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GREG VEITCH

DIRECT TESTIMONY

PLEASE STATE YOUR NAMEAND BUSINESS ADDRESS

MY NAME IS GREG VEITCH MY BUSINESS ADDRESS IS 321 HARVEY OKLAHOMA CITY

OKLAHOMA73102

BY WHOMARE YOU EMPLOYED AND IN WHAT CAPACITY

AMEMPLOYED BY THE OKLAHOMAGAS AND ELECTRIC COMPANY OGE AS MANAGER COST OF

SERVICE

WHAT IS YOUR EDUCATIONAL BACKGROUNDAND EXPERIENCE WITH OGE

10 EARNED BACHELOR OF SCIENCE DEGREE IN ACCOUNTING FROM CENTRAL STATE UNIVERSITY IN

11 1988 IN 1991 BECAME CERTIFIED PUBLIC ACCOUNTANT LICENSED TO PRACTICE IN

12 OKLAHOMA AND MEMBER OF THE OKLAHOMA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS

13 HAVE BEEN EMPLOYED BY OGE FOR THIRTYSIX YEARS EXCEPT FOR MY EARLIER EXPERIENCE AT

14 OGE IN UTILITY OPERATIONS 19731988 MY CORPORATE EXPERIENCE HAS BEEN IN THE AREAS

15 OF ACCOUNTING TAX AND REGULATION HAVE WORKED IN VARIOUS JOB POSITIONS COVERING SEVERAL

16 ACCOUNTING FUNCTIONS INCLUDING MANAGERS POSITION IN ACCOUNTING FOR FOUR YEARS MY

17 EXPERIENCE IN ACCOUNTING INCLUDED SECURITIES AND EXCHANGE COMMISSION FILINGS FEDERAL

18 ENERGY REGULATORY COMMISSION FORM FILINGS INTERNAL AND EXTERNAL FINANCIAL

19 ACCOUNTING AND PREPARATION AND FILING OF THE FUEL ADJUSTMENT CLAUSES FOR ALL JURISDICTIONS

20 MY SEVEN YEARS EXPERIENCE IN TAX WAS PRIMARILY PROPERTY TAX RELATED THAT REQUIRED

21 WORKING CLOSELY WITH THE OKLAHOMA TAX COMMISSION AND COUNTY OFFICIALS AND BEING



INVOLVED WITH LEGISLATIVE ISSUES MY REGULATORY EXPERIENCE IN THE COST OF SERVICE

DEPARTMENT 2005 TO PRESENT HAS BEEN PRIMARILY IN COST OF SERVICE STUDIES RATE CASE

SUPPORT AND ADMINISTRATION OF FUEL ADJUSTMENT CLAUSES FOR ALL JURISDICTIONS WAS

PROMOTED TO MANAGER COST OF SERVICE IN SEPTEMBER 2008 HAVE ATTENDED VARIOUS

COURSES AND SEMINARS ON COST OF SERVICE RATE DESIGN AND UTILITY INDUSTRY RELATED ISSUES

HAVE YOU PREVIOUSLY FILED TESTIMONY BEFORE ANY REGULATORY BODY

YES FILED TESTIMONY ON BEHALF OF OKLAHOMA GAS AND ELECTRIC COMPANY BEFORE THE

ARKANSAS PUBLIC SERVICE COMMISSION IN DOCKET NO 08103U

10

11 HAVE YOUR CREDENTIALS BEEN ACCEPTED BY THIS COMMISSION

12 NO RESPECTFULLY REQUEST THE COMMISSION TO ACCEPT MY CREDENTIALS TO TESTIFY IN THIS

13 CAUSE

14

15 WHAT IS THE SCOPE OF YOUR TESTIMONY

16 MY TESTIMONY DESCRIBES HOW OGE CALCULATES ITS TOTAL COST OF PROVIDING SERVICE COST

17 OFSERVICE AND ALLOCATES COSTS BETWEEN JURISDICTIONS AND TO OKLAHOMA CUSTOMER CLASSES

18 THE TEST YEAR USED IN THE STUDY IS THE TWELVE MONTHS ENDING SEPTEMBER 30 2008 AM

19 SPONSORING SCHEDULES IN SECTION AND SECTION OF THE COMPANYSAPPLICATION PACKAGE

20 THESE SCHEDULES REPRESENT THE COMPANYS COSTOFSERVICE OUTPUTS WHICH ARE USED AS

21 INPUTS TO ESTABLISH THE JURISDICTIONAL ALLOCATIONS IN SECTIONS AND OF THE COMPANYS

22 APPLICATION PACKAGE AM ALSO RESPONSIBLE FOR THE CALCULATION OF THESE JURISDICTIONAL

23 ALLOCATIONS



WOULDYOU BRIEFLY DESCRIBE HOWYOUR TESTIMONY IS ORGANIZED

