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May 21, 2007 
 
 

SECTION I: INTRODUCTION AND PURPOSE 1 

Q. PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS. 2 

A. My name is Judah Rose.  I am a Managing Director of ICF International (“ICF”).  My 3 

business address is 9300 Lee Highway, Fairfax, Va. 22031. 4 

Q. PLEASE BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 5 

PROFESSIONAL EXPERIENCE. 6 

A. After receiving a degree in economics from the Massachusetts Institute of Technology 7 

(“MIT”) and a Masters Degree in Public Policy from the John F. Kennedy School of 8 

Government at Harvard University, I joined ICF International in 1982.  I have been 9 

working at ICF International since then and now direct ICF’s wholesale power practice.  I 10 

have also been a member of the Board of Directors of ICF International and am one of 11 

three people in a firm of over 1,800 people to have been given the honorary title 12 

Distinguished Consultant.  13 

 14 

Q. HAVE YOU WORKED WITH PUBLIC SECTOR CLIENTS ON ELECTRIC 15 

POWER ISSUES? 16 

A. Yes.  ICF has been the principal power consultant to the U.S. Environmental Protection 17 

Agency (“EPA”) continuously for over 25 years, and analyzed all the major policy 18 

initiatives involving regional controls on power plant emissions such as SO2, NOx, and Hg.   19 
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Q. DO YOU HAVE OTHER PUBLIC SECTOR CLIENTS? 1 

A. Yes.  ICF has worked with the Federal Energy Regulatory Commission (“FERC”), the U.S. 2 

Department of Energy (“DOE”), Environment Canada, and the European Union.  We have 3 

also worked with various state regulatory entities, including those in Ohio, New Jersey, 4 

California, South Carolina, New York, Connecticut, Kentucky, and Michigan. 5 

 6 

Q. DO YOU HAVE PRIVATE SECTOR CLIENTS? 7 

A. Yes.  ICF provides assistance to electric utilities including Duke Ohio, Dominion Power, 8 

Delmarva Power & Light, FirstEnergy, and Florida Power & Light, financial institutions 9 

including Credit Suisse, power marketers including Mirant, fuel companies including 10 

Peabody Coal Company, and independent power producers including Sithe Global Power, 11 

Kelson Energy and Reliant Energy.  ICF also works with Regional Transmission 12 

Organizations (“RTOs”) including MISO and PJM. 13 

 14 

Q. WHAT TYPE OF WORK DO YOU TYPICALLY DO? 15 

A. I have extensive experience in assessing the effects of market and regulatory trends on the 16 

wholesale power generation sector and associated fuel sectors.  This work regularly 17 

addresses capacity expansion, market prices for power, and fuel and environmental 18 

controls.   19 

 20 
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Q. ARE THERE OTHER RELEVANT ASPECTS OF YOUR EXPERIENCE? 1 

A. Yes.  I have authored numerous articles in industry journals and spoken at scores of 2 

conferences.  For additional details, please see my attached resume which is labeled 3 

Exhibit JLR-1. 4 

 5 

Q. HAVE YOU TESTIFIED PREVIOUSLY IN THE STATE OF OKLAHOMA? 6 

A. Yes.  I have testified on behalf of Redbud Energy, LP (“Redbud”) in Cause No. 7 

200500151.  I testified that it was important that OG&E (“OG&E”) should be required to 8 

properly analyze its options including existing merchant plants, power market purchases, 9 

transmission upgrades, and new power plant alternatives in order to ensure that 10 

ratepayers were protected.  As is discussed below, OG&E’s failure to properly analyze its 11 

options at that time has contributed to a repeat of the same problem, with the 12 

consequence that OG&E is now pursuing an unbalanced capacity expansion program as 13 

more fully described in my testimony below. 14 

 15 

Q. HAVE YOU TESTIFIED BEFORE OTHER REGULATORS AND 16 

LEGISLATORS? 17 

A. Yes.  I have testified before FERC and in New Jersey, Ohio, Indiana, North Carolina, 18 

California, Louisiana, Arkansas, Texas, New York, Pennsylvania, Florida, Kentucky, and 19 

Minnesota. 20 

 21 

Q. ON WHOSE BEHALF ARE YOU TESTIFYING? 22 

A. I am testifying on behalf of Redbud. 23 
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Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 1 

A. My testimony responds to the testimony of OG&E and PSO witnesses on the proposal of 2 

OG&E and PSO to jointly build and own the Red Rock coal power plant.  My testimony 3 

also responds to these witnesses related to the stated bases for this build proposal: 4 

OG&E’s Integrated Resource Plan (“IRP”) and associated planning studies, and Public 5 

Service Company of Oklahoma’s (“PSO’s”) Request for Proposal (“RFP”) for additional 6 

base load capacity and its IRP. 7 

 8 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 9 

A. My testimony is organized into five sections.  The first section introduces my testimony.  10 

The second section summarizes my testimony.  The third section discusses the proposed 11 

capacity expansion plan of OG&E.  The fourth section discusses the PSO RFP, a key 12 

basis relied up by both OG&E and PSO for the proposed Red Rock plant.  The fifth 13 

section discusses the role of the utility IRPs in decision-making.  The sixth section 14 

presents my conclusions. 15 

 16 

SECTION II:  SUMMARY 17 

 18 

Q. PLEASE SUMMARIZE YOUR TESTIMONY. 19 

A. OG&E’s proposed capacity expansion plan excludes natural gas combined cycle power 20 

plants.  This result is not justified by the PSO RFP, the OG&E IRP, or the PSO IRP.  21 

Further, there is no OG&E RFP to support this result.   22 

 23 
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[[The PSO RFP process mistakenly excluded the only combined cycle gas fired bid 1 

<confidential>]]. Even if the RFP process was properly conducted it cannot be a basis for 2 

OG&E’s capacity expansion decision making since OG&E’s and PSO’s circumstances 3 

are not the same.  OG&E’s IRP is based on outdated coal and gas power plant capital cost 4 

data which biases the decision against natural gas combined cycles and in favor of coal.  5 

