRIEFLY EXPLAIN THE CALCULATION OF THE 9640 RATE OF RETURN

AS ILLUSTRATED IN SCHEDULE FLA THE CAPITAL RATIO IS LONGTERM DEBT 45858 AND COMMON

EQUITY 54142 CONSIDERING THE COST OF EACH COMPONENT6559 FOR LONGTERM DEBT AND

12250 FOR THE EQUITY RETURN REQUESTED BY THE COMPANY THE RESULTING RATE OF RETURN IS

9640

10 PLEASE EXPLAIN THE RELATIONSHIP BETWEEN LINES AND IN CHART ABOVE

11 WHEN THE 9640 RATE OF RETURN IS APPLIED TO THE COMPANYS JURISDICTIONAL INVESTMENT TO

12 PROVIDE ELECTRIC SERVICE THE RESULT IS RETURN REQUIREMENT OF 275967804 LINE

13 OGES PRO FORMA OPERATING INCOME IS 208443747 LINE THE 67524057

14 DIFFERENCE LINE IS THE COMPANYS RETURN DEFICIENCY WHEN FEDERAL AND STATE INCOME

15 TAXES ARE ADDED TO THE RETURN DEFICIENCY 110325328 RATE INCREASE IS JUSTIFIED

16

17 PLEASE IDENTIFY THE SECTIONS OF THE APPLICATION PACKAGE THAT ARE USED TO ESTABLISH THE

18 208443747 PRO FORMA OPERATING INCOME FOUND ON LINE OF CHART ABOVE

19 SECTIONS AND SUPPORT THE 208443747 OKLAHOMA JURISDICTION PRO FORMA

20 OPERATING INCOME SECTION SCHEDULE DISPLAYS THE TOTAL COMPANY PER BOOK AMOUNTS

21 PRO FORMA ADJUSTMENTS TO OPERATING REVENUES AND EXPENSES AND RESULTING OKLAHOMA

22 JURISDICTION OPERATING INCOME

10



PLEASE EXPLAIN SCHEDULE HI

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

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

THE TEST YEAR ENDED SEPTEMBER 30 2008 THE THIRD COLUMN REFLECTS ACCUMULATEDPRO FORMA

ADJUSTMENTS TO THE OPERATING INCOME STATEMENT SCHEDULE H2 ITEMIZES EACH PRO FORMA

ADJUSTMENT BY CATEGORY THE TOTAL COMPANY PRO FORMA VALUES ARE THEN DIRECT ASSIGNED OR

ALLOCATED TO THE OKLAHOMA JURISDICTION OGE WITNESS GREG VEITCH SPONSORS THE

OKLAHOMA JURISDICTION ALLOCATION FACTORS SHOWNON SCHEDULE

10 WHAT ADJUSTMENTS ARE PROPOSED TO THE TOTAL COMPANY OPERATING INCOME

11 SCHEDULE H3 CATALOGS THIRTYSEVEN 37 PRO FORMA ADJUSTMENTS THAT INCREASE TOTAL

12 COMPANY OPERATING INCOME 1946740 THESE ADJUSTMENTS ARE REQUIRED TO ESTABLISH

13 FORWARD LOOKING INCOME STATEMENT TO MEASURE PROSPECTIVE EARNINGS UNDER NEW RATES

14 SCHEDULE H3 ALSO CONTAINS THE DESCRIPTION AND AMOUNT FOR EACH PRO FORMA ADJUSTMENT

IS II LIST OF COMPANY WITNESSES AND III WORKPAPERREFERENCES

16

17 WHAT IS THE OKLAHOMA JURISDICTION TOTAL REVENUE REQUIREMENT BASED ON THE PRO

18 FORMA TEST YEAR RESULTS

19 OGESOKLAHOMA JURISDICTION TOTAL REVENUE REQUIREMENT IS 1845320478 AS REFLECTED

20 IN SCHEDULE BI LINE 10 THE 1569352674 EXPENSE LEVEL IS FOUND ON SCHEDULE HI

21 LINE 19 CHART BELOW DESCRIBES EACH EXPENSE CATEGORY AND AMOUNT THE REMAINING

22 275967804 REPRESENTS THE OPERATING INCOME REQUIRED TO FUND INTEREST PAYMENTS ON DEBT

23 AND FAIR RETURN TO OGE SHAREOWNERS

11



CHART

OPERATING EXPENSES AND TAXES

DESCRIPTION AMOUNT

FUEL 781747772

PURCHASED POWER 159226474

OTHER OM 309088195

CUSTOMER DEPOSIT INTEREST 2226268

DEPRECIATION 157961191

AMORTIZATION OF REGULATORY ASSET 9922311

MISCELLANEOUS TAXES 90177

PROPERTY TAXES 47246209

PAYROLL TAXES 10886306

INCOME TAX 90
TOTAL 1569352674

SECTION III RATE BASE PRO FORMA ADJUSTMENTS

PLEASE IDENTIFY THE PRO FORMAADJUSTMENTS TO RATE BASE THAT YOU SPONSOR

AM SPONSORING PRO FONNA ADJUSTMENTS 10 11 AND 12 WHICH ARE

SUPPORTED BY THE REFERENCED WORKPAPERS SOME OF THESE ADJUSTMENTS ARE ROUTINE IN EVERY

RATE CASE OR SELFEXPLANATORY BASED ON THE DESCRIPTION IN SCHEDULE B4 THE FOLLOWING

PRO FORMA ADJUSTMENTS REQUIRE SOME ADDITIONAL EXPLANATION

NO HOLDING COMPANY ASSET ALLOCATION

10 NO FUEL INVENTORIES

II NO GAS IN STORAGE

12 NO CASH WORKING CAPITAL

13 NO CWIP EXPENDITURES FOR THE PERIOD OCTOBER 2008 THROUGH MARCH 2009

14 NO 10 REMOVE STORM REGULATORY ASSET

15 NO11 AND NO 12 POSTCLOSING REDBUDADJUSTMENTS

APPLICATION PACKAGE VOLUME II SECTION SCHEDULE HI

12



HOLDING COMPANY ASSET ALLOCATION

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO HOLDING COMPANY ASSET ALLOCATION