MY TESTIMONY IS DIVIDED INTO THREE PARTS THE CONTENTS AND ORGANIZATION OF THE

SCHEDULES THAT AM SPONSORING II THE PROCEDURES OGE FOLLOWED IN DEVELOPING ITS

COSTOFSERVICE STUDY AND III THE DEVELOPMENT OF THE DEMAND ALLOCATION FACTORS USED IN

THE STUDY

PART

BRIEFLY DESCRIBE THE CONTENTS OF SECTION OF THE COMPANYS APPLICATION PACKAGE

SECTION SETS FORTH THE COMPANYS COST OF SERVICE AND JURISDICTIONAL CALCULATIONS THE

SCHEDULES IN SECTION PROVIDE THE SUPPORT FOR THOSE CALCULATIONS

10 SCHEDULE KI COLUNM ONE SHOWS THE PRO FORMA ADJUSTED TOTAL COMPANY COST OF SERVICE

11 UNDER EXISTING RATES COLUMNS TWO AND THREE SHOW THE OKLAHOMA AND NOTATISSUE

12 ARKANSAS RETAIL AND FEDERAL ENERGY REGULATORY COMMISSION WHOLESALE JURISDICTIONAL

13 COST OF SERVICE THE REVENUES OPERATING EXPENSES AND RATE BASE FOR THE OKLAHOMA

14 JURISDICTION ARE INDICATED ON LINES 12 AND 33 RESPECTIVELY LINE 34 SHOWS AN EARNED

15 RATE OF RETURN OF 728 PERCENT FOR THE OKLAHOMAJURISDICTION UNDER RATES CURRENTLY IN EFFECT

16 EACH OF THE SUPPORTING SCHEDULES DETAILS BY ACCOUNT AND THE ASSOCIATED ALLOCATION BASIS

17 FOR THE AMOUNTS SHOWNON SCHEDULE KI TABLE LISTS SUCH SUPPORTING SCHEDULES

18 TABLE

SCHEDULE NAME DESCRIPTION

SCHEDULE K2 PRO FORMA ELECTRIC REVENUES BASED ON CURRENT RATES

SCHEDULE K22 OPERATION AND MAINTENANCE EXPENSES

SCHEDULE K23 DEPRECIATION EXPENSE

SCHEDULE K24 TAXES OTHER THAN INCOME

SCHEDULE K25 PLANT IN SERVICE

SCHEDULE K26 ACCUMULATED DEPRECIATION

SCHEDULE K27 CONSTRUCTION WORK IN PROGRESS

SCHEDULE K28 PLANT HELD FOR FUTURE USE

SCHEDULE K29 WORKING CAPITAL

SCHEDULE K2 10 OTHER RATE BASE ADJUSTMENTS



MR VEITCH PLEASE PROCEED WITH YOUR DESCRIPTION OF THE CONTENTS AND ORGANIZATION OF

SECTION OF THE COMPANYS APPLICATION PACKAGE WHICH PRESENTS THE COMPANYS

RATE DESIGN COST OF SERVICE INFORMATION

SECTION PROVIDES THE REVENUE REVENUE DEDUCTIONS INCOME TAXES RETURN RATE BASE

COMPONENTS AND RETURN ON RATE BASE FOR EACH OKLAHOMA CUSTOMER CLASS

SCHEDULE IS THE RATE DESIGN COST OF SERVICE FOR THE TEST YEAR IT SHOWS THE OKLAHOMA

JURISDICTIONAL PRO FORMA ADJUSTED COST OF SERVICE BY CUSTOMER CLASS UNDER RATES PLACED IN

EFFECT AS OF JANUARY 2006 REVENUE REVENUE DEDUCTIONS AND RATE BASE ARE ORGANIZED IN

THE SAME MANNER AS ON SCHEDULE KI LINE 34 SHOWS THE PERCENTAGE RATES OF RETURN

10 EARNED FROM EACH CLASS UNDER CURRENT RATES

11 SUPPORTING SCHEDULES L2 THROUGH L2 10 SHOW IN DETAIL THE ALLOCATION OF COSTS AND

12 RATE BASE COMPONENTS TO EACH OKLAHOMA CUSTOMER CLASS THESE SCHEDULES PROVIDE THE

13 SAME INFORMATION AS THE SCHEDULES IN SECTION EXCEPT THAT THE INFORMATION IS PROVIDED

14 BY OKLAHOMA CUSTOMER CLASS

15 SCHEDULE L3 PRESENTS THE REVENUE REQUIREMENT FOR EACH CLASS IF RATE OF RETURN ON RATE

16 BASE OF 964 PERCENT THE RETURN THAT DR MURRY TESTIFIES IS REASONABLE FOR OGE WERE TO

17 BE APPLIED EQUALLY TO ALL CLASSES OF SERVICE LINE 13 IS THE TOTAL CLASS REVENUE REQUIREMENT