Since completing the IRP, OG&E has informed the Commission that coal capital costs 6 

are as much as 12 percent higher. [[I believe the costs are actually 18 to 29 percent higher 7 

<confidential>.  Also, the combined cycle capital costs utilized by OG&E in its IRP 8 

appear 34 to 38 percent too high when taking into account the availability of existing, 9 

almost new combined cycle capacity <confidential>.  This means the capital cost 10 

premium of coal over combined cycle capacity is 52 to 71 percent higher than in the 11 

OG&E IRP <confidential>]]. Neither OG&E nor PSO have redone their IRPs or 12 

presented adequately revised analysis consistent with an all-coal proposal.   13 

 14 

Specifically, the OG&E IRP has problems in addition to the inaccurate, out-dated cost 15 

data it relies upon.  OG&E’s IRP effectively ignored the options of wholesale power 16 

market purchases and the purchase of existing plants all together and ignored evidence 17 

supporting a role for existing merchant combined cycle plants as part of OG&E’s new 18 

build mix.  [[OG&E’s failure to properly consider existing combined cycle plants is a 19 

serious flaw in light of the availability of excess capacity in Oklahoma and the Southwest 20 

Power Pool (“SPP”) and the numerous potential advantages of merchant plants, notably 21 

fixed and known purchase costs, lack of construction, permitting, and operational risk, 22 

lack of significant transmission upgrade requirements in certain instances, low emissions, 23 
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and lack of owner’s capital cost add-ons]].  The failure to properly consider existing 1 

combined cycle plants is particularly problematic in light of how competitive natural gas 2 

combined cycle plants appeared in OG&E’s analyses even before the increase in coal 3 

plant capital costs, and the decrease in combined cycle costs.  In short, there is no basis at 4 

this time for an unbalanced capacity expansion proposal totally excluding combined 5 

cycle gas fired plants and it would be imprudent for OG&E and PSO to proceed without 6 

updated analyses. 7 

 8 

SECTION III: OG&E AND PSO’S RED ROCK PROPOSAL 9 

 10 

Q. WHAT NEW POWER PLANT IS OG&E AND PSO PROPOSING TO BUILD? 11 

A. PSO and OG&E are requesting approval for their plans to jointly build a 950 MW coal 12 

fired ultra super critical power plant at the site of the existing OG&E Sooner coal fired 13 

power plant, which they are calling Red Rock.  OG&E would own 42 percent, PSO 14 

would own 50 percent and OMPA would own 8 percent.  The proposed owners are also 15 

suggesting an investment of over $70 million to build additional electricity transmission 16 

from the plant site to its control area. 17 

 18 

Q. WHAT IS OG&E’S BASIS FOR PURSUING RED ROCK? 19 

A. There are several stated bases for OG&E’s proposal to build Red Rock.  However, I must  20 

highlight initially that there is no claim in OG&E’s testimony in this Cause that the Red 21 

Rock plant is the least cost option nor is there any explicit statement as to what is the 22 

updated quantitative basis for the proposed build.  OG&E only offers the testimony of 23 
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Mr. Jesse Langston who provides several reasons why OG&E supports the Red Rock 1 

build, including that it will “help stabilize future fuel costs and related price increases and 2 

help address the impact of gas price volatility on retail rates” and that OG&E estimates a 3 

reduction in fuel costs and that “[m]any other factors ultimately must be evaluated in 4 

order to determine if a specific resource option is viable, including siting, environmental 5 

and transmission considerations.”1 6 

Nowhere does Mr. Langston state that updated analysis using OG&E’s current price 7 

estimates shows a coal-only plan is consistent with the actual costs of coal and natural 8 

gas power plants. When providing quantitative analysis, Mr. Langston mistakenly relies 9 

not on total costs, but only refers to and describes fuel costs. 10 

 11 

Q. WHAT IS PSO BASIS FOR ITS COAL BUILD DECISION? 12 

A. PSO relies first on the RFP result.  The stated need for additional resources and the RFP 13 

arises from PSO’s IRP.  There is no evidence PSO has analyzed its coal build proposal 14 

and the underlying resource planning analyses in light of actual cost data. 15 

 16 

SECTION IV: THE PSO RFP AND THE RED ROCK DECISION 17 

 18 

Q. WHAT DOES MR. LANGSTON OF OG&E SAY ABOUT THE ROLE OF PSO’S 19 

RFP IN OG&E’S DECISION MAKING? 20 

A. Mr. Langston indicates that OG&E’s decision to build the Red Rock plant 21 

depends heavily on the PSO RFP and OG&E believes that the PSO RFP confirms 22 

                                                 
 1 Langston Direct Testimony, pp. 3 and 7. 
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that Red Rock is superior to base load options in the marketplace.  OG&E states 1 

that it “believes that the PSO RFP process provided a reasonable test of market 2 

alternatives in the region at that time.”2   3 

 4 

Q. WHAT DOES PSO WITNESS MARK MARANO STATE ABOUT PSO’S RFP? 5 

A. PSO’ witness also indicates that his company relies on the RFP for the decision to 6 

proceed with Red Rock.  This decision is based on the PSO-developed criteria in the RFP 7 

and its internally developed ranking methodology.3   8 

 9 

Q. WHAT DOES MR. LANGSTON SAY ABOUT WHY OG&E DID NOT ISSUE ITS 10 

OWN RFP? 11 

A. Mr. Langston indicates that OG&E placed such heavy reliance on the PSO RFP that it 12 

could not conduct its own RFP and conduct its own evaluation of the marketplace options 13 

for his company.  Although he states OG&E had planned to issue its own RFP, it 14 

unilaterally decided not to do so and instead participated in the PSO RFP and awaited its 15 

outcome.  OG&E represents that had it not been selected the winner, OG&E retained the 16 

ability to issue an RFP. In fact, OG&E determined that had it issued an RFP, as is 17 

required by Commission rules, it would have adversely affected the chances that OG&E 18 

and the Red Rock plant of winning the PSO’s RFP and that Red Rock might not have 19 

been viable.4 20 

 21 

                                                 
2 Langston Direct Testimony, p. 17. 
3 Marano Direct Testimony, p.17. 
4 Langston Direct Testimony, p. 16-17. 
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Q. WHAT IS THE PROBLEM WITH RELYING ON THE PSO RFP FOR THE 1 

