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HOWARD MOTLEY

DIRECT TESTIMONY

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

POSITION YOU HOLD

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

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

OKLAHOMA CITY OKLAHOMA 73101

BRIEFLY SUMMARIZE YOUR EDUCATION AND PROFESSIONAL QUALIFICATIONS

AM GRADUATE OF OKLAHOMA CITY UNIVERSITY WHERE RECEIVED BACHELOR OF SCIENCE

DEGREE IN BUSINESS MY CAREER IN PUBLIC UTILITY REGULATION HAS SPANNED 32 YEARS BEGINNING

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

11 COMMISSION COMMISSION AS AN AUDITOR FOR THE COMMISSION PERFORMED OVER 30

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

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

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

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

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

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

18 CORP BOARD OF DIRECTORS

19

20 HAS THE COMMISSION PREVIOUSLY ACCEPTED YOUR QUALIFICATIONS AS AN EXPERT WITNESS

21 YES



WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING

THE PRIMARY PURPOSE OF MY TESTIMONY IS TO SUPPORT THE APPROVAL OF THE RED ROCK

CONSTRUCTION RIDER RRCR WILL ALSO DISCUSS THE IMPLEMENTATION OF THE PROPOSED

RRCR ALONG WITH QUARTERLY REPORTING AND ANNUAL TRUEUP REQUIREMENTS

PLEASE IDENTIFY THE THREE COST RECOVERY ALTERNATIVES OR APPROACHES DISCUSSED IN THE

TESTIMONY OF OGES WITNESSES JAMES HATFIELD AND FRANK GRAVES

OGES THREE COST RECOVERY OPTIONS ARE WAIT UNTIL RED ROCK IS PLANT IN SERVICE TO

FILE RATE INCREASE II INCLUDE RED ROCK CONSTRUCTION WORK IN PROGRESS IN RATE BASE AS

10 PART OF GENERAL RATE REVIEW OR III IMPLEMENT CONSTRUCTION FINANCING COST RECOVERY

11 RIDER AT THE BEGINNING OF THE CONSTRUCTION CYCLE TO RECOVER RED ROCKS FINANCING COST ON

12 CURRENT BASIS

13

14 WHY DID OGE SELECT THE RECOVERY RIDER OPTION

15 THE RRCR PROVIDES PHASEIN RECOVERY OF RED ROCK CONSTRUCTION FINANCING COSTS THAT

16 WILL MINIMIZE CUSTOMER IMPACT AT THE END OF THE SIX YEAR CONSTRUCTION CYCLE THE RRCR

17 WILL ALSO SUPPORT OGES ABILITY TO ACCESS THE CAPITAL MARKETS AND PROVIDE THE COMPANY

18 BETTER QUALITY OF EARNINGS THAN THE AFUDC APPROACH BETTER POSITIONING IN THE CAPITAL

19 MARKET PRODUCES LOWERDEBT COSTS AND IS BENEFICIAL TO SHAREOWNERS AND CUSTOMERS

20

21 HOWDOES THE RRCR PHASEIN THE COSTS RELATED TO RED ROCK

22 CHART ILLUSTRATES THE COST RECOVERY TIMING UNDER EACH OF THE THREE REGULATORY OPTIONS

23 PREVIOUSLY IDENTIFIED THE AMOUNTS UTILIZED IN CHART ARE TOTAL COMPANY VALUES THE
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10 MILLION LESS THE CWIP RATE CASE OPTION WOULDRESULT IN 147 MILLION RED ROCK