SCHEDULE B3 INCLUDES THE HOLDING COMPANY ASSETS IN THE TOTAL COMPANY PER BOOK UTILITY

PLANT VALUE ON LINE PRO FORMA ADJUSTMENT NO ALLOCATES 24339415 TO NONUTILITY

ACTIVITY THE BREAKDOWN OF THE ADJUSTMENT IS 21921842 UTILITY PLANTINSERVICE AND

2417573 CONSTRUCTION WORK IN PROGRESS AFTER DEDUCTING 16977939 OF ACCUMULATED

DEPRECIATION THE NET ADJUSTMENT IS REDUCTION TO RATE BASE OF 7361476 THE ACCOUNTING

DETAIL FOR PRO FORMA ADJUSTMENT NO IS FOUND IN OGES SUPPLEMENTAL FILING

PACKAGE WPB32 THE COMPANY ALLOCATED 2438 OF THE HOLDING COMPANY ASSETS TO

10 NONUTILITY ACTIVITY BASED ON THE ALLOCATION METHODOLOGY SUPPORTED BY THE SCHEDULE FOUND

11 IN OGES SUPPLEMENTAL PACKAGE WP B32A THE COST CENTERS IDENTIFIED ON THIS

12 WORKPAPER UTILIZE ONE OF FOUR ALLOCATION METHODS DISTRIGAS II HEADCOUNT III

13 UTILIZATION PERCENTAGE OR IV DIRECT ASSIGNMENT FOR EXAMPLE THE COSTS INCLUDED IN COST

14 CENTER X0007820 ARE DIRECTLY ASSIGNED TO THE COMPANY BECAUSE THEY PERTAIN TO SOFTWARE

15 SYSTEMS THAT SUPPORT THE UTILITY ONLY IE CUSTOMER CARE SYSTEM AND OUTAGE MANAGEMENT

16 LIKEWISE THE DEPRECIATION COSTS INCLUDED IN COST CENTER X8888050 COMPUTER EQUIPMENT

17 ARE ALLOCATED BASED ON ACTUAL UTILIZATION

18

19 WHAT IS THE HISTORY BEHIND THE HOLDING COMPANY ALLOCATION

20 OGES PARENT HOLDING COMPANY 0GB ENERGY CORP WAS FORMED IN 1995 AND

21 CORPORATE REORGANIZATION WAS IMPLEMENTED IN 1996 AS PART OF THE CORPORATE

22 REORGANIZATION MOST CORPORATE SERVICES AND RELATED ASSETS WERE TRANSFERRED FROM OGE TO

23 0GB ENERGY CORP HOLDING COMPANY THE HOLDING COMPANY ASSETS ARE STILL PRIMARILY

13



USED TO SUPPORT UTILITY ACTIVITIES AND SERVICES AND SHOULD BE INCLUDED IN OGE RATE

BASE OGE APPROACHED THE COMMISSION REGARDING ITS INTENT TO ADOPT HOLDING

COMPANY STRUCTURE THIS NOTIFICATION WAS IN PART TO AVOID FUTURE CONFUSION AND SECOND

GUESSING OF HOWBUSINESS WAS CONDUCTED AMONGTHE HOLDING COMPANY OGE AND OTHER

SUBSIDIARIES

ARE YOU FAMILIAR WITH THE MEMORANDUM OF UNDERSTANDING THAT IS REFERENCED IN

COMMISSION ORDER NO 399818 ACKNOWLEDGING THE FORMATION OF OGE ENERGY CORP

YES AM AS MATTER OF FACT PARTICIPATED IN DISCUSSIONS WITH MEMBERS OF THE STAFF AND

10 REPRESENTATIVE OF THE ATTORNEY GENERALS OFFICE DURING THE PROCESS

11

12 CAN YOU DESCRIBE THE PROCESS

13 YES OGE FILED AN APPLICATION IN OKLAHOMAAND IN ARKANSAS NOTIFYING EACH COMMISSION

14 OF THE FORMATION OF THE HOLDING COMPANY BOTH COMMISSIONS CONDUCTED DISCOVERY

15 PROCESS THROUGH THE ISSUANCE OF DATA REQUESTS

16 PARTICIPATED IN SEVERAL MEETINGS WITH THE OKLAHOMA COMMISSION STAFF AND THE ATTORNEY

17 GENERALS REPRESENTATIVE IN WHICH MANY ISSUES WERE DISCUSSED THE TOPIC OF HOW COSTS

18 SHOULD BE ALLOCATED WAS DISCUSSED AT GREAT LENGTH AS RESULT OF THESE DISCUSSIONS OGE

19 MEMORIALIZED THE CONSENSUS OF THESE DISCUSSIONS IN THE MEMORANDUM OF UNDERSTANDING

20 ATTACHED TO ORDERNO 399818 THE METHODOLOGY FOR ALLOCATION OF HOLDING COMPANY COSTS

21 WAS AMONG THESE AREAS OF UNDERSTANDING GENERALLY THE UNDERSTANDING REACHED WAS THAT

22 COSTS WOULD BE ALLOCATED IN THREE WAYS FIRST IF THERE WAS DIRECT CAUSE AND EFFECT

23 RELATIONSHIP COSTS SHOULD BE ALLOCATED ON THAT BASIS SECOND IN INSTANCES WHERE THERE WAS

14



AN OBVIOUS ALLOCATION METHOD THAT METHOD WOULD BE APPLIED FOR EXAMPLE IF TWO

SUBSIDIARIES BENEFITED EQUALLY FROM COST IT WOULD BE SPLIT 5050 THIRD ALL OTHER COSTS

WOULD BE ALLOCATED FOLLOWING THE DISTRIGAS ALLOCATION FORMULA

HAS THE DISTRIGAS ALLOCATION METHOD BEEN ACCEPTED BY THIS COMMISSION

YES IN OGES LAST RATE CASE PUD2005000151 ORDER NO 516261 THE COMMISSION

FOUND THAT THE USE OF THE DISTRIGAS METHOD AS PRESENTED BY OGE SHOULD BE ADOPTED AS

THE APPROPRIATE METHODOLOGY FOR ALLOCATION OF GENERAL CORPORATE OVERHEAD TO THE

COMPANY PAGE 99 OF ORDER NO 515261 IN REACHING THIS CONCLUSION THE COMMISSION

10 FOUND THAT THE CONTINUING AND CONSISTENT USE OF THE DISTRIGAS FORMULA SERVES TO MINIMIZE

11 DISTORTIONS AND FLUCTUATIONS IN THE ALLOCATION OF COSTS

12

13 PLEASE EXPLAIN THE TERMS AFFILIATE TRANSACTIONS AFFILIATE COSTS HOLDING

14 COMPANY COST ALLOCATIONS CORPORATE ALLOCATIONS AND CORPORATE OVERHEAD

15 ALLOCATIONS

16 WITHIN THE GENERAL CONTEXT OF THIS TESTIMONY THESE TERMS MAY BE USED INTERCHANGEABLY TO

17 REFER TO 0GB ENERGY CORP HOLDING COMPANY COSTS CHARGEDALLOCATED TO ITS TWO

18 ACTIVE SUBSIDIARIES OGEAND ENOGEX

19 AS IN MANY CORPORATE ORGANIZATIONS THE HOLDING COMPANY EXISTS PRIMARILY TO PERFORM

20 GENERAL AND ADMINISTRATIVE NONOPERATINGTYPE SERVICES FOR OR ON BEHALF OF ITS SUBSIDIARIES

21 IN CENTRALIZED MANNER AS SUCH THE HOLDING COMPANY IS NOT AN OPERATING COMPANY

22 GENERATING OPERATING REVENUES FOR EXAMPLE THESE SERVICES INCLUDE HUMAN RESOURCES

15



HR INFORMATION TECHNOLOGY IT FACILITIES LEGAL ACCOUNTING AND TREASURY

FUNCTIONS

WHAT TYPE OF SERVICES DO THE COSTS ALLOCATED FROM THE HOLDING COMPANY REPRESENT

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

CHARGED OR ALLOCATED TO THE SUBSIDIARIES

MOST SERVICES OF THE HOLDING COMPANY FALL WITHIN ONE OF TWO MAIN TYPES

SHARED SERVICES

CORPORATE SERVICES

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

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

12 SERVICES THE COSTS OF THESE SERVICES ARE ALLOCATED OUT TO OTHERS BASED ON THE DISTRIGAS

13 METHOD THIS GROUP ALSO INCLUDES HR AND EMPLOYEE BENEFITS WHICH ARE ALLOCATED BASED

14 ON HEADCOUNT

15 SHARED SERVICES INCLUDES SERVICES SUCH AS FACILITIES COMPUTERS PC NETWORK ENTERPRISE

16 SYSTEM TELEPHONE SYSTEM FLEET MAINTENANCE PURCHASING AND MATERIAL WAREHOUSING

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

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

19

20 CAN YOU EXPLAIN WHAT YOU MEAN WHENYOU SAY BASED ON HEAD COUNT

21 BASED ON HEAD COUNT MEANS THAT COST WOULD BE ALLOCATED BASED UPON THE NUMBER OF

22 EMPLOYEES ASSIGNED TO PARTICULAR GROUP HUMAN RESOURCES HR IS GOOD EXAMPLE THE

23 HR DEPARTMENT ADMINISTERS COMMON HUMAN RESOURCE PROGRAMS SUCH AS EQUAL
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EMPLOYMENT OPPORTUNITIES MEDICAL AND DENTAL PLANS AND PAYROLL ADMINISTRATION WHEN

ALL OF THE COSTS OF ADMINISTERING THESE PROGRAMS IS ACCUMULATED THE RESULTING AMOUNT IS

DIVIDED BY THE TOTAL NUMBER OF EMPLOYEES THE RESULT OF THIS CALCULATION IS RATE PER

EMPLOYEE ASSIGNED TO PARTICULAR DEPARTMENT FOR ILLUSTRATION LETS SAY THE AMOUNT IS

1000 PER EMPLOYEE SINCE ENOGEX HAS ROUGHLY 515 EMPLOYEES IT WOULD GET CHARGE OF

515000

ARE COSTS ALLOCATED OR CHARGED TO GROUPS WITHIN THE HOLDING COMPANY

YES FOR EXAMPLE THE ACCOUNTING DEPARTMENT CORPORATE SERVICE USES OR BENEFITS

10 FROM THE SERVICES OF THE HR IT AND FACILITIES GROUPS IN ORDER TO CONDUCT ITS ACCOUNTING

11 ACTIVITIES THUS THE ACCOUNTING GROUP RECEIVES COSTS FROM MANY OTHER SERVICE GROUPS

12 THEN THE TOTAL OF THESE COSTS IS ACCUMULATED WITH THE OTHER DIRECT COSTS IN THE ACCOUNTING

13 GROUP AND THE TOTAL ACCOUNTING GROUP COST IS ALLOCATED TO SUBSIDIARIES BASED ON DISTRIGAS

14 ALL OF THESE HOLDING COMPANY COSTS ARE ULTIMATELY CHARGED OUT AMONG DEPARTMENTS AND

15 TO SUBSIDIARIES BASED ON USAGE AND BENEFIT OF SUCH SERVICES

16 AFFILIATE COSTS CAN ALSO RELATE TO COSTS CHARGED BETWEEN ANY OF THE THREE COMPANIES

17 MENTIONED BUT IN THE CONTEXT OF THIS TESTIMONY THESE TERMS WILL REFER TO HOLDING

18 COMPANY COSTS CHARGED OR ALLOCATED TO OGE AND ENOGEX WITH OUR PRIMARY FOCUS ON

19 COSTS CHARGED TO THE UTILITY OGE

20

21 WHEN YOU REFER TO ENOGEX ARE YOU INCLUDING ENOGEX AND ALL OF ITS SUBSIDIARIES

22 IN THE CONTEXT OF HOLDING COMPANY ALLOCATIONS THE TERM ENOGEX IS USED TO REPRESENT

23 ENOGEX AND ALL OF ITS SUBSIDIARIES
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HOWHAVE TOTAL ADMINISTRATIVE AND GENERAL EXPENSES CHANGED SINCE THE FORMATION OF