18 NEEDED TO ACHIEVE 964 PERCENT RETURN ON RATE BASE LINE 14 IS THE PRO FORMA CLASS

19 REVENUE BASED ON EXISTING RATES FOR THE TEST YEAR LINE 15 IS THE DIFFERENCE BETWEEN THE

20 CLASS REVENUE REQUIREMENT AND THE CURRENT TARIFF REVENUE THIS DEFICIENCY OR EXCESS

21 REPRESENTS THE CHANGE NEEDED IN CURRENT TARIFFS FOR RATE DESIGN LINE 16 SHOWS THE

22 REVENUES RECEIVED FROM CURRENT TARIFFS

23



SCHEDULE L4 INDICATES THE PERCENT INCREASES NECESSARY TO RECOVER THE REVENUE DEFICIENCY

THROUGH SALES REVENUE FOR EACH CLASS ADVOCATED BY COMPANY WITNESS BRYAN SCOTT IN HIS

TESTIMONY LINE 12 INDICATES THE RETURN ON RATE BASE BY CLASS OF SERVICE ADJUSTED FOR THE

DEFICIENCY AT THESE LEVELS OF REVENUE

ARE YOU SPONSORING THESE SCHEDULES FOR INCLUSION IN THE RECORD IN THIS PROCEEDING

YES THESE SCHEDULES WERE PREPARED BY ME OR UNDER MY SUPERVISION

PART II

10 WHAT IS THE PURPOSE OR NATURE OF COSTOFSERVICE STUDY

11 THE COSTOFSERVICE STUDY IS USED TO DETERMINE UTILITYS TOTAL REVENUE REQUIREMENT AND TO

12 ALLOCATE THE COSTOFSERVICE COMPONENTS TO DETERMINE THE REVENUE REQUIREMENTS FOR THE

13 OKLAHOMA CUSTOMER CLASSES THE COSTOFSERVICE STUDY IS ALSO USED AS TOOL TO DETERMINE

14 RATES OF RETURN FOR EACH CUSTOMER CLASS IN COSTOFSERVICE STUDY PARTICULAR COSTS ARE

15 EITHER ALLOCATED OR DIRECTLY ASSIGNED TO CUSTOMER CLASSES TO DETERMINE THE COSTOFSERVICE

16 FOR EACH CLASS BECAUSE COSTS ARE GENERALLY DETERMINED FROM HISTORICAL ACCOUNTING

17 RECORDS THIS TYPE OF ANALYSIS IS REFERRED TO AS AN ACCOUNTING OR EMBEDDED COSTOF

18 SERVICE STUDY COSTS ARE ALLOCATED TO CUSTOMER CLASSES ON COST CAUSATION BASIS REFERRED

19 TO AS FULLY DISTRIBUTED OR FULLY ALLOCATED COSTOFSERVICE STUDY WHEN THE COSTOF

20 SERVICE STUDY IS PREPARED AND ALL COSTS ARE ALLOCATED TO THE VARIOUS JURISDICTIONS THE RESULT

21 IS FULLY ALLOCATED EMBEDDED COSTOFSERVICE STUDY THAT ESTABLISHES COST RESPONSIBILITY AND

22 MAKES IT POSSIBLE TO DETERMINE THE COST OF PROVIDING SERVICE TO EACH CUSTOMER CLASS



WHAT ARE THE COST COMPONENTS OF THE COSTOFSERVICE STUDY YOU ARE SPONSORING

THE COST COMPONENTS USED IN THE COSTOFSERVICE STUDY ARE OPERATION AND MAINTENANCE

EXPENSES II DEPRECIATION EXPENSES III FEDERAL AND STATE INCOME TAXES IV TAXES

OTHER THAN INCOME TAXES AND COSTS OF CAPITAL RETURN

WHAT ARE THE MAJOR STEPS REQUIRED IN THE DEVELOPMENT OF FULLY ALLOCATED COSTOF

SERVICE STUDY

THE DEVELOPMENT OF FULLY ALLOCATED COSTOFSERVICE STUDY CONSISTS OF THREE MAJOR STEPS

FUNCTIONALIZATION II CLASSIFICATION AND III ALLOCATION OR ASSIGNMENT FIRST

10 FUNCTIONALIZATION IS THE PROCESS OF CATEGORIZING EMBEDDED COSTS BY THE OPERATING FUNCTION

11 WITH WHICH THE COSTS ARE PRIMARILY ASSOCIATED THE FUNCTIONAL CATEGORIES USED IN

12 RATEMAKING ARE

13 PRODUCTION

14 TRANSMISSION

15 DISTRIBUTION

16 CUSTOMER SERVICE

17 ADMINISTRATIVE AND GENERAL AG
18 THE PRODUCTION FUNCTION CAPTURES THE COSTS ASSOCIATED WITH FACILITIES USED FOR GENERATING