DECISION TO PROCEED WITH RED ROCK? 2 

A. Among others, [[one critical problem is that the PSO RFP unreasonably and unfairly 3 

eliminated the Redbud bid <confidential>]]. 4 

 5 

Q. [[WHAT DID PSO WITNESS STEVEN FATE STATE ABOUT THE PSO RFP 6 

AND THE DISQUALIFICATION OF THE REDBUD BID <confidential>? 7 

A. PSO witness Mr. Fate states that the Redbud bid was rejected because 8 

Redbud did not meet PSO’s threshold net worth requirement and that the risks to 9 

the ratepayers was too large <confidential>]].   10 

 11 

Q. WHAT IS YOUR REACTION TO THE CONCERN THAT SOME OF THE 12 

PROPOSED TRANSACTIONS WOULD NOT CLOSE FOR AS MANY AS FIVE 13 

YEARS AFTER ITS EXECUTION, AND HENCE, THEY SHOULD BE 14 

REJECTED AS NON-CONFORMING? 15 

A. [[The Redbud offer to sell 600 MW <confidential> included an offer to sell by June 16 

2007<confidential>.  Failure to be able to sell would have been clear by now.  This is 17 

hardly five years from execution of the RFP and is a not a valid position for OG&E to 18 

proffer.<confidential>]]. 19 

 20 

Q. WHAT IS YOUR REACTION REGARDING PSO’S POSITION THAT IT 21 

WOULD NOT HAVING LEGAL RECOURSE AND THAT THE DAMAGES 22 
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WOULD BE THE COST TO COVER THE POWER AND ENERGY PSO AND 1 

ITS CUSTOMERS WOULD HAVE BEEN EXPECTING TO RECEIVE? 2 

A. [[Customers could have been protected by pursuing both the Redbud bid and another bid 3 

<confidential>.  This would provide protection to the extent the alternative bids are 4 

attractive.  PSO and OG&E have purchased power, and even facilities, from entities with 5 

much lower credit status than Redbud and another bidder to the RFP before 6 

<confidential>.  I specifically reference the McClain facility here. All that is required is 7 

to pursue in parallel a mix of coal and gas power plant bids <confidential>.  Additional 8 

protection could be obtained via negotiations – e.g., decrease the risk by reducing the 9 

amount of MWs being purchased, require collateral in the event of default even prior to 10 

closing, or other contractual arrangements <confidential>]].   11 

 12 

[[This prompt, up-front disqualification of the Redbud bid contrasts sharply with the 13 

treatment of the OG&E coal plant bid <confidential>.  Even though the proposal was for 14 

an OG&E sub-critical plant, the process was flexible enough to allow for the choice of a 15 

different type of coal plant using more capital intensive ultra-super critical technology 16 

<confidential>.  In contrast, an unnecessary and unreasonable restriction was 17 

implemented to disqualify the Redbud bid before its pricing and terms were even 18 

evaluated <confidential>]]. 19 

 20 

Q. WHAT DID THE INDEPENDENT MONITOR STATE IN HIS TESTIMONY 21 

REGARDING THIS DISQUALIFICATION? 22 
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A. Mr. Oliver says PSO used its discretion and he did not contest the outcome primarily 1 

based on process concerns because of his analysis that PSO clearly identified its credit 2 

requirements within the RFP and it provided potential bidders the opportunity to 3 

“comment” on the draft RFP.5   4 

 5 

Q. [[WHAT IS YOUR REACTION TO MR. OLIVER’S TESTIMONY REGARDING 6 

REDBUD’S DISQUALIFICATION <Confidential>]]? 7 

A. [[I find his arguments unpersuasive.  It is not the bidder’s obligation in the early stage of 8 

the bid drafting process to argue for reasonable discretion on the part of the IM or PSO.  9 

Also, the discretion seems to have become appropriate when same favored a PSO build 10 

option but not when it would have indicated an IPP outcome <confidential>]]. 11 

 12 

Q. [[WHAT IS THE PROBLEM WITH RELYING ON A PSO RFP PROCESS THAT 13 

EXCLUDED THE REDBUD BID <confidential>]]? 14 

A. [[The PSO RFP resulted in several bids, including several coal power plant options, but 15 

only one natural gas combined cycle option <confidential>.  Thus, there is only one piece 16 

of actual bid information from Oklahoma’s merchant combined cycle fleet contained in 17 

the PSO and OG&E activities in this docket. <confidential> PSO excluded that single 18 

piece of combined cycle cost data which was so relevant to the capacity investment 19 

decisions of these utilities <confidential>.  PSO promptly eliminated the only natural gas 20 

plant from the full economic bid for spurious reasons <confidential>.  The net worth 21 

requirements were not relaxed even though they were more related in ensuring 22 

                                                 
5 Oliver Direct Testimony, pp. 13-14.  
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performance under a long term Power Purchase Agreement (“PPA”).  Redbud was not 1 

offering a PPA, but instead, an Asset Purchase Agreement (APA), and, as above, risk, if 2 

any, would have been revealed very quickly, not years, later. <<confidential>>]] 3 

 4 

Q. [[EVEN IF PSO HAD INCLUDED REDBUD’S BID, COULD OG&E RELY ON 5 

THE PSO RFP AND NOT ITS OWN <confidential>]]? 6 

A. [[No.  Even if the Redbud bid data had been fully included in the PSO economic analysis 7 

and had been the basis for negotiations, the analysis would still be PSO’s, not OG&E’s 8 