THE HOLDING COMPANY

SINCE 1995 TOTAL ADMINISTRATIVE AND GENERAL COSTS INCLUDING MISCELLANEOUS GENERAL

EXPENSE HAVE REMAINED RELATIVELY CONSTANT DEMONSTRATING THAT THROUGH EFFICIENCIES AND

SYNERGIES GAINED THROUGH CENTRALIZATION OF CORPORATESHARED SERVICES OGE HAS

SUCCESSFULLY MITIGATED THE EFFECTS OF INFLATION GENERALLY EXPERIENCED BY OUR ECONOMYSINCE

THE MID 90S

WHAT TECHNIQUES EXIST TO ENSURE THAT EXPENSES ARE CORRECTLY BEING CHARGED OR

10 ALLOCATED TO THE UTILITY

11 THERE ARE STRUCTURAL CONTROLS IN PLACE TO ENSURE THAT COSTS ARE CHARGED TO THE PROPER

12 DEPARTMENT OR COMPANY MANY OF THE RULES THAT GOVERN THE DISTRIBUTION OF HOLDING

13 COMPANY COSTS ARE CONFIGURED IN OGES INTERNAL SAP ACCOUNTING SYSTEM INCENTIVES

14 HAVE ALSO BEEN CREATED TO ENSURE CORRECT ALLOCATION OF COMMONCOSTS THE TEAMSHARE

IS INCENTIVE COMPENSATION PLAN INCLUDES MEASUREMENTS WHICH ENCOURAGE AND REWARD COST

16 CUTTING PERFORMANCEWITH NO SACRIFICE IN SAFETY OR THE RELIABILITY OF SERVICE COSTS RECEIVED

17 FROM THE HOLDING COMPANY ARE INCLUDED IN OPERATING GROUPS RESPONSIBLE COSTS THIS

18 PERFORMANCE MEASURE HAS CAUSED MANAGERS AND EMPLOYEES TO SCRUTINIZE COSTS MORE

19 CLOSELY AND IT HAS ASSISTED THE UTILITY IN ITS EFFORTS TO ENSURE THE FAIRNESS OF PRICING AND

20 ALLOCATION OF CORPORATE OVERHEAD COSTS

21 THIS INCENTIVE ALIGNS THE INTEREST OF THE UTILITY EMPLOYEES WITH THE INTERESTS OF THE

22 RATEPAYERS UTILITY OPERATING MANAGERS CAN INCREASE THEIR INCENTIVE COMPENSATION TO THE

23 EXTENT THEY CAN EFFECTIVELY MANAGE HOLDING COMPANY AND OTHER COSTS MANAGERS CAN TURN
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BACK UNUSED COMPUTERS MAKE SURE ONLY NECESSARY PHONE LINES ARE REQUESTED OR REDUCE THE

SQUARE FOOTAGE OCCUPIED EACH OF THESE SERVICES ARE TRANSFERRED FROM THE HOLDING

COMPANY ON UNIT BASIS SO OPERATING MANAGERS HAVE AN INCENTIVE TO USE LESS AND LOWER

THE CHARGE TO THEIR OPERATIONS

FUEL INVENTORIES

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO FUEL INVENTORIES

PRO FORMA ADJUSTMENT NO INCREASES THE LEVEL OF INVENTORIES TO REFLECT 60 DAYS OF

COAL II ADJUSTS COAL INVENTORY VALUE TO CURRENT REPLACEMENT COST AND III ADJUSTS FUEL OIL

IO INVENTORY TO AVERAGE LEVELS ON HAND THE MAJORITY OF THIS ADJUSTMENT 29505963 IS

II RELATED TO THE COAL INVENTORY DURING THE TEST YEAR OGE 13 MONTH AVERAGE LEVEL OF COAL

12 INVENTORY WAS APPROXIMATELY 1977000 TONS PRO FORMA ADJUSTMENT NO IS BASED ON

13 1980000 TONS THE INCREASE IN THE PROPOSED INVESTMENT IN COAL INVENTORY IS PRIMARILY

14 DUE TO INCREASED RAIL TRANSPORTATION COST AT SEPTEMBER 30 2008 THE COMPANYS WEIGHTED

IS AVERAGE COST OF COAL IN INVENTORY WAS 2010 PER TON AS RESULT OF NEW RAIL TRANSPORTATION

16 RATES FROM THE UNION PACIFIC AND THE BURLINGTON NORTHERN SANTA FE WHICH WENT INTO

17 EFFECT JANUARY 2009 THE REPLACEMENT COST OF DELIVERED COAL IS PROJECTED TO INCREASE TO

18 APPROXIMATELY 36 PER TON THIS INCREASE WILL CAUSE THE PROJECTED WEIGHTED AVERAGE COST

19 OF COAL TO BE APPROXIMATELY 33 PER TON BY THE END OF JUNE 2009 IN ACCORDANCE WITH

20 COMMISSION RULES OGES FUEL INVENTORY LEVELS ARE BASED ON THE WEIGHTED AVERAGE COST

21 AS COAL IS CONSUMED IT FLOWS THROUGH THE FUEL ADJUSTMENT CLAUSE AT ITS HISTORICAL WEIGHTED

22 AVERAGE COST AS THE COAL CONSUMED IS REPLACED IT INCREASES THE AMOUNT RECORDED IN

23 INVENTORY AT ITS CURRENT COST INCLUDING TRANSPORTATION COSTS THEREFORE THE WEIGHTED
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AVERAGE COST OF COAL WILL REFLECT THE NEW COSTS BEING INCURRED THE COMPANYSPRO FORMA

ADJUSTMENT REFLECTS THE 33 WEIGHTED AVERAGE COST PER TON APPLIED TO THE REQUESTED 60 DAY

LEVEL OF 1980000 TONS

DO YOU HAVE FURTHER SUPPORT FOR BASING OGES REQUEST ON THE WEIGHTED AVERAGE

COST OF 33 PER TON FOR COAL INVENTORY

YES FIRST THE 33 PER TON AVERAGE COST IS BASED ON CURRENT PRICES THAT WENT INTO EFFECT IN

JANUARY 2009 SECOND THE WEIGHTED AVERAGE COST OF COAL INVENTORY IS EXPECTED TO EXCEED

33 PER TON BY THE TIME THE ORDER IN THIS CASE IS ISSUED

10

11 HAS THE COMPANY ANALYZED THE COAL INVENTORY PROJECTIONS

12 YES CHART DEMONSTRATES THE ANTICIPATED COST OF COAL INVENTORY THROUGH 2009 BY THE END

13 OF AUGUST 2009 WHEN AN ORDER IN THIS CASE IS ANTICIPATED THE COST OF OGES INVENTORY

14 IS EXPECTED TO BE 343 18 AND BY THE END OF 2009 THE COST WILL BE 35328 PER TON
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CHART

MONTHEND COAL INVENTORY

100 10

80

40
20

TOTAL TON TONS MILLION

MONTWEND TONS MILLION TOTAL ITON

123108 2A51 4039 20
013109 48990 24223

022809 2211 61080 27622

033109 2353 70179 29830

043009 2A44 76 668 31 364

053109 81257 32A54

063009 445 81 263 33235

073109 381 80 33
083109 2295 78772 34318

093009 2391 82 34
103109 2535 88787 35
113009 2501 88041 35197

123109 2A58 86 35328

GAS IN STORAGE

ARE THERE ANY OTHER ADJUSTMENTS TO FUEL INVENTORIES

YES PRO KORMA ADJUSTMENT NO DECREASES RATE BASE BY 7640331

PLEASE EXPLAIN THIS DECREASE

THE VOLUMES OF GAS IN STORAGE WERE HIGHER AT THE END OF THE TEST YEAR THAN AVERAGE RHE

10 ADJUSTMENT ALSO REFLECTS PROJECTED DECREASES IN THE WEIGHTED AVERAGE COST PER MMBTU
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CASH WORKING CAPITAL

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO7 CASH WORKING CAPITAL

COMPONENT OF OGE RATE BASE IS CASH WORKING CAPITAL THE MAJORITY OF THE RATE BASE

COMPONENTS ARE SPECIFIC VALUES FOUND ON THE COMPANYS BOOKS AS REFLECTED ON SCHEDULE

B2 IN ORDER TO ARRIVE AT REASONABLE LEVEL FOR CASH WORKING CAPITAL THE COMPANY

PERFORMED LEADLAG STUDY THE STUDY DETERMINES THE AVERAGE AMOUNT OF CAPITAL INVESTED

BY THE SHAREOWNERS IN EXCESS OF THE SPECIFIC INVESTMENTS IN OTHER RATE BASE COMPONENTS

THE LEADLAG STUDY WAS PERFORMED UNDER MY DIRECTION THE COMPANY IS REQUESTING THE

COMMISSION TO INCLUDE 4427690 OF CASH WORKING CAPITAL IN THE CALCULATION OF RATE

10 BASE FOR THIS PROCEEDING

11

12 WHAT WERE THE RESULTS OF THE LEADLAG STUDY

13 THE STUDY SHOWED THAT ON AVERAGE 4427690 OF THE CASH WORKING CAPITAL NEEDS OF THE

14 COMPANY WERE SUPPLIED FROM NONINVESTOR SOURCES THEREFORE THE COMPANY IS REQUESTING

15 THE COMMISSION TO ADJUST RATE BASE BY REDUCING IT BY 4427690

16

17 PLEASE DISCUSS THE LEADLAG STUDY EMPLOYED IN THIS CASE

18 THE LAG IN COLLECTION OF REVENUES WAS DETERMINED USING THE COMPANYS ELECTRONIC

19 CUSTOMER ACCOUNTING SYSTEM THUS ALLOWING FOR MEASUREMENT BASED ON INCLUDING ALL THE

20 REVENUE DATA FOR THE YEAR ENDING SEPTEMBER 30 2008 WITH THE EXCEPTION OF CERTAIN

21 EXPENSES AND EARNINGS HAVING ZERO LEAD ITEMS THE LEAD DAYS FOR THE VARIOUS CATEGORIES OF
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COST OF SERVICE WERE DETERMINED THROUGH STUDIES OF ACTUAL SAMPLE DATA THESE INCLUDED