REVENUE REQUIREMENT BEGINNING IN 2012 AS COMPARED TO 157 MILLION FOR THE PLANT IN

SERVICE OPTION THE LOWER REVENUE REQUIREMENT RESULTS FROM REDUCED AMOUNT OF

AFUIDC BEING CHARGED TO THE FINAL CONSTRUCTION COST OF RED ROCK UNDER THE CWTP RATE

CASE OPTION OGE WITNESS FRANK GRAVES DISCUSSES IN DETAIL THE ADVANTAGE TO CUSTOMERS

OF AVOIDING SUBSTANTIAL AMOUNTS OF AFUDC BEING CHARGED ON LARGE MULTIYEAR

CONSTRUCTION PROJECT SUCH AS RED ROCK

DOES THE RRCR REDUCE THE RED ROCK RATE INCREASE NEEDED IN 2012 EVEN MORE THAN

10 THE CWIIP RATE CASE APPROACH

11 DEFINITELY THE RRCR IS PHASEIN PROPOSAL OVER SIX YEAR PERIOD AS DEMONSTRATED BY

12 CHART THE RRCRPHASEIN APPROACH REDUCES THE 157 MILLION RATE INCREASE IN 2012 TO

13 AROUND 40 MILLION THIS IS 75 REDUCTION OF THE CUSTOMER IMPACT IN 2012 COMPARED TO

14 THE PLANT IN SERVICE OPTION IN ADDITION THE ANNUAL RED ROCK REVENUE REQUIREMENT FOR

15 2012 AND BEYOND IS 134 MILLION OR 23 MILLION LESS THAN THE ANNUAL REVENUE REQUIREMENT

16 ASSOCIATED WITH THE PLANT IN SERVICE APPROACH

17

18 IS THE COMPANYS OBJECTIVE TO MINIMIZE THE RATE INCREASE RELATED TO RED ROCK

19 ALTHOUGH IN THIS CAUSE THE COMPANY IS PROPOSING COST RECOVERY MECHANISM DESIGNED TO

20 MINIMIZE THE IMPACT OF RED ROCK PLANT COST ON RATES AFTER THE PLANT IS PLACED IN SERVICE

21 THE COMPANYSOVERRIDING LONGTERM GOAL IS TO MINIMIZE THE RATE INCREASE CUSTOMERS WILL

22 BE FACING IN 2012 AT THE END OF THE COMPANYS SIX YEAR CONSTRUCTION CYCLE WHICH IS

23 DESCRIBED BY MR HATFIELD IN MORE DETAIL THE RRCRPHASEIN PROPOSAL WILL HELP OFFSET THE



ULTIMATE RATE INCREASE NECESSARY TO COVER NOT ONLY THE 789 MILLION RED ROCK INVESTMENT

BUT THE ADDITIONAL 25 BILLION CAPITAL EXPENDITURES TO REPLACE AGING INFRASTRUCTURE AND

UPDATE ENVIRONMENTAL CONTROLS

HAS OGEESTIMATED THE AMOUNT RATES WILL NEED TO INCREASE IN 2012 TO RECOGNIZE THE

33 BILLION CONSTRUCTION EXPENDITURES OGEWILL MAKE OVER THE NEXT SIX YEARS

THE COMPANY HAS DEVELOPED ROUGH ESTIMATE OF THE RATE INCREASE REQUIRED UTILIZING THE

PLANT IN SERVICE RECOVERY APPROACH THE ESTIMATE IS BASED ON THE FOLLOWING

ASSUMPTIONS 33 BILLION CONSTRUCTION INITIATIVE WHICH DOES NOT INCLUDE AFUDC II