<confidential>.  To the extent PSO’s situation is not the same as OG&E’s due to: 9 

transmission problems partially isolating the two systems, different economic 10 

assumptions (e.g., gas prices, CO2 allowance prices, etc.) or other factors, PSO’s analysis 11 

does not and cannot substitute for OG&E’s need to analyze bids from existing units as a 12 

part of prudent resource planning <confidential>]]. 13 

 14 

Q. [[EVEN IF PSO HAD INCLUDED THE REDBUD BID, COULD THE PSO RFP 15 

HAVE BEEN RELIED ON TO CORRECTLY ASSESS THE GAS PLANT 16 

OPTION <confidential>]]? 17 

A. [[No.  Redbud’s offer was the only bid with a known and specific price <confidential>.  18 

In fact, PSO’s RFP selected a project which did not have a cost cap, which had a large 19 

capital cost risk since it was a capital intensive coal plant, and in the end saw large price 20 

increases after being selected and awarded the RFP.  Redbud was already complete, on-21 

line and could and did make an offer at a specific price <confidential>. There is no 22 

evidence that PSO had a process to provide appropriate credit to the Redbud offer for its 23 



 
 

Rose Responsive Testimony    Page 13 of 31 
On behalf of Redbud Energy, LP 
Cause Nos. PUD 2005-516, 2006-30 and 2007-12 

lack of exposure to capital cost uncertainty <confidential>.  Thus, even if the analysis 1 

would have been conducted, it would have been problematic.]] 2 

 3 

Q. CAN THE COMMISSION RELY ON THE IM IN THIS REGARD? 4 

A. The IM report states on page 46 that: “The eligible bids were subject to a price and non-5 

price evaluation during the April-May timeframe…The IM reviewed and evaluated all 6 

the eligible bids and scored the bids from a non-price perspective using the same 7 

evaluation criteria developed by PSO’s non-price evaluation team.  The IM’s review of 8 

the bids and independent evaluation was generally consistent with the results generated 9 

by the PSO non-price team, with the ranking of bids identical….The IM reviewed the 10 

results of the price evaluation in detail and discussed the results with members of the bid 11 

evaluation team.” 12 

 13 

However, the IM report itself provides very little information or insight on the details of 14 

the evaluation process, both with respect to the price and non-price factors. [[An example 15 

of one of the issues not addressed includes the treatment of AES partial price guarantees 16 

versus OG&E and PSO self build option based on cost of service estimates that are later 17 

subject to the actual cost to construct<confidential>.  Did PSO lower self-build cost 18 

estimates relative to AES contracted supply bids <confidential>?  Should they have 19 

raised them relative to a partially or fully guaranteed bid like Redbuds <confidential>]]? 20 

These critical issues are never addressed by the IM. 21 

 22 
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Q. [[WOULD TRANSMISSION ALSO BE A PROBLEM IN PSO’S EVALUATION 1 

OF REDBUD, HAD IT OCCURRED <confidential>?]] 2 

A. [[The IM notes that the treatment of transmission is a problem.  On page 81, the IM 3 

states: “Transmission issues remain one of the most controversial issues given the role of 4 

the utility and the RTO in conducting interconnection and system impact assessments.  5 

The utility is not in a position to complete a detailed assessment of region wide 6 

transmission costs yet these costs are significant and can have a major influence on the 7 

bid evaluation and selection process.  The RTO should be coerced to consider 8 

undertaking the interconnection and system impact studies when projects are proposed in 9 

a bidding process rather than after the project is selected.”   10 

 11 

Nonetheless, in contrast to the IM’s statement that transmission studies should be 12 

undertaken pre-RFP bid selection, PSO choose a facility which is being built outside 13 

PSO’s service territory, involves substantial investments in upgrading transmission which 14 

includes the construction of some 60-plus miles of high voltage transmission from Red 15 

Rock to PSO’s service territory.  There is no explicit discussion in the IM report as to 16 

whether there was any consideration of upgrading the transmission from the Redbud 17 

plant, or how transmission decisions were possible in light of the pressing problems 18 

associated with build of the Red Rock plant <confidential>.  The indications are that no 19 

analysis was conducted of transmission upgrades for sale of power from Redbud to PSO 20 

since it deemed by PSO not “eligible”<confidential>.]]   21 

 22 
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Q. [[WOULD TRANSMISSION ALSO BE A PROBLEM IF OG&E HAD 1 

EVALUATED REDBUD<confidential>]]? 2 

A. [[No, not to the same extent as transmission problems associated with the Red Rock 3 

facility.  Redbud can currently deliver to OG&E and would have had a transmission cost 4 

advantage compared to other options<confidential>.  This underscores the 5 

inappropriateness of OG&E’s reliance on PSO’s RFP outcome since PSO did not even 6 

analyze the Redbud bid because it claimed the bid was disqualified <confidential>.]] 7 

 8 

Q. WHAT SHOULD OG&E AND PSO HAVE DONE IN LIGHT OF THE 9 

DEFICIENCIES OF THE PSO RFP? 10 

A. They should have each conducted a separate RFP capable of including combined cycle 11 

plants, included actual bids for sales of or power purchases from existing units in an up-12 

to-date IRP analysis or its equivalent.  The results of this analysis cannot be known until 13 

it is conducted, but without it, no exclusion of these plants should be permitted. 14 

 15 

Q. WHY IS THE LACK OF AN OG&E RFP PARTICULARLY PROBLEMATIC IN 16 

THIS CASE? 17 

A. The lack of a RFP is particularly problematic in light of the fact that in both the OG&E 18 

control area and the SPP there are uncommitted existing merchant natural gas combined 19 

cycle power plants.  New construction makes more sense in regions where the system as 20 

a whole is capacity deficient, all else equal.  This unusual situation of excess capacity in 21 

this region is not typical and should not be ignored as such plants have the potential to 22 
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provide cost savings and other potential benefits.  These merchant plants offer the 1 

following potential additional advantages: 2 

 3 

• No or Very Low Transmission Costs – The existing combined cycle power 4 

plants are either already able to reliably deliver power without upgrades to OG&E 5 

