January 7, 2009


OG&E Comments to the
Comments of the Independent Evaluator

Regarding Oklahoma Gas and Electric Company’s Draft Request 

for Proposals – Wind Energy, dated December 31. 2008
OG&E respectfully disagrees with a number of the comments made by the IE and would particularly comment regarding:

1. Section I.B.
 

a. The first sentence of the first paragraph is not accurate.  Those Oklahoma electric utilities whose rates are regulated by the Oklahoma Corporation Commission are strongly encouraged to engage in competitive bidding, but a failure to do so does not disqualify a transaction. We would recommend deleting the word “required” and substituting the words “strongly encouraged”. See OAC 165:35-38-5.

b. The first sentence of the fifth paragraph is inaccurate in that: (1) OG&E has had significant experience with competitive procurement; (2) the PUD staff has monitored and/or audited any number of competitive procurement processes; and (3) there is no ambiguity as to whether the applicable rule requires the posting of the IE’s comments before the technical conference is held. OAC 165:35-34-3(a)(4) provides in pertinent part: “After receiving input from all interested parties...and holding a technical conference...the soliciting utility shall post the draft RFP document and comments of the Commission, Attorney General, and Independent Evaluator on the soliciting utility’s website...”
2. Section I.C.

a. As a general statement we understand there are risks (and potential benefits) unique to a utility bid, but after many discussions with the IE, we do not necessarily agree with the IE’s characterization of the scope or magnitude of those risks as described herein.

b. As regards the sixth paragraph, we are still analyzing the appropriate contract term for evaluating utility projects. We do not necessarily agree that the term of the analysis should be the same for all projects and question whether it is necessary for a bidder to commit to a specific depreciation term.

c. As regards the 7th paragraph, we intend to solicit bidder comments regarding any timing concerns associated with the SPP interconnection process. As to transmission service requests,  it should be noted that non-firm service may be acquired from the SPP during the pendency of a transmission service request; and this issue will be discussed as well.

3. Section II

a. We would note that the risk discussion by the IE in Section II. B, C and D only takes into consideration the negative half of the risk spectrum, i.e., fails to discuss potential benefits associated with a wind facility in utility base rates. For example, the discussion in  section II.B is concerned soley with the risk of underproduction while there appears to be no consideration of production which exceeds estimates and consequently benefits customers. Likewise, section II.C mentions the risk of higher capital costs but apparently fails to recognize the possibility of lower than expected capital costs. Section II. D similarly seems to ignore the potential for future decreases in authorized returns.
b. Regarding section II.B., fourth paragraph, we would make it clear that the quality of the energy projections of all bidders, UOG or otherwise, will be taken into consideration as a non-price factor.

c. As regards section II.F., if the IE’s comments are intended to suggest that the potential impact of future, unknown and unforeseen operating costs on a utility project can be effectively addressed in  the RFP process, we disagree. Instead, such costs should be subject to future regulatory proceedings in which their reasonableness will be at issue. Arbitrarily penalizing a self build option because of the potential for  costs with an unknown probability of occurrence and of an unknown  magnitude, is, in our opinion, purely subjective and overly punitive.
d. In reality, a primary risk associated with failure to perform because of unanticipated maintenance is the cost of replacement power. However, the IE’s comments in section II.F., fourth paragraph do not seem to acknowledge that replacement power costs will be the same for unanticipated failures of either a WEPA or utility project. We also disagree with the assumption that the incentive to properly maintain and manage a utility project is less than that of a third party. Because of regulatory oversight, recovery lag and professional pride,  keeping costs down and increasing the life of utility assets is fundamental to how OG&E operates its facilities.

4. Section III
See Comment 2.b, above.

5. Section IV

Regarding section IV.B., we do not agree that the financial threshold needs to be revised at this point until hearing comments from potential bidders.

6.  Section V
Regarding section V.B, first paragraph, we believe that the phrase, “...,including the quality and quantity (emphasis added) of on-site wind data, mechanical availability data, capacity factor guarantees and liquidated damages provisions...” adequately addresses intended review of the underlying merits of the data assumptions and analysis supplied by the bidders.

7. Section  VII

Regarding the second and third paragraphs, we disagree with the characterization of the liquidated damages and performance levels contained in the Model WEPA. We believe, based upon our due diligence in this regard that the levels contained in the model WEPA are within the current range of reasonableness for similar agreements. 