10 FORECASTED ACCUMULATED DEPRECIATION AND DEFERRED INCOME TAXES III LAST APPROVED RATE OF

11 RETURN IV CURRENT INCOME TAX RATES AND ESTIMATED OPERATING EXPENSES FOR RED ROCK

12 AND ENVIRONMENTAL CONTROLS OUR ESTIMATE IS THAT THE RATES IN THE OKLAHOMA JURISDICTION

13 WOULD NEED TO INCREASE APPROXIMATELY 304 MILLION ADDITIONALLY CUSTOMER GROWTH

14 VARIANCES IN OTHER OM COSTS AND INCREASED CONSTRUCTION COSTS ASSOCIATED WITH THE

15 ACCRUAL OF AFUDC WOULD IMPACT THE FINAL REVENUE REQUIREMENT NEEDED IN 2012

16 HOWEVER THE 2012 JURISDICTIONAL INCREASE WOULD BE OFFSET BY AN ESTIMATED 55 MILLION OF

17 FUEL SAVINGS CREATED BY RED ROCK BASED ON THESE ESTIMATES THE NET INCREASE TO

18 CUSTOMERS BILLS WOULDBE AROUND 249 MILLION

19

20 PLEASE QUANTIFY THE CUSTOMER IMPACT IN 2012 BASED ON THE 6YEAR CONSTRUCTION

21 INITIATIVE

22 WHILE 33 BILLION IS PROJECTED TO BE SPENT OVER THE NEXT SIX YEARS THE COSTS WILL BE SPREAD

23 OVER ALL CUSTOMERS CURRENT AND FUTURE OVER THE NEXT SEVERAL DECADES BASED ON THE 249
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UNDER OGES PHASEIN RECOVERY PROPOSAL WHEN WILL OGES CUSTOMERS BEGIN

PAYING THE FINANCING COSTS OF RED ROCK

AS EXPLAINED BY MR LANGSTON OGE NEEDS AN ORDER IN THIS CAUSE BY JULY 20 2007 IN

ORDER TO LOCK DOWN COSTSAVING EPC CONTRACT FOR THE RED ROCK PLANT IF THAT ORDER IS

ISSUED THE RRCRWOULD BE IMPLEMENTED THE FIRST BILLING CYCLE IN AUGUST 2007

DOES THE RED ROCK ANNUAL REVENUE REQUIREMENT INCLUDE AN EQUITY RETURN FOR THE

SHAREOWNER

YES THE ANNUAL REVENUE REQUIREMENT IS DETERMINED IN THE SAME MANNER AS GENERAL RATE

10 REVIEW THE COMPANY INCLUDES AN OVERALL RETURN DEBT AND EQUITY ON THE CAPITAL

11 INVESTMENT FOR RED ROCK AND RELATED INCOME TAXES IN CALCULATING THE FINANCING COSTS THE

12 RATE OF RETURN ON EQUITY APPROVED BY THE COMMISSION IN OGES LAST GENERAL RATE REVIEW

13 WILL BE UTILIZED THE COMPANYS SECURITY RIDER RETURN REQUIREMENT COMPONENT IS

14 CALCULATED IN THE SAME MANNER DURING THE CONSTRUCTION PERIOD DEPRECIATION OM
15 EXPENSE AND AD VALOREM TAXES ARE NOT INCLUDED IN THE RRCR REVENUE REQUIREMENT