(e.g., Redbud is within OG&E’s control area and has upgraded its lines to OG&E 6 

and offered less than full output) and/or PSO or likely to be able to soon deliver as 7 

a result of transmission upgrades under the SPP Transmission Expansion Plan 8 

(STEP) process. 9 

 10 

• No Owners Costs - The existing combined cycles also do not have owner’s costs 11 

which are associated with start up, and a variety of other costs including 12 

management of the project which are not relevant to existing plants.  [[Note, 13 

OG&E capital costs include construction, owner’s costs, AFUDC, and 14 

transmission <confidential>.]] 15 

 16 

• No AFUDC - There is no need to allow for funds used during construction for 17 

existing units since there is no construction required. 18 

 19 

• No Upward Capital Cost Risk – The existing merchant plants are not subject to 20 

the same capital cost pressures affecting other units since they are already 21 

complete.  These pressures include rising steel, concrete, equipment, construction 22 

labor and engineering costs. 23 
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 1 

• No Permitting, Construction and Start-Up Risk – The existing plants are 2 

already operating, and hence, not subject to permitting, construction, and start-up 3 

risk.  4 

 5 

• No Lead Time Risk – The existing plants can be purchased or provide power 6 

immediately. 7 

 8 

• No Technological Obsolescence/Performance Risk – The existing plants are 9 

almost brand new and use the latest technology: advanced combustion turbine 10 

based combined cycle plant technology.  Thus, there is no technology risk. 11 

 12 

• Less Environmental Risk – The existing plants will have lower emissions, 13 

especially CO2 emissions which decreases environmental risk. 14 

 15 

• Sizing Problems – Many of the power plants are physically subdivided into 16 

separate units, facilitating purchases of less than all of the plant’s capacity or 17 

output. 18 

 19 

SECTION V: IRP BASIS FOR RED ROCK DECISION 20 

 21 

Q. WHAT DOES JESSE LANGSTON OF OG&E STATE ABOUT THE IRP? 22 
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A. Mr. Langston emphasizes the important role of the IRP and resource planning in its 1 

capacity expansion decision making and the decision to proceed with Red Rock.  Mr. 2 

Langston testifies that “OG&E confirmed that its commitment to Red Rock was part of 3 

the optimal resource strategy in its IRP submittal.  Red Rock was selected in the "base 4 

case" with the lowest NPVRR. In addition to the base case we also ran 11 alternative 5 

scenario and sensitivity cases.  When we excluded the scenario and sensitivity cases 6 

explicitly designed to favor natural gas and/or wind options, Red Rock was included in 7 

the optimal portfolio 78% of the time.”  (Emphasis added.)6 8 

 9 

Q. DOES PSO ALSO HIGHLIGHT THE PIVOTAL ROLE OF IRP AND 10 

RESOURCE PLANNING IN THEIR DECISION? 11 

A. Yes.  The decision to proceed with a RFP for base load supply was predicated on the 12 

results of its IRP. 13 

 14 

Q. WHAT DOES MR. LANGSTON STATE ABOUT WHAT HAPPENED TO THE 15 

CAPITAL COSTS OF THE RED ROCK PLANT SUBSEQUENT TO 16 

SUBMITTING THE OG&E BID? 17 

A. He indicates that the estimates of the capital costs are now higher by 12 percent, 18 

increasing from $1.614 billion to $1.807 billion.7   19 

 20 

Q. DO YOU AGREE WITH MR. LANGSTON THAT THE COSTS OF RED ROCK 21 

HAVE ONLY INCREASED 12 PERCENT SO FAR? 22 
                                                 
6 Langston Direct Testimony, pp. 15-16. 
7 Langston Direct Testimony, p. 27. 
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A. No, I do not.  In attached Exhibit JLR-2, I show the estimate of the capital costs of a 900 1 

MW supercritical brownfield coal power plant used in OG&E’s January 2, 2007 IRP 2 

analysis. [[This estimate is $1,685/kW and includes construction costs, AFUDC, 3 

transmission and owner’s cost in 2006 dollars <confidential>.  The current Red Rock cost 4 

is $1,985/kW to $2,168/kW in 2006 dollars <confidential>.  This reflects an 18 to 29 5 

percent increase over the comparable costs in OG&E resource planning studies 6 

<confidential>]]. 7 

 8 

Q. WHY DO YOU SHOW A RANGE? 9 

A. As is discussed in the footnotes to the Exhibit JLR-2, OG&E has not provided adequate 10 

responses to our data requests to determine this number more precisely. 11 

 12 

Q. IS THIS INCREASE SIGNIFICANT? 13 

A. Yes. [[This is an increase of $300/kW to $483/kW <confidential>]].  The capital costs of 14 

a coal power plant are large and account for approximately 60 percent of the costs of a 15 

new coal plant on a levelized basis.  Put another way, coal is the most capital intensive of 16 

the fossil fuel options available to OG&E.  Thus, changes in this important parameter 17 

could have large effects on OG&E’s and PSO’s plan, all else remaining equal.  In some 18 

cases, recent coal power plant capital costs increases have caused utilities to cancel their 19 

coal power plant projects, e.g., Westar in northern SPP.  [[Another perspective on why 20 

this is a material change is that the new higher cost estimate for Red Rock results in a 21 

capital cost that is higher than the Redbud bid, and the increase alone is almost equal to 22 

the total cost of buying Redbud capacity under its bid <confidential>]].  Also, such a 23 
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large change in new power plant costs is significant because the economic gap between 1 

gas and coal plants even in OG&E’s own analysis is so small such that this cost increase 2 

is critical. 3 

 4 

Q. WHAT EVIDENCE DO YOU HAVE THAT THE COMPETITION BETWEEN 5 

NEW COAL AND GAS PLANTS IS CLOSE IN OG&E’S OWN ANALYSIS EVEN 6 

BEFORE CONSIDERING THE IMPACTS OF HIGHER CAPITAL COSTS FOR 7 

NEW COAL FIRED POWER PLANTS INCLUDING RED ROCK? 8 

A. The evidence that the competition between coal and gas in OG&E’s own analysis before 9 

factoring in higher capital costs is close includes: 10 

 11 

• Scenario Results Show Combined Cycles – The OG&E IRP modeling shows 12 

the decision between gas and coal is relatively close in terms of costs, i.e., net 13 

present value of revenue requirements.  The IRP results show that in seven of the 14 

twelve scenarios analyzed by OG&E, natural gas combined cycle is included (see 15 

