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ORDER 

From February 9, 2021, through February 20, 2021, Arkansas experienced extreme 

weather events resulting in sub-zero temperatures and the accumulation of ice and record 

snowfalls across the state (Winter Storm).  The Commission notes that many of the state’s 

regulated utilities performed admirably during this unprecedented weather event; 

however, many, if not all, experienced unexpected, unavoidable, and significant spikes in 

natural gas prices, even across the nation. 

On April 1, 2021, Oklahoma Gas and Electric Company (OG&E or the Company) 

filed with the Arkansas Public Service Commission (Commission) in this Docket its 

Motion for Authority to Establish Special Regulatory Treatment Within the Energy Cost 

Recovery Rider to Defer Extraordinary Fuel Costs Incurred Due to the 2021 Winter 

Weather Event, Amortize and Recover These Cost Over a Period of 10 Years With an 

Appropriate Carrying Charge (Motion), along with the testimony of Donald R. Rowlett.  

In its Motion, OG&E describes the Energy Cost Rate Rider (ECR), which is adjusted 

annually, and states that exigent circumstances (in the form of the Winter Storm) have 

occurred which warrant additional adjustment.  Motion ¶¶ 1-2 (Doc. #266).  OG&E 

explains that control of its transmission facilities lies with Southwest Power Pool (SPP); 

that during the Winter Storm SPP issued “must run directions” to avoid system-wide 

failure of the electric grid; and that as a result, OG&E incurred unprecedented energy 

costs that flow through the ECR.  OG&E states that recovering these costs in the usual 
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manner (over one year) would impose a financial burden on its customers. Id. ¶ 4.  To 

balance the interests and rights of OG&E and its customers, OG&E proposes to amortize 

collection of its ECR costs over ten years at its pre-tax rate of return (Weighted Average 

Cost of Capital (WACC)) of 6.60 percent and forego the typical one-year cost recovery.  Id. 

¶¶ 5-6.   

On April 12, 2021, Arkansas River Valley Energy Consumers (ARVEC) and the 

Arkansas Attorney General Leslie Rutledge (AG) filed their respective Responses to 

OG&E’s Motion.  In general, the AG responds that she believes that it is reasonable that 

OG&E be allowed to recover the Winter Storm event costs through the ECR or that the 

Commission set the Winter Storm costs at the approved 2021 customer deposit rate of 

0.8 percent.  AG Response ¶ 11 (Doc. #270).  ARVEC states that recovery of the costs 

sought by OG&E should be deferred to allow consideration of the appropriate and fair 

allocation of such costs.   It states that consideration should be given to calculating the 

Winter Weather Event costs as a separate cost and to base an energy cost recovery method 

for the ten-day period of the Winter Weather Event based on usage so that customers that 

curtailed their usage do not bear a disproportionate share of the costs.  ARVEC Response 

¶ 9 (Doc. #269).  ARVEC states that recovery of the costs sought by OG&E should be 

deferred so that evidence can be presented regarding the appropriate amortization period 

and carrying charge.  Id. ¶¶ 10-11.  Absent any other carrying charge, ARVEC asserts that 

the simple interest rate of 0.8 percent should be applied.  Id. ¶¶ 10-11.  Both the AG and 

ARVEC argue that OG&E’s request is not reasonable and is excessive, and that it would 

allow OG&E to profit at the expense of its customers.  AG Response ¶ 10, ARVEC 

Response ¶ 12. 
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On March 12, 2021, Staff filed its Response to OG&E’s Motion.  Staff supports in 

principle OG&E’s proposal as outlined in its Motion, given the unique and specific 

circumstances.  Staff Response ¶ 6 (Doc. #271). 

Subsequently, by Order No. 17 filed on April 13, 2021, the Commission set a 

procedural schedule to allow for testimony and hearing and directed that OG&E could 

begin recovering its Winter Storm Costs at an interest rate equal to the customer deposit 

rate of 0.8 percent over a period of five years. 