DETAILED STUDIES FOR FUEL PURCHASED POWER LABOR TAXES AND OTHER OPERATING AND

MAINTENANCE EXPENSES

WHERECAN ONE FIND THE CALCULATION OF CASH WORKING CAPITAL FOR THIS CASE

SCHEDULE BI IS THE SUMMARYOF CASH WORKING CAPITAL LINE OF THAT SCHEDULE SHOWS THE

REVENUES FOR THE TEST YEAR ENDED SEPTEMBER 30 2008 THE AVERAGE LAG IN THE COLLECTION OF

THOSE REVENUES OF 3815 DAYS AND DOLLARDAYS THAT DOLLARDAYS AMOUNT IS USED TO

DETERMINE THE NET LAG DAYS ON DOLLARWEIGHTED BASIS AND IS SIMPLY THE REVENUE LAG PERIOD

10 MULTIPLIED BY TEST YEAR REVENUE

11 LINES THROUGH 13 ARE THE VARIOUS ITEMS INCLUDED IN COST OF SERVICE THE SUM OF THESE

12 COSTS EQUALS THE TOTAL REVENUES ON LINE HENCE THAT IS THE REASON THE STUDY IS CALLED THE

13 TOTAL REVENUE REQUIREMENT APPROACH

14 EACH OF THESE COST AMOUNTS IS MULTIPLIED BY ITS CORRESPONDING PERIOD OF LEAD DAYS

15 DETERMINED IN THE LEADLAG STUDY THAT RESULTING PRODUCT REPRESENTS THE DOLLARDAYS

16 AMOUNTS FOR EACH COST THE WEIGHTEDAVERAGE LEAD OF 3836 DAYS IS DETERMINED BY

17 DIVIDING THE SUM OF THE DOLLARDAYS FOR COST OF SERVICE ITEMS BY THE TOTAL COST OF SERVICE

18 THIS QUOTIENT IS SHOWN AS NEGATIVE IN PARENTHESES BECAUSE LEAD DAYS OFFSET THE REVENUE

19 LAG THE NET LAG OF 021 DAYS LAG DAYS OF 3815 MINUS LEAD DAYS OF 3836 EQUALS 021

20 IS SHOWN ON LINE 15

LATER IN THAT TO THE CASH ONE MUST ZERO LEADDISCUSS MY TESTIMONY PROPERLY DEVELOP WORKING CAPITAL STUDY ASSIGN

DAY PERIOD TO DEPRECIATION EXPENSE DEFERRED INCOME TAX EXPENSE ACCUMULATED DEFERRED INVESTMENT TAX CREDIT

EXPENSE AND COMMONEQUITY EARNINGS
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JUST BELOW THE TOTAL COST OF SERVICE PER BOOKS ON LINE 14 IS THE DAILY COST OF SERVICE OF

5731095 WHICH IS DETERMINED BY DIVIDING THE COST OF SERVICE TOTAL BY 365 DAYS

SIMILARLY IN THE COLUMN HEADED TOTAL COMPANY PRO FORMA THE PRO FORINA REVENUE

REQUIREMENT IS SHOWNAND BELOW IT IS THE DAILY AMOUNT OF 5450964

ON LINE 16 THE UNADJUSTED CASH WORKING CAPITAL REQUIREMENT IS SHOWN FOR BOTH THE TEST

YEAR PER BOOKS AND FOR THE PRO FORMA REVENUE REQUIREMENT THIS IS DETERMINED BY

MULTIPLYING THE DAILY AMOUNTS FOR EACH DETERMINED ABOVE BY THE NET LAG OF 021 DAYS

SHOWN ON LINE 15 THOSE PRODUCTS ARE ADJUSTED FOR THE SALES AND FRANCHISE TAX COLLECTIONS

AND OTHER CASH WORKING CAPITAL AMOUNTS TO DETERMINE THE TOTALS SHOWNON LINE 19 FOR THE

10 TEST PERIOD PER BOOKS AND FOR THE PRO FORMA REVENUE REQUIREMENT ON LINE 19 THE

11 COMMISSION WILL FIND THAT OGE IS PROPOSING PRO FORMA CASH WORKING CAPITAL AMOUNT

12 OF 4427690 BE INCLUDED IN RATE BASE

13

14 DO YOU THINK YOUR APPLICATION OF THE LEADLAG STUDY PROVIDES REASONABLE AMOUNT

15 FOR CASH WORKING CAPITAL

16 YES BELIEVE THE RESULTS OF THE LEADLAG STUDY HAVE BEEN APPLIED USING THE MOST

17 THEORETICALLY SOUND BASIS AVAILABLE THAT IS HAVE EMPLOYED THE TOTAL REVENUE

18 REQUIREMENTS APPROACH UNDER THAT APPROACH ALL COMPONENTS OF THE REVENUE REQUIREMENT

19 ARE EXAMINED IN ARRIVING AT REASONABLE VALUE FOR CASH WORKING CAPITAL

20

21 WHAT DOES THE LEADLAG STUDY MEASURE

22 CUSTOMERS INCUR AN OBLIGATION TO COMPENSATE THE COMPANY AS THEY RECEIVE SERVICE

23 HOWEVER THE COMPANY MUST WAIT FROM THE DATE THAT SERVICE IS RENDERED TO THE DATE WHEN
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THE CASH IS COLLECTED FROM RATE PAYERS AND THEREFORE OGE INVESTORS MUST PROVIDE CASH

WORKING CAPITAL DURING THIS DELAY

IF THE COMPANY WERE OPERATING ON CASH AND CARRY BASIS IT WOULD PAY CASH EACH DAY

TO EMPLOYEES VENDORS AND OTHERS WHO SUPPLIED LABOR OR MATERIALS REQUIRED IN THE

DELIVERY OF SERVICE TO TAXING AUTHORITIES AND TO EQUITY AND DEBT INVESTORS FOR THE

RECOVERY OF AND RETURN ON INVESTED CAPITAL OBVIOUSLY CASH PAYMENTS ON DAILY BASIS ARE

NOT PRACTICAL THUS THE COMPANY HAS USE OF WORKING CAPITAL FROM THE DATE EMPLOYEES

VENDORS AND OTHERS RENDER SERVICE OR SUPPLY MATERIALS TO THE DATE THE COMPANY PAYS FOR

SUCH SERVICES AND MATERIALS THIS REDUCES INCREMENTAL CASH INVESTORS MUST INVEST THE

10 LEADLAG STUDY INVOLVES DETERMINING THE AVERAGE TIMING OF CASH FLOWS COMING IN FROM

11 CUSTOMERS TO THOSE GOING OUT FOR FUEL PURCHASES POWER PURCHASES LABOR AND OTHER

12 OPERATING EXPENSES

13

14 HOWDOES LEADLAG STUDY EMPLOY THESE CONCEPTS

IS THE MAJOR OBJECTIVE OF LEADLAG STUDY IS TO DETERMINE THE AMOUNT OF INVESTED CAPITAL

16 REQUIRED IN ADDITION TO THAT FOR RATE BASE COMPONENTS SUCH AS NET ELECTRIC PLANT

17 PREPAYMENTS AND MATERIAL AND SUPPLIES LEADLAG STUDIES GENERALLY MEASURE LAGS AND LEADS

18 CONSISTENTLY BY ANALYZING ALL SOURCES AND USES OF CASH WORKING CAPITAL

19 HOWEVER THERE IS DIFFERENCE OF OPINION REGARDING THE CATEGORIES OF COST OF SERVICE TO BE

20 INCLUDED IN THE STUDY ONE PRACTICE IS TO LIMIT LEADLAG STUDIES TO OPERATING EXPENSES AND

21 TAXES HOWEVER THE REVENUE REQUIREMENTS APPROACH IS MORE COMPLETE AND INCLUDES ALL

22 OPERATING EXPENSES TAXES AND RETURN ON INVESTMENT UNLIKE SOME OTHER APPROACHES IT

23 INCLUDES EXPENSES SUCH AS DEPRECIATION DEFERRED INCOME TAX EXPENSE AND AMORTIZATION OF
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THE INVESTMENT TAX CREDIT IN MY OPINION THE REVENUE REQUIREMENTS APPROACH IS MORE