19 ELECTRICITY THE TRANSMISSION FUNCTION CAPTURES THE COSTS ASSOCIATED WITH HIGH VOLTAGE

20 POWER LINES AND STATIONS THAT DELIVER POWER TO THE DISTRIBUTION SYSTEM THE DISTRIBUTION

21 FUNCTION INCLUDES COSTS ASSOCIATED WITH FACILITIES NOT CLASSIFIED AS TRANSMISSION

22 INCLUDING DISTRIBUTION STATIONS PRIMARY AND SECONDARY POWER LINES TRANSFORMERS SERVICE

23 DROPS AND METERS THAT CONNECT CUSTOMERS TO THE UTILITY SYSTEM THE CUSTOMER SERVICE



FUNCTION DEALS WITH SERVICES AND COSTS ASSOCIATED WITH PROVIDING METER READING BILLING

BILL COLLECTION CUSTOMER INFORMATION AND OTHER SERVICES THE AG FUNCTION CAPTURES THE

COSTS ASSOCIATED WITH MANAGEMENT OF THE BUSINESS AND GENERAL SERVICES OF THE UTILITY SUCH

AS STAFFING ACCOUNTING LEGAL REGULATORY COMMUNICATIONS GENERAL PURPOSE

BUILDINGSFACILITIES MAINTENANCE OF SUCH BUILDINGSFACILITIES AND OTHER COSTS THAT MAY NOT

BE ASSIGNABLE TO OTHER FUNCTIONS

PLEASE DESCRIBE THE CLASSIFICATION PROCESS

THE SECOND STEP IS TO CLASSIFY THE FUNCTIONALIZED COSTS IN ORDER TO REFLECT THE MANNER IN

10 WHICH THE COSTS WERE INCURRED CLASSIFICATION FURTHER DEFINES FUNCTIONAL COSTS INTO

11 DEMANDRELATED IE COSTS ASSOCIATED WITH BEING ABLE TO SERVE CUSTOMERS AT MAXIMUM

12 DEMAND ENERGYRELATED IE COSTS THAT VARY WITH THE AMOUNT OF ENERGY USED BY

13 CUSTOMERS AND CUSTOMERRELATED IE COSTS THAT ARE DIRECTLY RELATED TO THE NUMBER OF

14 CUSTOMERS SERVED

15 THE TYPICAL COST CLASSIFICATIONS ASSOCIATED WITH EACH FUNCTIONAL CATEGORY ARE SUMMARIZED

16 BELOW INTABLE

17 TABLE

COST FUNCTION COST CLASSIFICATION

DEMANDRELATED
PRODUCTION

ENERGYRELATED

TRANSMISSION DEMANDRELATED

DEMANDRELATED
DISTRIBUTION

CUSTOMERRELATED

CUSTOMER SERVICE CUSTOMERRELATED



DEMANDRELATED COSTS ARE FIXED IN NATURE AND TEND NOT TO VARY WITH THE USE OF ELECTRIC

PLANT FACILITIES THUS DEMANDRELATED COSTS ARE ALLOCATED TO CUSTOMER CLASSES BASED ON

THEIR RESPECTIVE MEGAWATT MWLOAD OR DEMANDCHARACTERISTICS

ENERGYRELATED COSTS VARY WITH USE OF ELECTRIC PLANT FACILITIES FUEL AND VARIABLE OPERATION

AND MAINTENANCE EXPENSES ARE PRIMARILY ENERGYRELATED COSTS THESE COSTS ARE ALLOCATED

TO CUSTOMER CLASSES BASED ON AN ANALYSIS OF CLASS ENERGY CONSUMPTION INCLUDING LOSSES IN

DELIVERY

CUSTOMERRELATED COSTS ARE THOSE EXPENSES THAT ARE FUNCTION OF THE NUMBER AND SIZE OF

CUSTOMERS CUSTOMERRELATED PLANT INVESTMENT INCLUDES FACILITIES NEEDED TO GIVE

10 CUSTOMERS ACCESS TO OGES SYSTEM OTHER CUSTOMERRELATED COSTS INCLUDE EXPENSE

11 ITEMS SUCH AS CUSTOMER ACCOUNTS CUSTOMER SERVICE AND INFORMATION METER OPERATION AND

12 PLANTASSOCIATED OMEXPENSES

13

14 DID OGE UPDATE ANY MAJOR STUDIES THAT AFFECT THE CLASSIFICATION PROCESS

15 YES OGE HIRED CONSULTING FIRM CONSULTING INTERNATIONAL LLC TO CONDUCT

16 UPDATED MINIMUMSIZE METHOD MINIMUM SYSTEM AND MINIMUMINTERCEPT METHOD

17 ZERO INTERCEPT STUDIES OGE BELIEVED THAT SUCH AN ANALYSIS WAS NECESSARY BECAUSE THE

18 PREVIOUSLY CONDUCTEDANALYSIS WAS OUTDATED

19

20 WHAT IS THE PURPOSE OF DOING SUCH AN ANALYSIS OF THE MINIMUM SYSTEM OR ZERO

21 INTERCEPT METHODS



THE PURPOSE OF THIS ANALYSIS IS TO DETERMINE THAT PORTION OF CERTAIN DISTRIBUTION COSTS THAT

SHOULD BE CLASSIFIED AS CUSTOMERRELATED THE DISTRIBUTION FERC ACCOUNTS 364 THROUGH

368 ARE CONSIDERED IN THE ANALYSIS AND ARE DESCRIBED IN THE TABLE BELOW

TABLE3

ACCOUNT DESCRIPTION

364 POLES TOWERS AND FIXTURES

365 OVERHEAD CONDUCTORS AND DEVICES

366 UNDERGROUND CONDUIT

367 UNDERGROUND CONDUCTORS AND DEVICES

368 LINE TRANSFORMERS

THE MINIMUM SYSTEM METHOD ASSUMES THAT MINIMUM SIZE DISTRIBUTION SYSTEM CAN BE

BUILT TO SERVE THE MINIMUM LOADING REQUIREMENTS OF THE CUSTOMER THE ZERO INTERCEPT

METHOD SEEKS TO IDENTIFY THAT PORTION OF PLANT RELATED TO HYPOTHETICAL NOLOAD USE

SITUATION THE TECHNIQUE IS TO RELATE INSTALLED COST TO CURRENT CARRYING CAPACITY OR DEMAND

10 RATING CREATE CURVE FOR VARIOUS SIZES OF THE EQUIPMENT INVOLVED USING REGRESSION

11 TECHNIQUES AND EXTEND THE CURVE TO NOLOAD INTERCEPT THE COST RELATED TO THE ZERO

12 INTERCEPT IS THE CUSTOMER COMPONENT

13

14 WHAT METHOD IS OGEPROPOSING

15 ON THE RECOMMENDATION OF CONSULTING INTERNATIONAL LLC OGE IS ADOPTING

16 THE ZEROINTERCEPT METHOD FOR CLASSIFICATION OF THE CUSTOMERRELATED COMPONENT FOR

17 DISTRIBUTION FERC ACCOUNTS 364 THROUGH 368 SEE TABLE BELOW SHOWING THE HISTORICAL

18 AND PROPOSED CUSTOMERRELATED PERCENTAGES

10



TABLE

CUSTOMER

CUSTOMER ZERO INTERCEPT

ACCOUNT DESCRIPTION HISTORICAL PROPOSED

364 POLES TOWERS AND FIXTURES 5500 5494
365 OVERHEAD CONDUCTORS AND DEVICES 3000 5494
366 UNDERGROUND CONDUIT 9000 3757
367 UNDERGROUND CONDUCTORS AND DEVICES 9000 3757
368 LINE TRANSFORMERS 10000 7167