On May 4, 2021, Mr. Rowlett filed errata testimony on behalf of OG&E.  On May 

20, 2021, OG&E filed a Motion for Suspension and Mr. Rowlett filed testimony requesting 

a suspension in the procedural schedule so OG&E could have time to study the possibility 

of securitization of these costs to determine if it would produce benefits to customers.  

Motion for Suspension ¶¶ 5-8 (Doc. #281), Rowlett Direct at 3 (Doc. #282).  The 

Commission suspended the schedule by Order No. 19 filed on May 25, 2021. 

On July 5, 2022, OG&E filed a Motion for a Final Order Approving an 

Appropriate Carrying Charge for Extraordinary Fuel Costs Incurred Due to the 2021 

Winter Weather Event (Motion II).  OG&E states that its analysis shows that any potential 

marginal customer impact benefit of securitization demonstrated by the analysis at this 

time does not outweigh the known and measurable benefit of the traditional utility 

financing method in Arkansas.  Motion II ¶ 9 (Doc. #301).  OG&E requests the 

Commission approve the Company’s Motion II with the following parameters: (1) 6.49 

percent pre-tax WACC carrying charge, (2) amortization period of 10 years, beginning 

March 2021, (3) recovery of the difference between the pre-tax WACC and customer 

deposit interest rate from March 2021 through the effective date of the interim ECR rates 
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reflecting the new carrying charge, and (4) authorization of an interim ECR filing within 

30 days of an order granting this Motion.  Id. ¶ 12. 

 On July 15, 2022, ARVEC and Walmart filed a joint Response stating that the pre-

tax rate of 6.49 percent sought by OG&E is significantly more than the cost of debt that 

OG&E incurred to pay its energy suppliers.  They state that a fair and reasonable carrying 

charge for OG&E would be OG&E's cost of debt that OG&E incurred to pay such winter 

weather storm costs. That cost of debt, described in the excerpt from OGE Energy Corp. 

and OG&E's 2021 Form 10-K attached hereto as Exhibit "B", is much lower than OG&E's 

proposed carrying charge.  They state that the interest rate on such debt applies through 

December 17, 2026, with OG&E's right to extend the payment for an additional two years, 

or through December 17, 2028, which covers nearly eight years of the recovery period 

beginning March 2021.  ARVEC Response ¶ 12 (Doc. #309).   

 Also on July 15, 2022, the AG filed a Response that reiterates her position that 

carrying charges should not provide a source of profit or windfall for any of the requesting 

utilities at the expense of customers and should be set for each utility at a level which 

reflects the minimum amount absolutely necessary to achieve equity for both utility and 

customers.  AG Response ¶ 6 (Doc. #304). 

 Also on July 15, 2022, Staff filed its Response stating that it does not object to the 

Commission’s issuance of a Final Order establishing an appropriate carrying charge 

reflecting OG&E’s most recently approved pre-tax Weighted Average Cost of Capital, and 

establishing that any under-recovered interest charge balance be subject to the customer 

deposit rate, rather than the Company’s WACC, which is consistent with the 
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Commission’s prior Orders regarding the Winter Weather Event for other utilities.  Staff 

Response ¶ 6 (Doc. #303). 

Following the second round of Direct, Rebuttal, and Surrebuttal Testimonies of 

Mr. Rowlett on behalf of OG&E; the Direct and Surrebuttal Testimony of Mark E. Garrett 

on behalf of ARVEC and Walmart; and the Direct and Surrebuttal Testimony of Michael 

Marchand on behalf of Staff, the Parties’ positions are set forth below: 

• OG&E advocates a recovery period of ten years with a carrying charge of 6.49 
percent based on its most recently approved rate of return (ROR). 
 

• Staff supports, as a reasonable balance, the approval of the Company’s proposed 
recovery period of ten years and with an adjusted 6.16 percent carrying charge, 
pursuant to the Commission’s findings in Docket No. 21-087-U, Order No. 11. 
 