Table IV-22).  In all cases, there are high efficiency peaking gas plant builds in 16 

the 2011 to 2016 period except the base case and the no energy market cases.  In 17 

all cases, when the pre-2011 period is included, high efficiency gas units are built.  18 

These results argue for a mix of supply additions, not a no-combined cycle 19 

expansion plan. 20 

 21 
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• All Gas and All Coal Perform Poorly - A mixed strategy involving combined 1 

cycles is also a risk mitigation strategy.  This is seen by noting that all coal or all 2 

gas portfolios are the worst outcomes on Table IV-22. 3 

 4 

• OG&E Builds Natural Gas Plants in Base Case - OG&E proposes to bridge 5 

itself until the coal plants come on line with a large new gas plant construction 6 

program.  Under the IRP, between 2007 and 2010, OG&E adds 340 MW of new 7 

gas plants.  This amount is larger than one Redbud unit.  Furthermore, the plants 8 

chosen are not traditional peakers but rather have with thermal efficiency 9 

performance closer to a new combined cycle than a peaking combustion turbine.  10 

[[The heat rate or thermal efficiency of OG&E’s bridge units is 8,800 Btu/KWh 11 

on average versus 11,860 for a peaker, or approximately 6,800 Btu/KWh for a 12 

new and clean8 combined cycle <confidential>]].  Though it is hard to believe, in 13 

the midst of excess natural gas power plant capacity being available to the utility 14 

within its service territory, OG&E’s base case proposes to build more gas plants 15 

rather than even considering purchases from, or of, existing units.  This is a sign 16 

that OG&E believes natural gas plants are attractive, but, believes obtaining bid 17 

information from nearby Independent Power Producer (IPP) gas plants in its 18 

control area is not needed for major resource commitments.9  19 

• In response to Attorney General data request 20-1 – [[OG&E introduced 20 

modeling changes to both the CEM and PAR models in response to discussions 21 

                                                 
8 The modeling is incorrect in using new and clean heat rates.  Actual average degraded heat rates are higher.  This 
becomes important when comparing new units to market. 
9 OG&E issued an RFP in spring of 2007.  The outcome of such RFP has not yet been announced.  



 
 

Rose Responsive Testimony    Page 22 of 31 
On behalf of Redbud Energy, LP 
Cause Nos. PUD 2005-516, 2006-30 and 2007-12 

between parties at the March 13, 14 and 15 “Technical Conference”.  The 1 

following is a list of changes made to the model: 2 

1. The Load Forecast was updated by using the 2006 Load Forecast, 3 

replacing the 2005 Load Forecast. 4 

2. OG&E existing unit capability was updated to reflect the 12/31/06 5 

capability report, replacing the 12/31/0[5] capability report numbers.  6 

3. Capital costs were increase by 24% for coal units (excluding Red Rock) 7 

and 17% for gas units; Red Rock costs were increased to reflect the “cap” 8 

requested by OG&E ($758M); these steps are intended to reflect more 9 

recent construction costs and to reflect a confidence level of 94% for all 10 

three categories (non-Red Rock coal units, gas units and the Red Rock 11 

unit). 12 

4. Capital costs for wind generation were increased from the estimate of 13 

$1,130/kW to $1,700/kW in order to reflect the more recent costs. 14 

5. Unit availability was changed to allow coal units (excluding Red Rock) to 15 

be selected as early as 2011 (previously, these coal units could be picked 16 

no earlier than 2012); and the Red Rock unit was made available in 2011, 17 

2012, or 2013 (previously Red Rock was only available to be selected in 18 

2011 and 2012). These changes were made to reduce the impact of timing 19 

on the model selection. 20 
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6. Planning Capacity Margin was limited to a maximum of 18% (previously 1 

there was no modeling limitation). This change is designed to reflect the 2 

newly instituted SPP Market. 3 

7. The model was adjusted to reflect the impact on existing OG&E units of 4 

the installation of environmental equipment as proposed by OG&E in its 5 

March 30, 2007 filing with ODEQ to satisfy Regional Haze requirements. 6 

8. SO2, NOx, Hg and CO2 costs were added to the base case; the costs 7 

utilized were the average of each category’s respective cost in all 4 CERA 8 

scenarios. 9 

9. The modeling was adjusted so as to require the McClain unit to be run as 10 

one unit (previously the McClain was viewed as two separate units).  This 11 

change mirrors the historic and expected output of McClain.]] 12 

 13 

[[As a result of these changes, natural gas combined cycles were added in all the 14 

scenarios in the 2011 to 2016 period, while in some scenarios there were no coal 15 

additions]].  The scenarios from those set forth in Table IV-8 on page IV-16 of the 16 

January 2, 2007 OG&E IRP include Base, CERA, “Rearview Mirror”, CERA “Shades of 17 

Green”, CERA “Technology Enhanced”, and CERA “World in Turmoil”.   18 

 19 

[[While the specific changes are different than indicated by the actual up-to-date capital 20 

cost information for coal and combined cycles (i.e., the bid price from Redbud), they do 21 

close the capital cost gap between the IRP and the actual data.  [[It appears that the 22 
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increase in the difference in capital costs in the Attorney General data request between 1 

coal and natural gas combined cycles was approximately 30 percent whereas the actual 2 

data supports as increase in the gap of approximately 52 to 71 percent <confidential>.10 3 

Thus, even though this request understates the need for correction of capital costs based 4 

on accurate data, they overall support the view that a balanced combined cycle, coal 5 

expansion plan is appropriate, and a coal-only plan is not prudent or reasonable 6 

<confidential>.]] 7 

 8 

Q. IS THERE ENOUGH EVIDENCE TO FIRMLY CONCLUDE THAT AN 9 

EXISTING COMBINED CYCLE PLANT SUCH AS REDBUD SHOULD BE IN 10 

THE CAPACITY EXPANSION MIX? 11 

A. [[The evidence indicates that failure to include existing combined cycle plants was a 12 

mistake, and that exclusion of combined cycle plants in the analysis, even new ones, may 13 

have been a mistake <confidential>]].  It is clear that the evidence does not support 14 