WHAT DOES THE THIRD STEP ALLOCATION OR ASSIGNMENT INVOLVE

THE THIRD STEP IN THE PROCESS IS ALLOCATION WHICH INVOLVES DIVIDING FUNCTIONALIZED AND

CLASSIFIED COSTS TO JURISDICTIONS AND CUSTOMER CLASSES OF SERVICE MOST COSTS ARE

ATTRIBUTABLE TO MORE THAN ONE JURISDICTION OR CUSTOMER CLASS AND MUST BE ALLOCATED BASED

ON EACH JURISDICTIONS OR CUSTOMER CLASS CONTRIBUTION TO THE COSTS AT THE SAME TIME

SOME COSTS CAN BE DIRECTLY ASSIGNED TO CERTAIN JURISDICTION SINGLE CUSTOMER CLASS OR

CERTAIN CUSTOMERWHEN THOSE COSTS CAN BE IDENTIFIED AS BEING WHOLLY ATTRIBUTABLE TO SUCH

10 JURISDICTION CUSTOMER CLASS OR CUSTOMER INVESTMENT IN SUBSTATION USED SOLELY BY

11 PARTICULAR CUSTOMER IS ONE EXAMPLE OF COST THAT SHOULD BE DIRECTLY ASSIGNED TO SPECIFIC

12 CLASS AFTER ALL COSTS HAVE BEEN ALLOCATED OR ASSIGNED COST TO SERVE IS CALCULATED FOR

13 EACH JURISDICTION AND CUSTOMER CLASS

14

15 WHAT CRITERIA DID OGEUSE IN THE DEVELOPMENT OF APPROPRIATE ALLOCATION FACTORS

16 THE FOLLOWING CRITERIA ALTHOUGH NOT AN EXHAUSTIVE LIST PROVIDES AN OBJECTIVE BASIS UPON

17 WHICH TO JUDGE THE APPROPRIATENESS OF AN ALLOCATION METHODOLOGY

18 THE METHOD SHOULD REFLECT THE OPERATING AND PLANNING CHARACTERISTICS OF THE

19 UTILITY SYSTEM

11



THE METHOD SHOULD RECOGNIZE THE VARIOUS CUSTOMER CLASS CHARACTERISTICS SUCH

AS PEAK DEMAND ENERGY USAGE LOAD FACTOR DIVERSITY CHARACTERISTICS NUMBER

AND SIZE OF CUSTOMERS POINTS OF DELIVERY ETC

THE METHOD SHOULD PRODUCE STABLE RESULTS FROM YEARTOYEAR AND

CUSTOMERS WHO BENEFIT FROM THE USE OF PLANT AND EQUIPMENT SHOULD BEAR THE

COSTS IN PROPORTIONAL MANNER

WEREANY ALLOCATORS CHANGED IN THIS COSTOFSERVICE STUDY AS COMPARED TO THE COSTOF

SERVICE STUDY PERFORMED IN THE LAST OKLAHOMA RATE CASE

10 YES SOME ALLOCATORS WERE CHANGED WHILE OTHERS WERE ELIMINATED OR ADDED IT IS NORMAL

11 FOR ALLOCATORS TO BE CHANGED ELIMINATED OR ADDED OVER TIME OR FROM CASE TO CASE AS

12 CIRCUMSTANCES CHANGE

13

14 CAN YOU DESCRIBE THE ALLOCATORS THAT WERE CHANGED FROM THE ALLOCATORS USED IN THE

15 LAST RATE CASE

16 THE ALLOCATORS LISTED BELOW HAVE BEEN CHANGED

17 LINE DESCRIPTION PREVIOUS REVISED

18 ACCT 556SYSTEM CONTROL DISPATCH CAP3SY CAPISY

19 REGULATORY ASSETS GROSSPLT SUPOM

20 OTHER ACCRUED PENSION BENEFIT OBLIGATION GROSSPLT SUPOM

21 ACCTS 5831 5841 OVERHEAD LINES CAP5TCCUS7TC PLT364365TC

22 ACCT 904BAD DEBTS CUSDEP BADDEBT

23 AMORTIZATION OF REGULATORY ASSET CAP2OR OKLAOM

24 ACCT 9243PROP INSURANCEDIST PLANT CAP5TC DISTPLT

25 ACCT 4081MISC TAXES CAP5TC SUPOM

26 INCOME TAX ADJUSTMENTSCREDITS VARIOUS RATEBASE

12



ACCOUNT 556 SYSTEM CONTROL DISPATCH WAS CHANGED FROM TRANSMISSION DEMAND

ALLOCATOR TO PRODUCTION DEMAND ALLOCATOR TO REFLECT THE SOUTHWEST POWER POOL INC

SPP POLICY REGARDING THIS ACCOUNT THE SPP CONSIDERS ACCOUNT 556 COSTS PRODUCTION

RELATED BECAUSE SUCH COSTS ARE CHARGED TO LOADSERVING ENTITIES THAT ARE RESPONSIBLE FOR

SCHEDULING AND DISPATCHING GENERATION TO MEET LOAD REGULATORY ASSETS AMORTIZATION OF