ACCURATE ESTIMATE OF THE AMOUNT OF CASH WORKING CAPITAL THAT MUST BE SUPPLIED BY THE

INVESTORS

HAVE YOU INCLUDED DEPRECIATION EXPENSE DEFERRED INCOME TAX EXPENSE AMORTIZATION

OF THE INVESTMENT TAX CREDIT AND RETURN ON COMMONEQUITY IN YOUR STUDY

YES STILL WITH RESPECT TO THE RETURN ON COMMONEQUITY THE COMPANY UNDERSTANDS THAT

SOME BELIEVE THE DELAY IN INVESTORS RECEIVING RETURN ON COMMONEQUITY UNTIL CUSTOMERS

PAY THEIR UTILITY BILLS IS ALREADY INCORPORATED IMPLICITLY IN THE COST OF EQUITY ANALYSIS USED

10 TO SET THE ALLOWED RETURN ON EQUITY WILL ADDRESS THE LEAD TIME FOR INVESTORS RECEIVING

11 RETURN ON COMMONEQUITY IN MORE DETAIL LATER BUT IN SHORT THE COMPANY DOES NOT AGREE

12 WITH THAT ASSUMPTION MAKING IT NECESSARY TO INCLUDE CASH WORKING CAPITAL FOR THAT DELAY

13 HOWEVER GIVEN THE INHERENT SUBJECTIVITY IN INTERPRETING THAT CONCEPT THE COMPANY CAN

14 UNDERSTAND WHY THE COMMISSION MAY NOT ALLOW CASH WORKING CAPITAL FOR THE ZERO LEAD

15 TIME FOR THE COMMONEQUITY RETURN

16 THAT SAID THE COMPANY FIRMLY BELIEVES THE COMMISSION SHOULD ALLOW CASH WORKING

17 CAPITAL FOR DEPRECIATION EXPENSE DEFERRED INCOME TAX EXPENSE AND AMORTIZATION OF THE

18 INVESTMENT TAX CREDIT THROUGH THE LEADLAG STUDY THESE EXPENSE ITEMS SHOULD BE ASSIGNED

19 ZERO LEAD TIME IN THAT STUDY

20

21 WHY DO YOU BELIEVE THE LEADLAG STUDY SHOULD INCLUDE DEPRECIATION EXPENSE DEFERRED

22 INCOME TAX EXPENSE AND AMORTIZATION OF THE INVESTMENT TAX CREDIT
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BECAUSE THE BASIC REASON FOR INCLUDING CASH WORKING CAPITAL IN RATE BASE IS TO COMPENSATE

INVESTORS FOR INVESTING CASH IN THE COMPANY AND THESE THREE CATEGORIES OF EXPENSES ALL

AFFECT CASH FLOW AND RATE BASE REQUIREMENTS FOR EXAMPLE WITH REGARD TO DEPRECIATION

EXPENSE CASH WAS INVESTED IN UNDEPRECIATED PLANT DURING CONSTRUCTION THE PROVISION

FOR DEPRECIATION EXPENSE IN UTILITY RATES ALLOWS FOR THE RECOVERY OF SUCH PRIOR CASH

EXPENDITURES FROM RATEPAYERS RECEIVING SERVICE YET THE RECOVERY OF CASH FOR DEPRECIATION

EXPENSE IS NOT RECEIVED FROM RATE PAYERS UNTIL BILLS ARE PAID THAT IS THE RECEIPT OF CASH BY

OGE IS DELAYED BY THE REVENUE LAG BUT THE PLANT BALANCE IS REDUCED BY THE AMOUNT OF

DEPRECIATION EXPENSE WHENRECORDED THUS DECREASING THE RATE BASE IMMEDIATELY

10

11 PLEASE EXPLAIN IN MORE DETAIL HOWINVESTORS SHOULD RECEIVE RETURN ON CASH INVESTED

12 IN PLANT BEFORE AND TEMPORARILY AFTER RECORDING DEPRECIATION EXPENSE

13 THE INVESTOR RECEIVES RETURN ON THE EQUITY INVESTMENT IN PLANT THROUGH UTILITY RATES FROM

14 THE COMMISSION INCLUDING SUCH PLANT IN THE COMPANYS RATE BASE THE INVESTOR RECEIVES

15 RECOVERY OF THAT EQUITY INVESTMENT IN PLANT THROUGH UTILITY RATES FROM THE COMMISSION

16 INCLUDING SUCH PLANTS DEPRECIATION EXPENSE IN THE COMPANYSOPERATING EXPENSES

17 THE RATE BASE IS IMMEDIATELY REDUCED THROUGH RECORDING DEPRECIATION EXPENSE THAT

18 MEANS RATE BASE IS REDUCED WHEN RECOGNIZING PROSPECTIVE RECOVERY OF SUCH DEPRECIATED

19 INVESTMENT WILL BE RECEIVED LATER WHEN CUSTOMER BILLS ARE PAID THAT IS THE RATE BASE IS

20 REDUCED SIMULTANEOUSLY WITH THE RECORDING OF DEPRECIATION EXPENSE IN ACCUMULATED

21 DEPRECIATION THUS IMMEDIATELY REMOVING THAT PORTION OF PLANT INVESTMENT FROM THE

22 INVESTMENT BASE RECEIVING RETURN THROUGH UTILITY RATES REMOVING THAT PORTION OF PLANT

23 INVESTMENT FROM THE INVESTMENT BASE RECEIVING RETURN THROUGH UTILITY RATES OCCURS
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BEFORE THE REVENUE TO RECOVER THE PROVISION FOR DEPRECIATION EXPENSE IS RECEIVED IN CASH

FROM RATEPAYERS SPECIFICALLY THE DEPRECIATION EXPENSE IS NOT RECOVERED FROM RATE PAYERS

UNTIL AFTER THE REVENUE LAG

IN THIS CASE THE COMPANY COLLECTS CASH FOR DEPRECIATION EXPENSE THROUGH REVENUES ON

AVERAGE ABOUT 3815 DAYS AFTER SERVICE IS RENDERED UNLESS THIS 3815DAY REVENUE LAG IS

REFLECTED IN THE CASH WORKING CAPITAL ALLOWANCE AND IS INCLUDED IN RATE BASE THAT PORTION

OF INVESTOR SUPPLIED CAPITAL WILL NOT HAVE AN OPPORTUNITY TO EARN AN EQUITY RETURN DURING

THE LAG PERIOD TO CORRECTLY ALLOW FOR THE REQUIRED CASH WORKING CAPITAL INVESTMENT CAUSED

FROM DEPRECIATING PLANT THE COMMISSION SHOULD RECOGNIZE ZERO LEAD TIME FOR

10 DEPRECIATION EXPENSE IN THE CASH WORKING CAPITAL CALCULATION OTHERWISE THE COMPANYS

11 EQUITY INVESTORS WILL NOT RECEIVE RETURN ON THEIR INVESTMENT FOR THE 3815 DAY PERIOD

12 BETWEEN WHEN PLANT IS DEPRECIATED AND WHEN THE RELATED CASH IS RECOVERED THROUGH ITS

13 RATES

14

15 HOW SHOULD DEFERRED INCOME TAX EXPENSE AND AMORTIZATION OF THE INVESTMENT TAX

16 CREDIT BE TREATED IN THE LEADLAG STUDY

17 THE TREATMENT FOR DEFERRED INCOME TAX EXPENSE IS THE SAME AS THAT FOR DEPRECIATION

18 EXPENSE DISCUSSED ABOVE IN DETERMINING REVENUE REQUIREMENTS THE PROVISION FOR DEFERRED

19 INCOME TAX EXPENSE IS INCLUDED IN EXPENSES AND THE BALANCE OF ACCUMULATED DEFERRED

20 INCOME TAX EXPENSE IS DEDUCTED FROM RATE BASE JUST AS IS THE CASE WITH DEPRECIATION THE

21 ACCUMULATED DEFERRED INCOME TAXES ARE DEDUCTED FROM RATE BASE UPON RECORDING DEFERRED

22 INCOME TAX EXPENSE YET THE DEFERRED INCOME TAX HAS NOT BEEN COLLECTED FROM CUSTOMERS

23 DURING THE REVENUE LAG PERIOD
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THE TREATMENT IN THE LEADLAG STUDY FOR INVESTMENT TAX CREDITS IS ALSO THE SAME AS FOR

DEPRECIATION AND DEFERRED INCOME TAXES AS THESE CREDITS ARE AMORTIZED THE AMORTIZATION

REDUCES INCOME TAX EXPENSE COLLECTED THROUGH REVENUE REQUIREMENTS THE UNAMORTIZED

BALANCE IS REDUCTION OF RATE BASE UNLIKE FOR DEPRECIATION EXPENSE AND DEFERRED INCOME

TAX EXPENSES IN THIS CASE RATE BASE IS INCREASED BY THE AMORTIZATION OF INVESTMENT TAX

CREDITS HOWEVER AS FOR DEPRECIATION EXPENSE AND DEFERRED INCOME TAX EXPENSE THAT

INCREASE TO RATE BASE OCCURS BEFORE THE CUSTOMER HAS THE BENEFIT FROM PAYING LOWER INCOME

TAXES THROUGH RATES

IF AMORTIZATION OF INVESTMENT TAX CREDITS IS NOT TREATED CORRECTLY IN THE LEADLAG STUDY THE

10 RATE PAYER ACTUALLY PAYS RETURN ON THE INCREASED RATE BASE BEFORE RECEIVING THE INCOME

11 TAX BENEFIT THROUGH RATES ONE CAN SEE THAT THE ONLY DIFFERENCE HERE FROM THAT FOR

12 DEPRECIATION EXPENSE AND DEFERRED INCOME TAX EXPENSES IS THAT CORRECTLY TREATING

13 AMORTIZATION OF INVESTMENT TAX CREDITS DECREASES CASH WORKING CAPITAL REQUIREMENTS THUS

14 BENEFITING CUSTOMERS

15 IN CONCLUSION THE COMPANY FIRMLY BELIEVES THE COMMISSION SHOULD ASSIGN ZERO LEAD

16 TIME IN THE LEADLAG STUDY FOR DEPRECIATION DEFERRED INCOME TAX AND INVESTMENT TAX CREDIT

17 EXPENSES

18

19 WHY SHOULD THE EQUITY RETURN BE INCLUDED IN THE LEADLAG STUDY WITH ZERO LEAD

20 TIME

21 CONCEPTUALLY THIS MATTER IS THE SAME AS FOR DEPRECIATION DEFERRED INCOME TAX AND

22 INVESTMENT TAX CREDIT EXPENSES THE RETURN ON COMMONEQUITY IS PART OF THE COST OF SERVICE

23 INCLUDED IN UTILITY RATES SINCE REVENUES ARE COLLECTED AFTER LAG OF ABOUT 3815 DAYS THE
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EQUITY INVESTORS MUST WAIT FOR RECOVERY OF THEIR RETURN ON INVESTMENT UNTIL THE END OF THE