16 ALTHOUGH THESE COSTS ARE RECOVERED IN THE SECURITY RIDER AND CENTENNIAL WIND ENERGY

17 PROJECT RIDER

18

19 HOW WILL RED ROCK COSTS BE ALLOCATED BETWEEN OGES MULTIPLE REGULATORY

20 JURISDICTIONS TO ENSURE THAT ONLY THE APPROPRIATE AMOUNT IS CHARGED TO OKLAHOMA

21 CUSTOMERS

22 HISTORICAL COST OF SERVICE PROCEDURES AS APPROVED BY THE CONIRNISSION ARE APPLIED IN THE

23 ALLOCATION PROCESS THERE ARE TWO STEPS TO ALLOCATE RED ROCK COSTS TO OKLAHOMA



CUSTOMERS THE FIRST STEP IS TO DETERMINE TO WHICH FERC ACCOUNT THE PROJECT SHOULD BE

CHARGED HISTORICAL COST OF SERVICE PROCEDURES ALLOCATE COSTS BY EACH FERC ACCOUNT

BETWEEN REGULATORY JURISDICTIONS ONCE THE COSTS ARE ASSIGNED TO THE OKLAHOMA

JURISDICTION THE SECOND STEP IS TO ALLOCATE THE OKLAHOMA PORTION TO EACH CUSTOMER CLASS

OGE WITNESS ROGER WALKINGSTICK DISCUSSES THE DEVELOPMENT OF THE CHARGES TO

OKLAHOMA CUSTOMERS

WILL THE COMPANY FILE QUARTERLY REPORTS

YES OGEWILL SUBMIT WITHIN 60 DAYS OF THE END OF EACH QUARTER QUARTERLY REPORTS TO

10 THE DIRECTOR OF PUBLIC UTILITIES SUMMARIZING THE MONTHLY FINANCING COSTS FOR RED ROCK

11 AND THE RRCRREVENUE ACTUALLY COLLECTED DURING EACH MONTH

12

13 WILL THE RRCR HAVE TRUEUP MEASURE

14 YES AS DESCRIBED BY OGEWITNESS ROGER WALKINGSTICK THE STAFF WILL CONDUCT AN AUDIT

15 TO ENSURE THAT CUSTOMERS PAY ONLY THE ACTUAL FINANCING COSTS OFRED ROCK

16

17 HAS THE COMMISSION APPROVED RECOVERY RIDERS IN CONJUNCTION WITH THE PREAPPROVAL

18 OF CONSTRUCTION PROJECTS

19 YES THE MOST RECENT IS THE CENTENNIAL WIND ENERGY PROJECT RIDER SUBSEQUENT TO THE

20 COMMISSION ISSUING OGES LAST GENERAL RATE REVIEW ORDER THE COMPANY DEVELOPED

21 WIND PROJECT THAT WOULD BENEFIT OUR CUSTOMERS OGENEEDED RIDER TO RECOVER FINANCING

22 COSTS DEPRECIATION AND OPERATING COSTS IN ORDER TO MOVE FORWARD WITH THE PROJECT THE

23 COMMISSION ISSUED AN ORDER APPROVING THE WIND PROJECT AND THE RECOVERY RIDER THE
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THE MOST FAMILIAR RIDER IS THE FUEL COST ADJUSTMENT ECA RIDER THAT BALANCES THE OVER

AND UNDER RECOVERIES OF FUEL COST FROM OUR CUSTOMERS COMMISSION RULES PROHIBIT THE

COMPANY FROM ENHANCING PROFITS THROUGH THE FCA RIDER THE OTHER RIDERS HAVE BEEN

APPROVED OVER THE LAST DECADE

FROM YOUR EXPERIENCE WHYWOULD THERE BE OPPOSITION TO RECOVERY RIDER

THE CONCERN IS WHETHER THE UTILITYS EARNINGS WILL BE INCREASED UNFAIRLY BECAUSE OF THE

ADDITIONAL REVENUES PRODUCED BY RECOVERY RIDER THIS CONCERN IS GENERALLY REFLECTED IN

AN ARGUMENT THAT RECOVERY RIDER CONSTITUTES PIECEMEAL RATEMAKING THE CONCERN OF

10 PIECEMEAL RATEMAKING IS THAT IF FULL RATE CASE REVIEW OF ALL OTHER COMPANY COSTS AND

11 REVENUES WERE CONDUCTED THE NEED FOR THE RECOVERY RIDER COULD BE MITIGATED OR

12 ELIMINATED

13

14 ARE THESE ARGUMENTS VALID AS APPLIED TO THIS APPLICATION

15 NO THE ARGUMENTS ARE NOT VALID BASED ON THE CIRCUMSTANCES THE COMPANY IS PRESENTING

16 TO THE COMMISSION IF OGES OPERATING COSTS AND CAPITAL EXPENDITURES WERE IN

17 DECLINING MODE OR THE COMMISSION HAD NOT PERFORMED AN OGEGENERAL RATE REVIEW ONE

18 YEAR AGO AN INDEPTH REVIEW COULD BE JUSTIFIED HOWEVER OGE IS IN MAJOR

19 CONSTRUCTION CYCLE AS DEMONSTRATED IN CHART AND EVEN WITH THE RRCR WILL EXPERIENCE

20 SIGNIFICANT REGULATORY LAG THE 33 BILLION PLANNED CAPITAL EXPENDITURES SUBSTANTIALLY

21 EXCEED THE INCREASE IN ACCUMULATED DEPRECIATION OVER THE SIX YEAR CONSTRUCTION CYCLE

22 RIDER WILL MITIGATE BUT WILL NOT ELIMINATE THE FINANCIAL IMPACT OF REGULATORY LAG DURING THIS

23 SIX YEARPERIOD

10
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