REGULATORY ASSET AND OTHER ACCRUED PENSION BENEFIT OBLIGATION REQUIRED SWITCHING

FROM GROSS PLANT OR DEMAND ALLOCATOR TO LABOR AND OM RELATED ALLOCATORS THE

COMPANY BELIEVES THAT THE NEW ALLOCATORS BETTER REFLECT THE UNDERLYING NATURE OF THESE

COSTS ACCTS 5831 5841 OVERHEAD LINES AND ACCT 9243PROP INSURANCEDIST

10 PLANT WERE CHANGED BECAUSE THESE EXPENSES SHOULD FOLLOW THE UNDERLYING PLANT ACCOUNTS

11 ACCT 904BAD DEBTS WAS CHANGED BECAUSE BETTER INFORMATION IS AVAILABLE TO PROVIDE

12 MORE APPROPRIATE ALLOCATOR ACCT 4081MISC TAXES WAS CHANGED FROM DEMAND

13 ALLOCATOR TO MORE APPROPRIATE LABOR ALLOCATOR SINCE MOST OF THESE TAXES ARE PAYROLL

14 RELATED INCOME TAX ADJUSTMENTSCREDITS USED IN THE CALCULATION OF INCOME TAX WAS

15 CHANGED TO MORE APPROPRIATE ALLOCATOR BASED ON RATE BASE

16

17 WHAT ALLOCATORS HAVE BEEN ELIMINATED

18 CERTAIN JURISDICTIONAL ALLOCATORS USED FOR DIRECT ASSIGNMENTS OF FUNCTIONAL COSTS THAT WERE

19 EMBEDDED IN OTHER FUNCTIONS WERE ELIMINATED BECAUSE THEY ARE NO LONGER NEEDED FOR

20 EXAMPLE SOME DISTRIBUTION SUBSTATIONS IN THE PAST MAY HAVE BEEN ACCOUNTED FOR AS

21 TRANSMISSION SUBSTATIONS AND VICE VERSA BECAUSE OF BETTER DEFINITIONS OF WHAT CONSTITUTES

22 THE APPROPRIATE FUNCTION FOR SUBSTATION OUR EMBEDDED ACCOUNTING RECORDS NOW REFLECT

23 MORE ACCURATELY THE PROPER FUNCTION ADDITIONALLY SOME ENERGY ALLOCATORS WERE

13



ELIMINATED BECAUSE THEY WERE NO LONGER NECESSARY THE ENERGY ALLOCATORS ENRISY

ENR4VE AND ENR2WCUTILIZED THE SAME FACTORS SO WE ELIMINATED THE LAST TWO ALLOCATORS

AND KEPT ENRISY AS THE ONLY ENERGY ALLOCATOR

WHAT ALLOCATORS WERE ADDED

WNDFRMALLOCATOR WAS ADDED TO ALLOCATE COSTS ASSOCIATED WITH THE CENTENNIAL WIND

FARM THIS WIND FARM AND THE OKLAHOMA JURISDICTION ALLOCATOR OF 887 185 WAS

APPROVED IN CAUSE NO PUD 200500177 ORDER NO 524078

10 PART III

11 PLEASE DESCRIBE THE DEVELOPMENT OF THE DEMAND ALLOCATION FACTORS USED IN THE COSTOF

12 SERVICE STUDY YOU ARE SPONSORING

13 WILL BEGIN WITH DESCRIPTION OF THE PRODUCTION DEMAND ALLOCATION FACTOR NEXT WILL

14 DESCRIBE THE TRANSMISSION DEMAND ALLOCATION FACTOR FINALLY WILL DESCRIBE THE

15 DISTRIBUTION DEMANDRELATED ALLOCATION FACTOR IT SHOULD BE NOTED THAT DEMAND LOAD DATA

16 USED IN THE DEVELOPMENT OF THESE ALLOCATORS IN THIS CASE WERE WEATHER NORMALIZED AS

17 TESTIFIED BY COMPANY WITNESS PHILIP BARTHOLOMEW

18

19 WHY IS IT APPROPRIATE TO USE DIFFERENT DEMAND ALLOCATION FACTORS FOR PRODUCTION

20 TRANSMISSION AND DISTRIBUTION

21 THE PURPOSE OF THE ALLOCATION PROCESS IS TO ASSIGN COSTS TO THE COST CAUSER IN THE MOST

22 ACCURATE WAY POSSIBLE AS EXPLAINED BELOW EACH OF THE PRODUCTION TRANSMISSION AND

14



DISTRIBUTION CATEGORIES HAVE DIFFERENT COST DRIVERS THAT REQUIRE DIFFERENT ALLOCATION METHODS

TO MOST ACCURATELY MATCH COSTS TO COST CAUSERS

PLEASE DESCRIBE THE METHOD OF COST ALLOCATION USED TO DETERMINE THE JURISDICTIONAL

AND CUSTOMER CLASS PRODUCTION DEMANDRESPONSIBILITIES