LAG PERIOD WHEN THE COMMONEQUITY EARNINGS ARE NOT INCLUDED IN THE CASH WORKING

CAPITAL STUDY WITH ZERO LEAD TIME THE EQUITY INVESTOR DOES NOT RECEIVE RETURN ON THOSE

FUNDS INVESTED AS UNRECOVERED EARNINGS BETWEEN THEIR REALIZATION AND WHEN THEY ARE

RECOVERED THROUGH RATES

CWIP EXPENDITURES FOR THE PERIOD OCTOBER 2008 THROUGH MARCH 2009

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO CWIP EXPENDITURES FOR THE PERIOD OF

OCTOBER 2008 THROUGH MARCH 2009

10 AS DISCUSSED EARLIER IN MY TESTIMONY THE COMMISSION ACCEPTS OUTOFPERIOD ADJUSTMENTS

11 THAT ARE KNOWN AND MEASURABLE WITHIN SIX MONTHS OF THE TEST YEAR THE COMPANY ANALYZED

12 ITS CAPITAL EXPENDITURE BUDGET THROUGH MARCH 2009 AND IDENTIFIED CONSTRUCTION PROJECTS

13 THAT WILL BE COMPLETED AND SERVING CUSTOMERS BY MARCH31 2009 PRO FORMA ADJUSTMENT

14 NO INCREASES TOTAL COMPANY RATE BASE BY 79763 TO RECOGNIZE THESE CONSTRUCTION

15 PROJECTS COMPLETE LIST OF ALL THE PROJECTS CAN BE FOUND IN THE COMPANYS SUPPLEMENTAL

16 PACKAGE VOLUME WI 39 THAT SCHEDULE IDENTIFIES THE MAJOR CONSTRUCTION PROJECTS

17 GENERALLY OVER MILLION CATEGORIZED BY PRODUCTION TRANSMISSION AND DISTRIBUTION AND

18 IT ALSO LISTS THE WORK ORDER NUMBER DESCRIPTION AND AMOUNT FOR EACH MAJOR PROJECT

19

20 REMOVE STORM REGULATORY ASSET

21 PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO 10 REMOVE STORM REGULATORY ASSET

22 THROUGH ADJUSTMENT NO 10 REMOVE THE PORTION OF THE REGULATORY ASSET INCLUDED IN THE

23 COMPANYS RATE BASE THAT RELATES TO THE ICE STORM OF DECEMBER2007 SINCE THESE COSTS ARE
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BEING RECOVERED SEPARATELY THROUGH RIDER THEY CANNOT ALSO BE RECOVERED THROUGH BASE

RATES SINCE THE REGULATORY ASSET PER BOOKS INCLUDES THE AMOUNT RELATED TO THE ICE STORM IT

MUST BE REMOVED TO AVOID REDUNDANT RECOVERY FOR THE ASSET VALUE OF 33328059

POSTCLOSING REDBUD ADJUSTMENTS

PLEASE EXPLAIN PRO FORMA ADJUSTMENTS NO 11 AND NO 12 POSTCLOSING REDBUD

ADJUSTMENTS

OGE ACQUIRED AN OWNERSHIP INTEREST IN THE REDBUD GENERATING PLANT IN 2008 AS OF TEST

YEAR END THE COMPANYS BOOKS INCLUDED PLANT AND ACCUMULATED DEPRECIATION FOR REDBUD

10 BASED ON ESTIMATES SUBSEQUENT TO SEPTEMBER 30 2008 THE COMPANY HAS ESTABLISHED THE

11 ACTUAL NETASSET VALUES FOR REDBUD THE PURPOSE FOR ADJUSTMENTS NO 11 AND NO 12 IS TO

12 REPLACE THE ESTIMATED VALUE OF REDBUD PLANT AND ACCUMULATED DEPRECIATION RECORDED AT

13 TEST YEAR END WITH THE ACTUAL VALUES

14 CALCULATION FOR ADJUSTMENTS NO 11 AND NO 12 CAN BE FOUND IN THE COMPANYS

15 SUPPLEMENTAL PACKAGE VOLUME IN WP 311 AND WP 312 RESPECTIVELY THESE

16 WORKPAPERS PRESENT BY ACCOUNT THE ADJUSTMENT TO REDBUD PLANT AND REDBUD ACCUMULATED

17 DEPRECIATION OF 2741279 AND 3217873 RESPECTIVELY

18

19 SECTION IV OPERATING INCOME PRO FORMA ADJUSTMENTS

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

21 AM SPONSORING PRO FORMA ADJUSTMENTS 1214 16 2026 28 30 AND 35 WHICH ARE

22 SUPPORTED BY THE REFERENCED WORKPAPERS SOME OF THESE ADJUSTMENTS ARE ROUTINE IN EVERY
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RATE CASE OR SELFEXPLANATORY BASED ON THE DESCRIPTION IN SCHEDULE H3 THE FOLLOWING

PRO FORMA ADJUSTMENTS REQUIRE SOME ADDITIONAL EXPLANATION

NO REMOVING FUEL COST ADJUSTMENT

NO TRUEUP OF FUEL COST ADJUSTMENT

NO 12AD VALOREM TAXES

NO 13 PENSION AND MEDICAL COSTS

NO 16 DEPRECIATION EXPENSE

NO 20 RATE CASE EXPENSE

NO 21 BAD DEBT EXPENSE

10 NO 22 BUSINESS PROCESS IMPROVEMENT

11 NO 23 REMOVE 2007 ICE STORM EXPENSE

12 NO 24 SOUTHWEST POWERPOOL

13 NO 25 AMORTIZATION OF PENSION REGULATORY ASSET

14 NO 26REDBUDOM

NO 28 OTHER OMADJUSTMENT

16 NO 30 VEGETATION MANAGEMENT2009

17

18 FUEL COST ADJUSTMENT

19 PLEASE EXPLAINPROFORMA ADJUSTMENTS NO5 AND NO9

20 PRO FORMA ADJUSTMENTS NO AND NO SHOULD BE CONSIDERED TOGETHER PRO FORMA

21 ADJUSTMENT NO REDUCES OPERATING REVENUES BY 59844314 TO ELIMINATE TEST YEAR FUEL

22 ADJUSTMENT REVENUES PRO FORMA ADJUSTMENT NO INCREASES OPERATING REVENUES

23 167267182 TO SYNCHRONIZE PRO FORMA OPERATING REVENUES WITH THE PRO FORMA LEVEL OF
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FUEL EXPENSE INCLUDED IN OPERATING EXPENSES OGES FUEL ADJUSTMENT CLAUSE ADJUSTS

OPERATING REVENUES TO REFLECT THE LEVEL OF ACTUAL FUEL EXPENSE INCURRED THEREFORE IT IS

NECESSARY TO SYNCHRONIZE FUEL REVENUES AND FUEL EXPENSES IN DETERMINING PRO FORMA

OPERATING INCOME

AD VALOREM TAXES

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO 12 AD VALOREM TAXES

THIS ADJUSTMENT INCREASES PROPERTY TAXES BY 3791820 WHICH IS BASED ON HISTORIC

CHANGES IN VALUATIONS AND MILLAGES THE ADJUSTMENT ALSO INCLUDES THE EXPECTED TAX

LIABILITY FOR THE RECENTLY ACQUIRED REDBUD PLANT THESE ESTIMATES CAN BE UPDATED DURING

10 THE STAFFS AUDITING PROCESS IF ACTUAL AD VALOREM TAXES BECOME KNOWN THE ESTIMATES ARE

11 PROVIDED IN THE COMPANYS SUPPLEMENTAL PACKAGE VOLUME IN WP 212

12

13 PENSIONS AND MEDICAL COSTS

14 PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO 13 PENSION AND MEDICAL COSTS

15 BASED ON AN ACTUARIAL VALUATION REPORT THE COMPANYS PENSION AND MEDICAL COSTS FOR

16 2009 WILL INCREASE 3791905 OVER THE ACTUAL TEST YEAR EXPENDITURES PRO FORMA

17 ADJUSTMENT NO 13 INCREASES PENSION AND MEDICAL COSTS TO RECOGNIZE THE INCREASE THE

18 CALCULATION OF THE ADJUSTMENT IS PROVIDED IN THE COMPANYS SUPPLEMENTAL PACKAGE

19 VOLUME IN WP 213

20 THE ACTUARIAL VALUATION REPORT IS FOR CALENDAR YEAR 2009 BASED UPON EVENTS THAT OCCURRED

21 IN 2008 THE PENSION AND MEDICAL COSTS IDENTIFIED IN THAT REPORT ARE BEING RECORDED ON THE

22 COMPANYS BOOKS FOR 2009 OGE RETAINED WATSON WYATT WORLDWIDE TO PREPARE THE

23 COMPANYS ACTUARIAL REPORT
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PLEASE EXPLAIN HOWBENEFIT LIABILITIES ARE DETERMINED