• The AG’s position is that carrying charges should be set at a level which reflects the 
minimum amount absolutely necessary to achieve equity for both utility and 
customers.1 
 

• ARVEC and Walmart support OG&E’s proposed recovery period of ten years but 
recommend that the Commission set the carrying charge for the deferred storm 
cost balance at the Company’s actual cost of borrowing available to the Company 
to finance the storm cost, which they assert is 1.15 percent.  Initially, that will be 
through the Company’s new 5-year, $500 million credit facility entered into for the 
purposes of financing the storm losses. After the initial 5-year facility with its 2-
year extension has expired, the carrying charge should be consistent with the 
Commission-approved cost of debt for OG&E.  
 

Findings and Ruling 

Based on the evidence in the record, the Commission finds that the use of OG&E’s 

pre-tax WACC2 as a carrying charge for a period of ten years beginning March 20213 is 

 
1 Joint Issues List at 3 (Doc. #322).  
2 OG&E’s most recently approved pre-tax WACC is 6.49 percent and is subject to change by Commission 
Order. 
3 OG&E’s requested beginning recovery date is March 2021 with the end date of March 2031. 
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reasonable and in the public interest, to address the extraordinary fuel costs caused by 

the February 2021 Winter Storm Event.  However, OG&E and Staff support two different 

calculations of the proper WACC to be used.   

It should be noted that under the terms of its approved ECR Rider, OG&E is 

allowed to recover its total fuel costs from February 2021 over a time-period of one year.   

This would have exposed customers to unreasonable rate shock; however, the terms of 

the tariff allow for a recommended adjustment when appropriate.  As consideration for 

foregoing its recovery in this manner per Commission Order No. 1 in Docket No. 21-036-

U, wherein the Commission advised that utilities should propose a cost recovery 

methodology that protects the right of the utility for an opportunity to recover costs while 

balancing the impact on the utility’s customers, OG&E proposed that it recover over a 

longer time-period and, by assuming that risk, requested that its carrying charge be set at 

6.49 percent for a period of ten years, which is the WACC set in its last Formula Rate 

Review.   

Staff witness Marchand stated that OG&E has an approved Rider ECR allowing it 

to recover its costs over twelve months.4  Specific to these unique circumstances, Staff 

supported that it is reasonable to recognize all liabilities in the capital structure on a total 

company basis with other funding sources typically considered because these represent 

fungible sources of money from which all assets are funded.5  Staff however stated that it 

could not ignore the Commission’s recent rulings in Docket No. 21-087-U6 in Order No. 

 
4 Marchand Direct at 7. 
5 Id. at 9. 
6  IN THE MATTER OF OKLAHOMA GAS AND ELECTRIC COMPANY'S REQUEST TO EXTEND ITS 
FORMULA RATE PLAN RIDER.  
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11, where the Commission found the capital structure must be congruent with the Return 

on Equity, which the Commission determined is properly set at 9.5 percent to be 

commensurate with returns on utilities comparable in risk and appropriately balance the  

needs of customers and the utility.7   Staff supports the carrying charge reflective of its 

pre-tax WACC  but does not support the 6.49 percent supported by a debt-to-equity ratio 

of 50/50 used in the last Formula Rate Review adjustment.  Staff instead adjusts the 

WACC to recognize the observable market information relating to the proxy group 

average debt-to-equity ratio of 55/45, resulting in a WACC of 6.16 percent.8   

The Commission is not persuaded by ARVEC’s/Walmart’s or the AG’s 

recommendations because the carrying charges that they recommend do not conform to 

the Commission’s use of the Modified Balance Sheet Approach, which does not 

historically use separately determined carrying charges for cost recovery items e.g. 

regulatory assets, generating plant and other deferred costs.  The Commission agrees that 

allowing recovery at the WACC is reflective of the extended period granted for recovery of 

the extraordinary fuel costs.  Overall, Staff’s and OG&E’s approach of using WACC better 

aligns with the Commission’s long-standing principles, including the use of the Modified 

Balance Sheet Approach, and appropriately balances the interests of customers and the 

utility.     