THE CP AVERAGE AND EXCESS DEMAND 1CP EXCESS METHOD UTILIZES TWO TYPES OF

DEMAND MEASUREMENTS IN THE ALLOCATION OF DEMANDRELATED COSTS THE FIRST MEASUREMENT

THE COINCIDENT PEAK DEMAND 1CP IS THE LOAD OF ALL CUSTOMER CLASSES AT THE TIME OF THE

COMPANYS HIGHEST MEASURED ONEHOUR DEMAND FOR THE SYSTEM IN THE TEST YEAR THE

10 SECOND MEASUREMENT ENERGY IS THE TOTAL MEGAWATT HOURS USED DURING THE TEST YEAR TO

11 DETERMINE THE AVERAGE DEMAND AVERAGE THE 1CP EXCESS DEMAND METHOD

12 RECOGNIZES NOT ONLY THE CLASS LOADS AT THE TIME OF THE SYSTEM MAXIMUM PEAK BUT ALSO THE

13 AMOUNT OF ENERGY USAGE THAT CLASSES UTILIZE DURING ALL HOURS OF THE TEST YEAR DISTINCTION

14 IS MADE BETWEEN THE COST OF FACILITIES TO SERVE THE AVERAGE REQUIREMENTS AND THE COST OF

15 FACILITIES TO SERVE THE EXCESS OR ADDITIONAL LOADFOLLOWING REQUIREMENTS THE

16 DETERMINATION OF THE FACTOR FOR ALLOCATION TO JURISDICTION OR CUSTOMER CLASS ON THE BASIS

17 OF AVERAGE DEMANDS UTILIZES THE SYSTEM ANNUAL LOAD FACTOR THE EXCESS FACTOR IS BASED ON

18 THE DIFFERENCE BETWEEN THE JURISDICTIONS OR CUSTOMER CLASS COINCIDENT PEAK DEMANDS

19 INCURRED AT THE TIME OF SYSTEM PEAK AND THE JURISDICTIONS OR CUSTOMER CLASS AVERAGE

20 DEMANDS

15



DID YOUR PRODUCTION DEMANDALLOCATOR CHANGE SINCE OGES LAST RATE CASE

YES OGE PREVIOUSLY USED AN AVERAGE AND EXCESS METHOD USING NONCOINCIDENTAL

PEAK NCP INSTEAD OF 1CP IN THIS CASE

WHY DID OGE CHANGE THE PRODUCTION DEMAND ALLOCATOR

THE JOINT STIPULATION APPROVED IN CAUSE NO PUD 200800086 ORDER NO 559892

CONTAINED PROVISIONS THAT READ AS FOLLOWS THE STIPULATING PARTIES FURTHER AGREE THAT IN

OGE NEXT GENERAL RATE REVIEW THE STIPULATING PARTIES WILL RECOMMENDUTILIZATION OF

MEASURE OF PEAK LOAD BASED ON 2CP 4CP OR SOME MEASURE OF NORMAL 1CP IN THE

10 ALLOCATION METHOD USED FOR PRODUCTION PLANT THE STIPULATING PARTIES FURTHER AGREE THAT

11 IN OGES NEXT GENERAL RATE CASE REVIEW THE STIPULATING PARTIES WILL RECOMMEND

12 UTILIZATION OF COINCIDENT PEAK CP AVERAGE AND EXCESS ALLOCATION METHODOLOGY FOR

13 OGES PRODUCTION COSTS

14

15 WHY DOES OGE BELIEVE 1CP EXCESS PRODUCTION ALLOCATOR IS APPROPRIATE

16 THIS METHOD IS APPROPRIATE FOR THE ALLOCATION OF OGES PRODUCTION CAPACITY COSTS FOR

17 THE FOLLOWING REASONS

18 THE METHOD RECOGNIZES THE ANNUAL NET SYSTEM PEAK LOAD USED FOR RESOURCE

19 PLANNING IN THE COMPANY AND BY THE SOUTHWEST POWER POOL INC IN ITS

20 RESERVE CAPACITY MARGIN REQUIREMENTS

21 THE UTILIZATION OF COMPANY FACILITIES BY THE CLASSES OF SERVICE THROUGHOUT

22 THE YEAR IS CONSIDERED IN THE METHOD

16



THE BENEFITS OF LOAD DIVERSITY ARE SHARED AMONG THE JURISDICTIONS AND

CUSTOMERCLASSES OF SERVICE

ALL CUSTOMERS WHO BENEFIT FROM THE USE OF THE FACILITIES ARE ALLOCATED

PORTION OF THE COSTS AT LEAST EQUAL TO THEIR ANNUAL LOAD FACTORS

THE METHODOLOGY DOES NOT PENALIZE CLASSES OF SERVICE OR INDIVIDUAL

CUSTOMERS FOR INCURRING PEAK DEMANDS DURING THE OFFPEAK MONTHS AND

THE AVERAGE AND EXCESS METHOD HAS BEEN ACCEPTED BY MANY PUBLIC UTILITY