OG&E’s current plan and the biases introduced by out-of-date data point to the all-coal 15 

proposal being an error. 16 

 17 

Q. IS THE FACT THAT CAPITAL COST FOR COAL PLANTS ARE HIGHER 18 

THAN ANTICIPATED THE ONLY COST PROBLEM WITH THE IRP 19 

ANALYSIS? 20 

                                                 
10[[These calculations assume that the capital cost of a 900 MW supercritical green field coal plant was 
approximately $1685/kw in 2006 dollars and was increased in the Attorney General’s scenario 24 percent and the 
cost of a 500 MW combined cycle was approximately $740/kw and increased 17 percent <confidential>.  As is 
discussed in this testimony, the coal capital cost of coal should be increased 18 to 29 percent and the capital cost of 
combined cycles should be decreased from $740 to approximately $550/kw  (see below) <confidential>.]]  
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A. No.  [[The IRP analysis assumed a new greenfield 500 MW combined cycle plant would 1 

cost $741/kW <confidential> in 2006 dollars including $46/kW transmission, $48/kW 2 

AFUDC, $75/kW owner’s cost, and $572/kW construction costs <confidential>.  In 3 

comparison, the Redbud bid for June 2007 was $536/kW assuming 600 MW and 4 

$555/kW assuming 580 MW for summer <confidential>.  Thus, the IRP combined cycle 5 

plant cost assumption is 34 to 38 percent above the actual bid price <confidential>.  The 6 

heat rate OG&E uses for combined cycle plants in the IRP is lower 6,770 Btu/kWh 7 

<confidential> compared to 7,240 Btu/kWh for the bid <confidential>, but the 6,770 8 

Btu/kWh may be new and clean<confidential>, and hence, not comparable; a comparable 9 

heat rate may be as much as 4 to 5 percent higher, or as high as 7,108 Btu/kWh 10 

<confidential>.  Further, the Redbud plant would be available immediately and lacks 11 

construction, operation, and permitting risk.]] 12 

 13 

Q. WHAT IS THE IMPLICATION OF UTILITIES RELYING ON ANALYSES 14 

THAT HAVE INCORRECT CAPITAL COST ASSUMPTIONS? 15 

A. This should, at a minimum, lead to a new analysis using at least the most recent cost 16 

estimates for the Red Rock coal power plant and incremental combined cycle supply and 17 

a proper process giving combined cycle plants a fair chance through an RFP whose 18 

results are properly input into the IRP.  This would not be the case if the errors had been 19 

offsetting – if coal capital costs and combined cycle costs had been overstated at the same 20 
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$/kW.  [[However, here the errors reinforce since coal capital costs are too low in the 1 

latest resource planning analysis and combined cycle costs are too high]].11  2 

 3 

Q. HOW ELSE WERE OG&E AND PSO ABLE TO DEVELOP AN UNBALANCED 4 

ALL COAL CAPACITY EXPANSION PLAN?  5 

A. [[After they knew that new coal power plant capital costs were much higher, 6 

approximately 12 - 29 percent higher]] than it assumed in its IRP analysis, neither OG&E 7 

or PSO revised its IRP analysis.  As such, the predicate for OG&E’s and for PSO’s 8 

decisions are invalid as information favoring more balanced plans was ignored. 9 

 10 

Q. DID OG&E INCLUDE A CHARACTERIZATION OF THE WHOLESALE 11 

POWER MARKET SALES AS A PROXY FOR EXISTING MERCHANT 12 

CAPACITY? 13 

A. Yes, but it was a faulty characterization at odds with forecasts provided to it by its own 14 

consultant, CERA.  [[The analysis assumes that the market can supply energy at 8,000 15 

Btu/KWh effective heat rate (i.e., OG&E can buy power at 8,000 Btu/kWh times the 16 

$/MMBtu gas price), but this is energy only and does not count toward capacity reserve 17 

margins and hence is not comparable to the other alternatives studied]].  The CERA 18 

forecast includes forecast market prices for capacity, which is the main missing 19 

component needed for a complete and comparable market forecast <confidential>, along 20 

with associated energy pricing]].  Capacity prices when added to energy prices firm up 21 

market supply of power and make purchases comparable to building new units. 22 
                                                 
11[[In this testimony, references to the capital costs for combined cycles being too high are based on the Redbud bid.  
New OG&E combined cycle build costs are reasonable <confidential>.]] 
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 1 

Q. HAVE YOU PREVIOUSLY TESTIFIED IN AN EARLIER PROCEEDING THAT 2 

OG&E DID NOT PROPERLY CONSIDER MARKET OPTIONS AND 3 

TRANSMISSION CAPACITY EXPANSION? 4 

A. Yes.  I testified that the failure of OG&E to properly consider purchases from market and 5 

transmission upgrades should be corrected in order to protect ratepayers.  This continuing 6 

failure plagues OG&E’s process and at a minimum should have been corrected by now, 7 

especially given the increased magnitude of the investment costs involved in this case. 8 

 9 

Q. ARE THERE OTHER PROBLEMS IN THE OG&E IRP? 10 

A. Yes.  One important issue is the extent to which OG&E demand growth may be 11 

understated.  There is no scenario examined in which peak demand growth exceeds 2.0 12 

percent.12  However, the model used to forecast OG&E control area demand, even in its 13 

most extreme weather case, understated demand growth in 2006 by nearly 6 percent.13  14 

[[PSO has recently increased its demand growth by 200 MW in 2010, almost the size of a 15 

common combined cycle plant <confidential>]].  This creates even greater need for a 16 

more balanced approach.  Indeed, utility demand forecasts seem to have a fundamental 17 

contradiction built into them.  On the one hand the utilities assume high gas prices, and 18 

on the other hand assume slow demand growth.  The only major period of slow demand 19 

growth was in the 1985 – 1992 period when gas and oil price declines hurt Oklahoma and 20 

decreased electricity demand growth. 21 

                                                 
 