PENSION AND RETIREE MEDICAL EXPENSES ARE THE TWO PRIMARY BENEFITS WHICH RESULT IN BENEFIT

LIABILITIES TO COVER FUTURE PENSION OBLIGATIONS RELATING TO PAST CURRENT AND FUTURE

EMPLOYEES 0GB ENERGY CORP CREATED COMPANYWIDE PENSION PLAN OGE MAKES

ANNUAL CONTRIBUTIONS TO THE PLAN THAT ARE INVESTED IN EQUITY SECURITIES CORPORATE BONDS AND

GOVERNMENT OBLIGATIONS THE LEVEL OF PLAN CONTRIBUTIONS IS GENERALLY EQUAL TO THE NET

PERIODIC BENEFIT COST WHEN NECESSARY ADDITIONAL CONTRIBUTIONS ARE MADE TO MAINTAIN

LONGTERM FUNDED STATUS OF BETWEEN NINETY AND ONE HUNDRED PERCENT OF THE PROJECTED

BENEFIT OBLIGATION ANNUALLY THE COMPANY RETAINS AN INDEPENDENT ACTUARY TO PREPARE AN

10 ACTUARIAL VALUATION OF THE PENSION PLAN AMONG OTHER THINGS THIS VALUATION DETERMINES THE

11 NET PERIODIC BENEFIT COST THE VALUATION ALSO DOCUMENTS THE FUNDED STATUS OF THE PLAN BY

12 COMPARING THE PROJECTED BENEFIT OBLIGATION TO THE FAIR VALUE OF ASSETS HELD BY THE PLAN

13

14 WHAT ARE THE FACTORS THAT HAVE LEAD TO THE INCREASES IN OGE PENSION COSTS

IS THE PRIMARY CAUSES FOR INCREASED COSTS BETWEEN THE TEST YEAR AND THOSE PROPOSED IN THE

16 COMPANYS FILING RELATE TO EXTERNAL ECONOMIC EVENTS THOSE ARE PRIMARILY LOW DISCOUNT

17 RATES AND NEGATIVE RATES OF RETURN ON PLAN ASSETS IN THE FINANCIAL MARKET

18

19 PLEASE EXPLAIN WHAT MEASURES THE COMPANYHAS TAKEN TO CONTROL MEDICAL EXPENSES

20 OGE HAS IMPLEMENTED SOME SHIFTING OF COSTS FROM THE COMPANY TO THE EMPLOYEES AND

21 RETIREES BY INCREASING THE PARTICIPANTS CONTRIBUTION AMOUNTS AS WELL AS MINOR PLAN DESIGN

22 CHANGES THE COMPANY HAS INCREASED MEDICAL DEDUCTIBLES AND IMPLEMENTED

23 PRESCRIPTION DEDUCTIBLE THE PRESCRIPTION COPAYMENTS HAVE ALSO BEEN INCREASED NEW
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EMPLOYEES ARE NO LONGER ELIGIBLE FOR RETIREE MEDICAL COVERAGE THE CLAIMS ADMINISTRATION

WAS TRANSFERRED TO BLUE CROSS BLUE SHIELD CUSTOM GROUP SERVICES CLAIMS

ADMINISTRATOR WHO OFFERS PREFERRED PROVIDER NETWORK WITH SUBSTANTIAL NEGOTIATED

DISCOUNTED SERVICES THE PLAN DESIGN PROVIDED SIGNIFICANT INCENTIVES FOR MEMBERS TO USE

PROVIDERS IN THIS NETWORK EFFECTIVE JANUARY 2004 THE REIMBURSEMENT FOR NETWORK

PROVIDER SERVICES WAS REDUCED FROM 90 TO 80 AND THE DEDUCTIBLE PER MEMBER WAS

INCREASED TO 200 WHILE OGE HAS EXPERIENCED INCREASING MEDICAL COSTS OVER THE LAST

SEVERAL YEARS THESE CHANGES HAVE RESULTED IN SIGNIFICANT SAVINGS TO THE PLAN WHEN

COMPARED TO THE NATIONAL TREND IN MEDICAL COSTS

10

11 CAN YOU GIVE EXAMPLES OF STEPS THAT ARE BEING TAKEN TO MITIGATE OGES EXPOSURE

12 TO THIS GENERAL TREND OF RISING MEDICAL COSTS

13 YES EXAMPLES INCLUDE COST SHIFTING FOR RETIREES BY MOVING THEM TO TARGET COST SHARING

14 OF POSTRETIREMENT MEDICAL BENEFITS FOR ACTIVE EMPLOYEES THE COMPANY HAS MOVED FROM

15 COPAY SYSTEM TO COINSURANCE STRUCTURE AND ADJUSTED THE BENEFIT REIMBURSEMENT

16 PERCENTAGES OGE IS ALSO CONDUCTING AN EDUCATION CAMPAIGN AND ESTABLISHING HEALTH

17 INTERNET PORTAL TO HELP OUR MEMBERS TO BECOME BETTER HEALTHCARE CONSUMERS

18

19 DEPRECIATION EXPENSE

20 PLEASE SUMMARIZE THE PRO FORMA ADJUSTMENTS TO DEPRECIATION EXPENSE

21 SECTION SCHEDULE HI LINE 10 REFLECTS 143964482 TEST YEAR PER BOOK

22 DEPRECIATION EXPENSE THE COMPANY HAS PROPOSED ADJUSTMENTS THAT INCREASE THE
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143964482 TO 179155678 THE INCREASE TO DEPRECIATION EXPENSE IS 35191196 AS

IDENTIFIED IN CHART BELOW

CHART4

DEPRECIATION EXPENSE
PRO FORMA ADJUSTMENT SUMMARY

ADJUSTMENT DESCRIPTION AMOUNT

NO 16 PRO FORMA LEVEL 29436520

NO 17 HOLDING COMPANY OMRECLASSIFICATION

TOTAL PRO FORMA ADJUSTMENT 35191196

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO 16

PRO FORMA ADJUSTMENT NO 16 INCREASES DEPRECIATION EXPENSE 29436520 THE

CALCULATION OF THE ADJUSTMENT IS PROVIDED IN THE COMPANYS SUPPLEMENTAL PACKAGE

VOLUME IN WP 216 THE ADJUSTMENT INCORPORATES THE PRO FORMA BALANCE OF

DEPRECIABLE PLANT AND CURRENTLY APPROVED DEPRECIATION RATES

10

11 WHOSUPPORTS THE ADJUSTMENT NO 17 SHOWNIN CHART

12 COMPANY WITNESS MS SHERI BUNN PROVIDES TESTIMONY SUPPORTING ADJUSTMENT NO 17

13

14 RATE CASE EXPENSE

15 BASED ON PRO FORMA ADJUSTMENT NO 20 WHAT IS THE COMPANY REQUESTING FOR RATE

16 CASE EXPENSE
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THE COMPANY IS REQUESTING LEVEL FOR RATE CASE EXPENSE OF 1531507 FOR THE OKLAHOMA

JURISDICTION THE CALCULATION OF THE ADJUSTMENT IS PROVIDED IN THE COMPANYS

SUPPLEMENTAL PACKAGE VOLUME IN WP 220

BAD DEBT EXPENSE

PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO 21 BAD DEBT EXPENSE

THROUGH PRO FORMA ADJUSTMENT NO 21 INCREASE THE TEST YEAR PER BOOK BAD DEBT

EXPENSE BY 3350396 TO PROFORMA AMOUNT OF 5289563 THE PRO FORMA LEVEL OF BAD

DEBT EXPENSE REFLECTS FOURYEAR AVERAGE CHARGEOFF RATE OF 02783 THE CALCULATION OF

10 THE ADJUSTMENT IS PROVIDED IN THE COMPANYS SUPPLEMENTAL PACKAGE VOLUME IN WP

11 221

12 BUSINESS PROCESS IMPROVEMENT BPI

13 PLEASE EXPLAIN PRO FORMA ADJUSTMENT NO 22 BPI

14 DURING THE TEST YEAR THE COMPANY INCURRED OUTSIDE SERVICE COSTS IN CONNECTION WITH

15 PROJECT TO IMPROVE CERTAIN BUSINESS PROCESSES IT WAS DETERMINED THAT THESE COST WOULD NOT

16 RECUR THEREFORE THEY WERE REMOVED FROM THE TEST YEAR EXPENSE LEVEL

17

18 REMOVE 2007 ICE STORM EXPENSE

19 PLEASE EXPLAIN PRO FORM ADJUSTMENT NO 23 STORM EXPENSE

20 THROUGH ADJUSTMENT NO 23 REMOVE AMORTIZATION IN THE AMOUNT OF 409333 FROM COST

21 OF SERVICE RELATING TO COSTS OF THE DECEMBER 2007 ICE STORM THESE COSTS SHOULD NOT BE

22 INCLUDED IN BASE RATES BECAUSE THEY ARE COLLECTED THROUGH COMMISSION AUTHORIZED RIDER

23 SINCE THE TRANSMISSION AND DISTRIBUTION EXPENSE PER BOOKS INCLUDES AMORTIZATION OF COST
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RELATED TO THE ICE STORM IT MUST BE REMOVED TO AVOID REDUNDANT RECOVERY OF 409333 THE