COMMISSIONS INCLUDING THE OKLAHOMACORPORATION COMMISSION

10 WHY DID OGENOT USE MULTIPLE CPS IN ITS PRODUCTION DEMAND ALLOCATOR

11 MULTIPLE CPS ARE USED WHEN SMOOTHING EFFECT OR NORMALIZATION IS REQUIRED WEATHER IS

12 THE MAIN DRIVER FOR FLUCTUATIONS IN PRODUCTION ON OGES SYSTEM SINCE OGE IN THIS

13 FILING IS ALREADY USING DEMAND LOAD DATA THAT IS WEATHERNORMALIZED NORMALIZATION IS

14 ALREADY CONSIDERED WITHOUT THE NEED FOR MULTIPLE CPS AND THERE IS NO BENEFIT FROM USING

15 MULTIPLE CP

16

17 PLEASE PROCEED WITH DISCUSSION OF THE TRANSMISSION ALLOCATION FACTOR DEVELOPMENT

18 INVESTMENT AND EXPENSES FUNCTIONALIZED TO TRANSMISSION ARE CLASSIFIED AS DEMANDRELATED

19 THE COMPANY HAS USED AN AVERAGE OF TWELVE 12 MONTHLY COINCIDENT PEAK DEMANDS

20 12CP ALLOCATION METHOD FOR ALLOCATING THESE COSTS UNDER THIS METHOD TRANSMISSION

21 DEMAND COSTS ARE ALLOCATED IN PROPORTION TO THE AVERAGE OF THE COINCIDENT MONTHLY PEAK

22 DEMANDS OF THE CUSTOMER CLASSES ADJUSTED FOR LOSSES AT THE TIME OF THE MONTHLY NET

23 SYSTEM PEAK DEMANDS ALSO THE 12CP ALLOCATION METHOD IS CONSISTENT WITH THE PRICING
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STRATEGY BEING USED BY THE FEDERAL ENERGY REGULATORY COMMISSION FERC THE FERC

ORDER NO 8881 THE FINAL TRANSMISSION OPEN ACCESS RULE PROPOSES INTERSTATE

TRANSMISSION PRICING BE BASED ON TWELVE COINCIDENT PEAK DEMAND METHOD

WHAT ALLOCATION METHODOLOGY DID YOU USE FOR DEMANDRELATED DISTRIBUTION COSTS

DEMANDRELATED DISTRIBUTION COSTS WERE ALLOCATED BASED ON CLASS MAXIMUM NON

COINCIDENT PEAK DEMANDS NCPS AS OPPOSED TO COINCIDENT PEAK DEMANDS CPS THE

REASON FOR USING NCPS IS THAT LOCAL DISTRIBUTION DEMAND COSTS ARE INCURRED TO SERVE AREA

LOAD RATHER THAN SYSTEM LOAD USING NCPS INSTEAD OF CPS IN THIS METHODOLOGY ALSO

10 RECOGNIZES THAT LITTLE OR NO DIVERSITY EXISTS AT THIS LEVEL EXCEPT WITHIN EACH CLASS

11

12 PLEASE SUMMARIZE YOUR TESTIMONY

13 FIRST AM SPONSORING SCHEDULES IN SECTION AND SECTION OF THE COMPANYS

14 APPLICATION PACKAGE SECTION SETS FORTH THE COMPANYS COST OF SERVICE AND

15 JURISDICTIONAL CALCULATIONS AND SECTION PRESENTS THE OKLAHOMA JURISDICTION CLASS

16 AMOUNTS TO BE USED AS BASIS FOR RATE DESIGN SECOND MY TESTIMONY DESCRIBES THE

17 DEVELOPMENT OF THE COMPANYS COSTOFSERVICE STUDY THE COSTOFSERVICE STUDY IS USED

18 TO DETERMINE OGES TOTAL REVENUE REQUIREMENT AND TO ALLOCATE THE COST OF SERVICE

19 COMPONENTS TO DETERMINE THE REVENUE REQUIREMENTS FOR THE OKLAHOMA CUSTOMER CLASSES

20 AND SUBSEQUENTLY IS USED AS TOOL TO DEVELOP RATES OF RETURN FOR EACH SUCH CUSTOMER CLASS

21 THIRD DISCUSSED THE DEVELOPMENT OF DEMANDRELATED ALLOCATORS

22 REQUEST THE COMMISSION ACCEPT THE COSTOFSERVICE STUDY SUBMITTED IN THIS CASE FOR THE

23 SETTING OF NEWRATES FOR THE COMPANY

ORDER NO 888 FERC STATS REGS 31048 1006

18



DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME

YES IT DOES
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