12 See OG&E IRP, January 2007, page II-11 where the high growth case is 2.01 percent per year. 
13 OG&E IRP, January 2007, page II-8.  August 10, 2006 OG&E recorded actual demand of 6,473 MW.  The 1 in 
30 year case was 6,122 MW or 5.7 percent higher. 
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 1 

Q. WHY IS THIS SIGNIFICANT? 2 

A.  The larger the need the easier it is to accommodate a diversified capacity expansion plan 3 

and negotiate with owners of existing plants. 4 

 5 

Q. ARE THERE OTHER BENEFITS ASSOCIATED WITH PURCHASES OF 6 

POWER FROM EXISTING COMBINED CYCLE POWER PLANTS WHICH 7 

YOU HAVE NOT ALREADY COVERED IN YOUR TESTIMONY? 8 

A. Yes, not only that the costs of these existing options may be less, and the costs of 9 

conducting an RFP to determine same low, the rate impacts might be lower as well.  10 

Existing combined cycles may also be able to provide PPA or APA options, and the PPA 11 

options would create less rate shock if the costs are levelized or otherwise shaped.  In 12 

contrast, OG&E is proposing to recover capital costs in a non-levelized manner which 13 

maximizes near term rate increases. This is sometimes referred to as “front-end loaded 14 

rates”.  This capital induced rate increase is magnified by the need to generally upgrade 15 

transmission in Oklahoma and the need to retrofit existing coal plants with pollution 16 

control equipment.  In sum, the lack of consideration of existing combined cycle plants is 17 

a fatal flaw, and appears to have contributed to a capacity expansion program which is 18 

unbalanced. 19 

 20 
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Q. WHY IS DIVERSIFICATION ESPECIALLY IMPORTANT FOR OG&E? 1 

A. There are three reasons that together make diversification in capacity expansion 2 

especially important and pressing for OG&E and its ratepayers: 3 

 4 

• Planning Uncertainties - First, a balanced, diversified set of power plants 5 

protects OG&E customers from the extremes of potential future events now 6 

facing the utility industry.  Specifically, OG&E is best served by being prepared 7 

for two types of futures since it cannot be known which will actually occur.  8 

OG&E may face a future favoring natural gas generation from combined cycles 9 

over coal power plants.  Such a future would have relatively low natural gas 10 

prices and high CO2 allowance prices associated with potential future controls on 11 

greenhouse gas emissions.  Alternatively, OG&E may face a future favoring coal 12 

power plants over natural gas combined cycle plants.  This future would envision 13 

relatively high natural gas prices and low CO2 allowance prices. 14 

 15 

• Recent Developments Since the OG&E IRP - Second, a balanced expansion 16 

mix including at least some combined cycle capacity has become even more 17 

appropriate in the period since OG&E conducted its IRP.  The IRP was filed 18 

January 2, 2007 with analysis undoubtedly conducted in the preceding months.  19 

This is due to two developments.  First, there has been a recent run up in coal 20 

power plant capital costs.  Capital cost increases disproportionately favor gas 21 

power plants since gas power plants are much less capital intensive to construct.  22 

Second, the concern about CO2 emission regulations has grown due to political 23 
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and other recent developments favoring CO2 controls.  These include a change in 1 

the U.S. Congress and a recent Supreme Court decision that the U.S. EPA can 2 

regulate CO2 in some circumstances.  These developments make a coal-only 3 

expansion strategy harder to justify than a strategy with both types of fuel fully 4 

considered– i.e., coal, and gas. 5 

 6 

• Existing, Local Combined Cycle Capacity with Transmission Access - Third, 7 

the existence of excess capacity in SPP and large amounts of uncommitted 8 

merchant combined cycle power plant capacity creates a presumption that 9 

complete exclusion of this capacity should have a firm rationale basis.  This is 10 

especially true in light of the fact that Oklahoma natural gas-fired combined 11 

cycles operate with high reliability, and require no incremental construction 12 

related costs.  Furthermore, OG&E already has transmission access to a portion of 13 

this capacity.   14 

 15 

SECTION VI:  CONCLUSIONS 16 

 17 

Q. WHAT ARE YOUR CONCLUSIONS? 18 

A. In conclusion, the RFP process was unreasonable, the analysis was wrong and the result 19 

appears likely to be wrong which could lead to imprudent actions by the utilities at 20 

ratepayers expense. [[The Commission should require the utilities to redo their IRPs to 21 

include the new higher capital costs for coal, the actual lower costs for combined cycle 22 

plants, the current environmental issues and associated possible future costs associated 23 
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with new coal additions, and the other deficiencies identified including inappropriate 1 

consideration of wholesale power market options and demand growth <confidential>]].  2 

In the alternative, the Commission should combine the requirement to redo their IRPs 3 

with the requirement to issue appropriate RFPs for any capacity not approved by the 4 

Commission.  In another alternative, the Commission should require a more balanced 5 

strategy involving a fuller range of plants.  This can be accommodated by a smaller coal 6 

expansion plan supplemented by purchases of existing combined cycle supply, a larger 7 

total capacity expansion plan which includes existing combined cycle plants, or a plan 8 

with less peaking capacity and more existing combined cycle capacity. 9 

 10 

Q. DOES THAT CONCLUDE YOUR RESPONSIVE TESTIMONY? 11 

A. Yes. 12 
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Rose, J.L., “Assessing U.S. Regional And The Potential for Additional Coal-Fired Generation in 

Each Region,” Infocast’s Building New Coal-Fired Generation Conference, October 8, 
2002. 
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Rose, J.L., “Understanding Capacity Value and Pricing Firmness” presentation, Conference 

Chair, Merchant Plant Development and Finance Conference, Houston, Texas, March 30, 
2000. 

 
Rose, J.L., “Implementing NYPP’s Congestion Pricing and Transmission Congestion Contract 

(TCC)”, Infocast Congestion Pricing and Forecasting Conference, Washington D.C., 
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