The Commission agrees that allowing recovery at the WACC is reflective of the 

extended period granted for recovery of the extraordinary fuel costs. However, the 

Commission finds that the adjustment of WACC as proposed by Staff is improper.   

 
7 Id. at 8 citing to Direct Testimony of Donald Rowlett at 4.   
8 Marchand Direct at 10.   
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OG&E’s current WACC was last set in its Formula Rate Review at 6.49 percent.  The 

Commission did not adopt a revised WACC, capital structure, or any other ratemaking 

component in Docket No. 21-087-U but determined that an extension of the FRP was not 

reasonable based on current conditions.    The Commission has not required that any 

other utility’s WACC be redetermined before using it as a carrying charge for the 

extraordinary winter fuel costs.  To treat OG&E differently in the analysis given to other 

utilities in these winter storm weather dockets would be unfair and inconsistent. 

Securitization has been thoroughly examined in this Docket, and the Commission 

has determined that it is not in the public interest in this instance because $80 million 

balance of storm costs is likely too small to be attractive in bond markets at competitive 

interest rates.9  Additionally, because securitization is dependent on a Commission 

financing Order, which is dependent on a fuel cost prudence finding, customers are at 

additional risk in an environment of rising interest rates, which is likely to happen by the 

time securitization could be implemented by OG&E.    

OG&E’s Motion is hereby granted with modification.  OG&E is directed to recover 

the February 2021 Winter Storm Extraordinary Fuel Costs commensurate with a carrying 

charge that reflects the Company’s most recently approved pre-tax WACC10 beginning 

March 2021, for a period of ten years.  OG&E may recover the unrecovered carrying 

charges resulting from OG&E initially applying the customer deposit rate to the 

extraordinary winter weather event costs rather than the pre-tax WACC, but due to the 

limited duration between OG&E’s filing an interim revision to its ECR Rider in 

 
9 Rowlett Supplemental Direct Testimony at 11. 
10 OG&E’s most recently approved pre-tax WACC is 6.49 percent and is subject to change by Commission 
Order. 
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compliance with this Order and its next annual redetermination of energy cost rates, 

OG&E is directed to collect the unrecovered carrying charges through March 202411 to 

mitigate customer impact. The under-recovered amount shall be reflected in the over-

/under-recovery balance in the normal operation of the tariff and not in the isolated 

extraordinary winter expenses.  Additionally, given the adjustments to the customer 

deposit rate and the OG&E’s pre-tax WACC since March 2021, OG&E’s under-recovered 

amount shall reflect the accrual over time between the application of the respective 

customer deposit rates and approved rates of return in effect at the time.  OG&E is also 

directed to file a revised Rider ECR within seven days of the date of this Order to reflect 

the terms of this order with an added reporting requirement that tracks the remaining 

balance of the extraordinary fuel costs including a narrative of any changes that impacted 

the remaining balance outside of revenues applied, including but not limited to, further 

SPP reconciliations and prudence findings.  Such report shall be filed with OG&E’s revised 

ECR filing and annually with OG&E’s Rider ECR update.  

By this Order, the Commission is not ruling on prudence or cost allocation and will 

by subsequent order establish a schedule to review these aspects of the extraordinary fuel 

costs included in Rider ECR.12    

  

 
11 Through the end of the 12-month recovery period for OG&E’s next update to its ECR rates, which will 
span from April 2023 through March 2024. 
12  All extraordinary costs recovered through Rider ECR remain subject to prudence reviews and true-up, 
with refunds or adjustments if appropriate. 
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BY ORDER OF THE COMMISSION. 

This   3rd   day of January, 2023. 

Katie Anderson, Chair 

Kimberly A. O’Guinn, Commissioner 

Justin Tate, Commissioner 
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