BREAKDOWN OF THE ADJUSTMENT BY ACCOUNT IS PROVIDED IN THE COMPANYS SUPPLEMENTAL

PACKAGE VOLUME IN WP 223

SOUTHWEST POWER POOL

PLEASE EXPLAIN PRO FORM ADJUSTMENT NO 24 SOUTHWEST POWERPOOL

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

EXPERIENCING FEES FROM THE SPP IN EXCESS OF THE EXPENDITURES DURING THE TEST YEAR DURING

THE TEST YEAR THE COMPANY PAID 9747710 IN FEES TO THE SPP HOWEVER BASED ON

10 ANNUALIZING COSTS AT MARCH2009 LEVELS USING CURRENT ASSESSMENT FEES AND CURRENT DEMAND

11 AND NET ENERGY STATISTICS THE COMPANY EXPECTS TO INCUR PAYMENTS TO SPP GOING FORWARD OF

12 12609300 PER YEAR THROUGH ADJUSTMENT NO 24 INCREASE OGES OPERATING COSTS BY

13 2861589 TO ACCOUNT FOR THE HIGHER SPP FEES

14

15 WHAT ARE THE COMPONENTS OF THE OVERALL SPP FEES

16 THE SPP FEES CONSIST OF EIGHT COMPONENTS THESE COMPONENTS ARE ITEMIZED IN THE

17 COMPANYS SUPPLEMENTAL PACKAGE VOLUME IN WIP 224

18

19 AMORTIZATION OF PENSION REGULATORY ASSET

20 PLEASE EXPLAIN PRO FORM ADJUSTMENT NO 25 AMORTIZATION OF PENSION REGULATORY

21 ASSET

22 THROUGH ADJUSTMENT NO 25 INCLUDE AMORTIZATION OF THE PENSION REGULATORY ASSET IN

23 OPERATING EXPENSES IN THE AMOUNT OF 9653550 THIS ADJUSTMENT AMORTIZES THE ASSET OVER
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TWOYEAR PERIOD THE COMMISSION AUTHORIZED OGE TO SET UP REGULATORY ASSET AND

LIABILITY ACCOUNTS TO TRACK CHANGES IN PENSION EXPENSE CAUSE NO PUD 200500151

ORDER 516261 PAGE 101 THE COMPANY HAS ACCUMULATED AS REGULATORY ASSET INCREASES IN

PENSION EXPENSES THAT HAVE OCCURRED SINCE THE EFFECTIVE DATE OF THE COMMISSIONS LAST

ORDER THE REGULATORY ASSET BALANCE ALSO INCLUDES PROJECTION OF UNRECOVERED PENSION

EXPENSES ACCRUING FROM THE END OF THE TEST YEAR THROUGH AUGUST 31 2009 THE PERIOD

BEFORE AN ORDER IN THIS CAUSE IS EXPECTED

WHAT WAS THE BASIS OF THE TWO YEAR AMORTIZATION PERIOD

10 OGE EXPECTS THAT IT WILL FILE NEW GENERAL RATE CASE WITHIN TWO YEARS FROM THE EFFECTIVE

11 DATE OF THE ORDER RECEIVED IN THIS CAUSE THE COMPANY PROPOSES THAT THE UNDER RECOVERED

12 PENSION COSTS BE AMORTIZED OVER THE PERIOD THROUGH WHICH RATES THAT RESULT FROM THIS CAUSE

13 ARE ANTICIPATED TO BE IN EFFECT

14

15 DO YOU BELIEVE THE REGULATORY TRACKING MECHANISM ESTABLISHED BY THE COMMISSION TO

16 RECOGNIZE THE VOLATILITY IN PENSION EXPENSE SHOULD BE CONTINUED

17 OGE HAS EXPERIENCED UNUSUAL VOLATILITY IN THE LEVEL OF PENSION EXPENSE IN THE LAST

18 SEVERAL YEARS MOST RECENTLY THIS VOLATILITY CAN BE ATTRIBUTED TO THE CRISIS THAT HAS OCCURRED

19 IN FINANCIAL MARKETS THE REGULATORY ASSETLIABILITY TREATMENT ESTABLISHED BY THE

20 COMMISSION CAPTURES BOTH INCREASES AND DECREASES IN PENSION EXPENSE UNTIL THE FINANCIAL

21 MARKETS RETURN TO NORMAL THE TRACKING MECHANISM INITIATED BY THE COMMISSION CAPTURES

22 THESE CHANGES TO BE IN REFLECTED IN FUTURE RATES
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REDBUD OM

PLEASE EXPLAIN PRO FORM ADJUSTMENT NO 26 REDBUD OM
OGE ACQUIRED AN OWNERSHIP INTEREST IN THE REDBUD GENERATING UNIT IN 2008 THE EFFECT

OF ADJUSTMENT NO 26 IS TO INCLUDE AN ANNUAL LEVEL OF OPERATIONS AND MAINTENANCE

EXPENSES IN THE TEST YEAR COST OF SERVICE FOR REDBUD THE COMPONENTS OF THE ADJUSTMENT

INCLUDE MAJOR MAINTENANCE EXPENSE OF 3001289 OTHER OPERATIONS AND MAINTENANCE

EXPENSES OF 710025 AND UTILITIES EXPENSES OF 918348 FOR TOTAL ADJUSTMENT OF

4629662 THIS ADJUSTMENT DOES NOT INCLUDE AN ALLOWANCE FOR AD VALOREM TAXES

INSURANCE OR PAYROLL THOSE EXPENSES ARE INCORPORATED IN THE TEST YEAR COST OF SERVICE

10 THROUGH OTHER COMPANY ADJUSTMENTS

11

12 OTHER OMADJUSTMENT

13 PLEASE EXPLAIN PRO FORM ADJUSTMENT NO 28 OTHEROMADJUSTMENT

14 ADJUSTMENT NO 28 REDUCES OPERATING EXPENSES BY 11394130 THIS ADJUSTMENT CONSISTS

15 OF 6772527 RELATED TO THE CAPITALIZATION OF OVERHEAD COSTS AND 4621603 IS RELATED TO

16 THE COST INCURRED DUE TO THE UNSCHEDULED OUTAGE OF MUSKOGEEUNIT AN ADJUSTMENT WAS

17 MADE DURING THE TEST YEAR TO RECOGNIZE THE OVERCAPITALIZATION OF CERTAIN CONSTRUCTION

18 OVERHEAD COSTS THIS ADJUSTMENT WILL NOT RECUR AND TEST YEAR EXPENSES SHOULD BE ADJUSTED

19 TO REFLECT NORMAL LEVEL OF COSTS AS PART OF THE COMPANYS ROUTINE OM BUDGETING

20 PROCESS IT WAS CONCLUDED THAT THE MUSKOGEE UNIT NO UNPLANNED OUTAGE THAT OCCURRED

21 DURING THE TEST YEAR WAS AN UNUSUAL EXPENSE
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VEGETATION MANAGEMENT 2009

PLEASE EXPLAIN PRO FORM ADJUSTMENT NO 30 VEGETATION MANAGEMENT 2009

OGE IS PROPOSING MORE EXTENSIVE PACKAGE OF VEGETATION MANAGEMENTPROCEDURES FOR

2009 AND THEREAFTER IN THE COMPANYS APPLICATION CAUSE NO PUD 200800387 FOR

SYSTEM HARDENING PROGRAM IN HIS TESTIMONY IN THIS PROCEEDING COMPANY WITNESS MR

HOWARD MOTLEY ALSO DISCUSSES NEW INTERNAL PROCESSES THAT CAPTURE SEPARATELY THE

VEGETATION MANAGEMENT COSTS IN THE OKLAHOMA AND ARKANSAS JURISDICTIONS IN ADDITION HE

DISCUSSES THE BENEFITS DERIVED FROM THE VEGETATION MANAGEMENT PROCEDURES

THROUGH ADJUSTMENT NO 30 INCLUDE THE INCREMENTAL COSTS ASSOCIATED WITH THE COMPANY

INCREASING ITS VEGETATION MANAGEMENT EXPENSE IN 2008 TO COMPLY WITH COMMISSION RULES

II THE CALCULATION FOR THE INCREMENTAL COSTS FOR INCLUSION IN BASE RATES IS PRESENTED IN THE

12 COMPANYS SUPPLEMENTAL PACKAGE VOLUME IN WP 230 ONE CAN SEE FROM THAT

13 WORKPAPER THAT THE TOTAL OPERATIONS AND MAINTENANCE EXPENSE RELATED TO VEGETATION

14 MANAGEMENT PROCEDURES FOR DISTRIBUTION AND TRANSMISSION PLANT INCREASES FROM

15 15569711 DURING THE TEST YEAR TO AN ANNUALIZED LEVEL GOING FORWARD OF 19592337 FOR

16 AN INCREASE OF 4022626

17

18 SECTION CONCLUSION

19 DO YOU HAVE FINAL COMMENTS

20 YES THE COMPANYS EXHIBITS ARE BASED ON FINANCIAL RESULTS FOR TEST YEAR ENDING

21 SEPTEMBER 30 2008 ADJUSTED FOR KNOWN AND MEASURABLE CHANGES OGE REQUESTS THE

22 COMMISSION TO GIVE SERIOUS CONSIDERATION TO ALL OF THE COMPANYS PROFORMA ADJUSTMENTS

23
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DOES THIS CONCLUDE YOUR TESTIMONY

YES
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